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I. EXECUTIVE SUMMARY

Aragast B is a diversified software developer addressing commercial, industrial and
contract development markets throughout the CIS, Europe and Middle East. Current core
competencies include commercial banking software, factory automation, business
productivity, sales and inventory control systems in addition to off-the-shelf multimedia
entertainment and educational software. Aragast B specializes in the development of niche
market software tools for emerging markets with unique linguistic and SOCio-eonomic
demands.

Since its primary markets are in the CIS and the Middle East, Aragast B develops
integrated software solutions such as accounting software with multilingual multimedia
dictionaries, multilingual fonts (including Arabic) and features that enable emerging
enterprises to operate more effectively in a rapidly changing international economic
environment.

Aragast B is uniquely positioned in the “Silicon Valley of the Former Soviet Union”
(New York Times, April 27, 1994) and, consequently, utilizes a vast pool of software
development engineers and programmers formerly employed by the Soviet military-
industrial complex. This large source of technical expertise coupled with the current
economic transition of the entire CIS region (especially Armenia) enables Aragast to
develop the highest quality software at the lowest possible cost. Additionally, Aragast B
understands CIS and Middle East markets and their unique business environments due not
only to geographical proximity but also due to established Armenian business communities
that have fostered ARAGAST B’s entry into such markets. Existing diasporan
communities have already provided valuable assistance in Dubai, Russia, France, the
United States and Iran.

As a well-established and dynamic enterprise, Aragast B is poised to expand rapidly
into its existing markets and is seeking strategic development partners in both the US and
Europe to enter these larger, more competitive markets. Aragast’s fundamental strategy,
therefore, is to 1) penetrate contract development and enterprise tools markets throughout
the CIS and Middle East, 2) expand its marketing and sales infrastructure in CIS, 3) seek
strategic partnerships and distribution arrangements to develop sales and marketing of its
commercial multimedia software in Europe, the Middle East and the US, and 4) expand its
research and development in the areas of medical technology and laboratory information
systems and business tools in Armenia so that Aragast B may fully maximize its unrivalled
development cost advantages.



In order to successfully implement the Company’s following seven year plan, it expects
to raise approximately $15 million in investment capital. Detailed product development
cost structure for product and service cost requirements are elaborated in the sample

worksheets provided in Annex 2.
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ARAGAST B CORPORATION BUSINESS PLAN

III. ARAGAST B OVERVIEW

A. Company Background

The Company was one of the first private ventures in the former Soviet Republic of Armenia and
software development was its initial occupation. Independent of ARAGAST B operational activities,
however, ARAGAST Holding, a separate corporation, was formed to expand into banking, insurance,
agriculture, import/export, air cargo transportation and consumer products wholesale and retail and
operates outlets in Yerevan and Odessa. ARAGAST B is wholly independent of ARAGAST Holding.

B. Management

ARAGAST senior management is comprised of its president and chief executive officer and the three
vice presidents each responsible for accounting, marketing, and software research and development.
This management structure has remained unchanged since the founding of Aragast B. See V.
Management” and Appendix 3, for further details.

® Gurgen Martirossian, President, Chief Executive Officer, Director and co-founder
® Garegin Chookaszian, Vice President, Marketing and Strategic Planning, Director
® Sergei Solakhian, Vice President, Software Research and Development, Director

® Samvel Badalian, Vice President, Finance and Accounting, Director

C. Products

Aragast B information technology enables enterprises to enhance the efficiency of operational and.
analytical methods, systems and controls, establish equivalent western organizational structures, and to
simplify communications. All Aragast B products are copyrighted to Aragast B Corporation.

ARAGAST B intends to utilize investment capital in order to develop the following products:

System Level Software

© ArBank: Arbank is an integrated banking software tool with a modular architecture for upgrades
and service options. ArBank provides mainly CIS banks with an operations and accounting interface
with international banking systems and its own domestic network. Features will include credit card
transaction processing, electronic funds transmission, automated teller machine interface and
checking.

® ARAG ACCOUNTING: Arag Accounting is intended to be a dual accounting system software
tool that integrates host-business accounting systems with US and European accounting systems
and is marketed mainly to recently privatised CIS enterprises as well as small and medium-size
businesses in the Middle East.
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SWICS: SWICS (Store and Warehouse Information Control System) introduces inventory control
to enterprises without standardized control mechanisms and will offer a user-friendly graphical user
interface for easy start-up and operation.

ARB Assistant: Arb Assistant is a full suite of business operations and productivity enhancement
tools that will be marketed with Aragast’s systems level software as well as off-the-shelf. Tools
include contract management, financial management, small business accounting, human resources
management, payroll processing, marketing presentation, etc.

SYSLAM: Syslam is a specialized software system for the automation and organization of medical
laboratory testing facilities. The principal clients for such systems are independent medical

laboratories as well as those attached to hospitals or clinics.

Tecnical Support and Customer Services

® SERVICE DEPT.: Aragast proposes to develop a customer service department in order to provide

customers of its system level software with service support for these products that it will carry out

under contract to its clients.

Multimetlia Software

2}

EDUCATIONAL PROGRAMS: Educational multimedia software titles such as "LINGUA" offer
multilingual educational tools for children of all ages. More advanced titles will include
mathematical education tools, natvre education and other learning tools for children.
HYPERGUIDE: Hyperguide is a program shell that Aragast B created in order to develop custom
software “guides” for promotional, marketing or advertising purposes. The goal of the Hyperguide
is to recreate presentation material in a compelling and more engaging format than traditional
printed matter or film.

VIRTUAL MUSEUM: Virtual Museum is a multimedia product that focuses on the presentation
of artistic matter a ‘museum” environment. The product dynamically integrates text, images and
sound that creates an artistic journey through current themes such as Armenian architecture, Iranian,
Russian and European art, the Karabagh region and ancient Armenian manuscripts.

DICTA AND FONTS: The DICTA Electronic Dictionary Series is a language and writing tool that
Aragast has created as a stand-alone product as well as a complimentary software tool for Aragast
system software. This tool kit is designed to support a wide range of applications in DOS and
Windows environments and is currently offered in English-Russian, English-Armenian and English-
Arabic. FONTs are an analogous element to the dictionary series in that they provide the essential
writing tool for complex languages such as Arabic, Farsi and a variety of Asian languages.
MEDMAN: Medman is a multin.edia information and education resource tool that illustrates and

explains methods of natural healing and herbal medicinal extraction. Users identify symptoms and/or
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health ailments and Medman identifies the appropriate herbal medicinals, where they are likely

found, how they are prepared and the symptoms and side-effects associated with them.

In addition, ARAGAST B is researching the potential development of the following products that
are not included in this business plan:

GEOGRAPHIC INFORMATION SYSTEMS:  GIS software provides total geographic
simulation that enables the user organization to incorporate data onto geographical maps. The
purpose of the system is to facilitate development, evaluate environmental impacts of certain
projects, calculate harvest volumes and site survey. These systems will likely be marketed and sold
to regional governments and n.inistries with far-flung geographic spheres of operation and
management, such as energy ministries, petroleum consortia, and other expansive enterprises.
APPLICATION CUSTOM PROGRAMS: For factories, organisations, state administrations, and
companies.

COMMUNICATIONS SOFTWARE:

A list of existing software packages is presented in Appendix 4.

D. ARAGAST B Major Customers

Armenia_ Europe CIS
Organizations Banks
Armenia Railwav Central Bank of Siemens West Siberian
Authority Armenia Commercial Bank of
; Nadim

Yerevan Jewelry ARMEKONOMBANK | French Nadim Industrial
Factory Government Construction Bank
US Agency for Bank METS
International
Development
United Nations INVESTBANK
(UNFP)
United World Agency | DIABANK
Fund for Democracy Bank Ararat

Davit Bank

World Bank Branch
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E. Marketing Strategy Summary
The Company’s market penetration strategy is the subject of subsequent chapters in this business plan
and are subject to modification as the Company progresses in its endeavor to secure financing and

strategic alliances. This strategy is based upon:

(2] Confpetitive pricing, value-added innovation (including 3-D, object oriented programming),
complete customer service

Extensive market intelligence network in both CIS and regional economies

Strategic alliances with western and CIS firms for collaborative marketing and distribution

Branch sales and service operations in all major market regions

® ® ® ©

Extensive distribution network of retailers, systems integrators and original equipment

manufacturers and distributors

®

Maximization of competitive development advantages in niches such as low-cost animation, object-

oriented programming, and a complete multimedia studio.

F. Headcount

ARAGAST B staff totals 90-100 persons although 40-50% are technically part-time
employees. The staff breakdown is as follows as of October 31, 1994:

TECHNICAL/ Part- MANAGEMENT/ Part-
DEVELOPMENT STAFF Time ADMINISTRATION Time
Programmers Senior Managers 4 0
Windows: 5 7 Marketing/Sales 2
Database: 15 7 Consultants /Advisors S 5
TOTAL: 30 14 Administration 10 7
Maintenance 7 0
Multimedia Studio | TOTAL: 31 14
Department
Software/Graphics Designers 6 6
Animators 3 3 TOTAL STAFF: 97 46
Musicians 1 0 47%
Chief Designer 1 0
Technical Staff 10 3
TOTAL: 21 12
Engineers/Tech Support 15 5
66 32
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G. Risk Factors

This table shows how risk has been evaluated, where it stems from, and which areas are most
dangerous. It aliows one to compare the exposure, given various assumptions. The "weights" shown in
the table below reflect how elements of risk affect the business. The Overall Risk has a weighting equal

to 1.0. The individual elements of risk are described in Section G (below).

Elements of Risk Degree of Risk

Low Med High Weight Total
Market Saturation 10 .05 .50
Economic 10 .05 .50
Disruptions 5 .10 .50
Political Upheaval 1 .20 20
Software Piracy 5 10 50
Increasing Costs 2 .20 40
Price/Margin 2 .20 .40
Quality Control ] .05 25
Market Isolation 5 .05 25
Overall Risk 1.00 3.50

H. Rationale

Market Saturation: The market for software products is growing very rapidly and can be expected to
continue to do so. Nonetheless, competition is fierce and to face this risk ARAGAST B will conduct
extensive research and development resources to maintaining its current position at the leading edge of
the software industry, employing the best foreign consultants and further developing its strategic
partnerships with other firms. Whilst concentrating on the production of major innovative products, it
will at the same time be exploiting each major customized product for the development of more
generalized versions for off-the shelf sales. Certain basic progamming shells already developed will
ensure a marketing edge for its products for some years to come. Moreover ARAGAST B has a
strategic geographical and cultural advantage over its competitors for certain markets.

Economic Upheaval: Although the risk of economic upheaval is high, it has also been high in the recent
few years but notwithstanding ARAGAST B has thrived in this environment. In fact many of
ARAGAST B's products are of a critical benefit to companies (and countries) experiencing economic
upheaval because they address themselves to basic social and economic problems. In addition, the

market for ARAGAST B's products is very broad and not overconcentrated in a single country.

Disruptions: ARAGAST B has already experienced disruptions of communications which it has
overcome with extensive use of fax and Email. Transport disruptions could not have been more
devastating but services have shown a steady improvement in recent years, and, with political

improvements in sight, are likely to continue to improve. In fact, transport considerations are relatively



ARAGAST B CORPORATION BUSINESS PLAN

unimportant for software companies: Disruptions in energy supply do indeed affect the smooth
functioning of software companies, and electricity cuts have been frequent in the last few years.

ARAGAST B already protects itself from this risk by using its own electricity generator.

Political Upheaval: When compared with neighbouring CIS states, and taking into account the
homogeneity of the ethnic, linguistic, cultural and religious composition of the population, political
upheaval is highly unlikely.

Software piracy: This is a risk facing all software companies. ARAGAST B protects itself by
copywriting its key products and supporting the efforts to have copyrights protected. This risk does not
apply to its customized products.

Increasing Costs: Whilst the risk that increasing costs will affect current competitiveness is very low in
the short run, this factor must be given a high weighting because of its obvious relation to the economic

viability of the Corporation.

Price and Margin Pressure: as with increasing costs, the weighting of this risk is high because it affects

profitability so directly. To countenance this risk ARAGAST B has a strategy of maintaining a wide

margin and a marketing approach designed to give it a market penetration to ensure its market position.

Quality Control: ARAGAST B will have to ensure that it keeps abreast of technological and software
developments in the West (where most innovations come from). It plans to maintain and further develop

its links with ieading manufacturers of the industry.

Market Isolation: Its geographical location gives Armenia both advantages and disadvantages. On the
one hand it is well located to exploit the CIS and Middle Eastern markets, whilst on the other it will
need to build up its marketing strength (through strategic alliances with local firms) in Western Europe
and Northern America.

IV. COMPETITION

A. Competitive Environment

In its broad range of business activities, Aragast B faces different levels of competition from a
variety of sources. Many newly-formed software companies in the former Soviet Union are offering
high-quality products at affordable prices to western clients, in addition to meeting demand in their

home market. However, ARAGAST is able to 1) undercut even Russian prices, 2) provide a more
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dynamic and productive work environment and utilize a diasporan network of contacts that far outreach
those of Russian competitors. The competition in the field of multimedia is also formidable. At the
same time, niche markets such as Armenian and Persian art offer virtually uncontested opportunities for

sales of new products.

The Company is aware of no other software houses in Armenia although some enterprises have
in-house staffs and individual programmers are available. No other organization in Armenia possesses
the depth and breadth of computer skills and experience as Aragast B. As any real competition is
international, Aragast B products can and will compete on the basis of quality, originality and,
emphatically, on price. Aragast B produces a high quality product at a very competitive price.

Internationally, this industry competes on distribution channel control, ease-of-use, functionality,
and quality of product, attractive packaging (in retail outlets) and adequate shelf space, and price (with
deep discounts from artificially high list prices). Whilst start-up companies in all industries face great
difficulties most of the successful companies on the international market have been start-ups within the
last 10 years. Companies with reasonable capitalization and a good product stream usually succeed by

themselves or by profitable merger into larger companies.

B. Aragast B's Competitive Advantage

The key to Aragast B's success lies in five important factors:

a. Yerevan, the capital of Armenia, was a centre for computer research of the former Soviet Union,
with many institutes devoted to the development of military technology. As a result, Armenian
experts received the highest level of training and expertise. Most of Aragast's technologists
come from these institutes and research centres. In addition, Aragast B is known within
scientific circles in Armenia as a leading-edge technology house, and the company has cultivated
joint-development relationships with experts in fields ranging from geophysics to art history.

b. Aragast B has entered into a cooperative relationship with the Yerevan Computer Research
Institute (YCRI), the most respected of the above-mentioned research centers. Aragast B has

moved its product development group to the Institute in order to collaborate with the Institute’s
highly qualified experts on a broad range of projects. The ultimate goal of this alliance is to
enlarge Aragast B’s research and development resources, at the same time stemming the ‘brain-
drain” of YCRI’s experts to countries such as Iran. The affiliation and joint-development with

YCRI puts Aragast B at the forefront of computer research in Armenia.

c¢. In the past two years, Aragast B's experts have attended and participated in several conferences
and tradeshows in the CIS, Middle East, Europe and the United States. Each event has yielded
both important contacts with renowned experts such as Terry Winograd (Stanford University),
Marvin Minsky (Massachusetts Institute of Technology), Esther Dyson and Ted Nelson (Brown
University/Autodesk), as well as exposure to the latest technology in the west. Aragast B's



ARAGAST B CORPORATION BUSINESS PLAN

strategic and development teams have taken advantage of these valuable resources to shape the
technological direction of the company. Aragast B has recently been invited by the Ministry of
Industry of France to represent the economic potential of the Republic of Armenia at a
roundtable in Paris. ‘In addition, Aragast B participated in the Conference on Technology and
Education, organized by MIT.

d. Aragast B has a cooperative commercial relationships with Aragast JV, one of the fastest
growing private enterprises in Armenia, whose activities range from consumer product
distribution to commodity futures brokering, insurance and a large-scale agricultural enterprise.
Aragast JV's financial backing, distribution network, as well as retail outlets in Yerevan, Odessa
and Moscow (2nd quarter 1993), facilitate Aragast B's development and access to markets.
Finally, in the course of its diversified business activities, Aragast JV comes in contact with
many leading western institutions and companies. As a result, Aragast B enjoys a greater degree
of interaction with potential technology providers, distributors and clients than other software
companies in the CIS.

e. The sizable Armenian diaspora provides Aragast B with an established network of contacts all
over the world, but especially in the growing Middle Eastern market. In this area of the world,
experienced and connected local partners are critically important, and Aragast B has sought out
and reached agreements with Armenian computer executives in new markets such as the United
Arab Emirates and Iran.

All these factors along with intensive contacts with business and scientific people visiting Armenia

allow Aragast B make potential customers aware of very high quality products with very low prices.

C. Competition by Major Region

The following chart illustrates the foreseen competition divided by product and geographic
characteristics. Aragast B is at the forefront of software development and marketing in Armenia. It has
established significant marketshare in important industries such as the banking sector, and benefits from
the distribution strengths of its parent company, Aragast JV. In the rest of the CIS, Aragast B faces
moderate to sharp competition in selected product categories. The Middle Eastern market is quite
competitive, but as it is growing, there is still plenty of room for new players. Finally, niche markets in
the United States and Europe are relatively easy to penetrate. The competition for strategic

development alliances, however, is much more acute.
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Market Competitiveness

Armenia CIS Middle East |Other countries

Banking/

Accountanc

IFonts

IDICTA

SWICS

Virtual Museum/
Hyperguide

[Factory
IAutomation
\Governmental N/A N/A N/A

Infrastructure

IPresentation and

Authoring Tools

IDevelopment

|Alliances

ICustom Software

Development

Slightly

ICompetitive!

N/A Not Applicable

I Most advantageous to Aragast B
2 east advantageous to Aragast B
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V. MANAGEMENT

A. Managers and Directors

ARAGAST B senior managers have worked with the Company since its founding and have guided it
through the turbulent economic transitions that have characterized most former Soviet republics. In
Armenia, particularly, senior management withstood the worst economic and political pressures of the early
90’s and are well prepared to build ARAGAST B in the more stable economic environment that now
characterizes Armenia.

All ARAGAST B senior staff and directors were former engineers, software developers and computer
scientists working for Soviet research institutes and defense industry facilities in Armenia and Russia. Their
respective technical expertise is matched by their founders’ experience in initiating and developing profitable
businesses in computer software as well as consumer product distribution, brokerage and agricultural
enterprise. Gourgen Martirossian, Chief Executive Officer, founded ARAGAST B with his brother and
ARAGAST B Board Chairman, Armen Martirossian. Both have built the ARAGAST mini-conglomerate

into a model of private enterprise development in the Former Soviet Union.

See Appendix 3 for more information about the management team, management philosophy,

initiatives,etc.

VI. MARKETING STRATEGY

A. Marketing Overview

ARAGAST B seeks to maximize its main competitive advantages which are 1) low-cost
production, specifically programming, animation, overhead, 2) local market knowledge and market
proximity to CIS and Middle East, and 3) value-added innovation and recognized quality. Based on
these advantages, ARAGAST B seeks to 1) develop multiple strategic alliances with Western (North
America and Europe) consumer software developers and publishing houses in order to maximize their
marketing and distribution networks while providing low-cost, innovative multimedia titles and
productivity enhancement tools; 2) develop a CIS-wide marketing, sales and distribution network that
systematically targets emerging business sectors and effectively targets the appropriate ARAGAST tool
or product suite; 3) develop retail, wholesale and original equipment manufacturer and value-added
reseller distribution arrangements for ARAGAST B products in the Middle East in order to capture
market share in the new computer market for both consumer and business applications; and 4) develop
regional sales, marketing and service offices in Dubai, Moscow, Paris, one Eastern European city and
one US location in order to establish a definitive market presence and provide the highest quality

customer support.

10
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ARAGAST B’s tactical approach is based on four objectives: 1) Establish a marketing department
and operational system that integrates timely market research with effective engineering cost-benefit
analysis; 2) Establish distinct product teams that maximize input from research, product management,
development engineers and promotion staff, 3) Establish a new business development group which
solicits strategic alliances and joint-marketing agreements with both development partners and
distributors; and 4) Build a coherent strategy and corporate identity based on the Company’s product

portfolio, competitive advantages and strategic direction.

B. Product and Service Strategy

The company will capitalize on the successful products it has developed in the past two years to
build a balanced portfolio around its three core competencies: business system software and tools,
educational multimedia titles and electronic language tools. Consistent look and feel, ease-of-use,
attractive packaging and product quality will help establish brand name equity and repeat purchase. In
addition, the continual introduction of derivative products will reinforce existing market share and
generate operating margin expansion. Additionally, ARAGAST B intends to develop full-service

customer support and technical assistance for system-level software packages.

Detailed strategies for each product/product group are as follows:

a. ARAG Accounting/ARB Assistant/SWICS: are products intended for medium- and large-size
enterprises in the CIS countries that are adapting to privatization and free market competitive
demands. This product suite will offer such firms the possibility of maintaining a dual system of
accounts according to the Former Soviet Union system and standard western systems. Inventory
control and a host of productivity enhancement tools specifically adapted to CIS markets
differentiate the ARAGAST B software solution from standard western tools marketed today.
The marketing strategy will be to offer a high-quality product which is easy to install, use and
conform to an existing reporting mechanism and which should be the first available on the

market.

b. Virtual Museum/Hyperguide: The company has already developed thematic series of Virtual
Museum based on Armenian art, architecture and history. ARAGAST B has already produced
and marketed similar collections for the Russian, Iranian and Arabic cultures. The title ‘Virtual
Museum” properly prefaces the next generation of this product, which will include advanced
multimedia technology, and will with each new version move closer to the concept of virtual
reality. Hyperguide will be at first marketed as a low-cost tourism reference product, but will
eventually include wide-ranging economic, demographic and geographic information about

specific countries. The marketing effort will be geared to raising the image of the product as it

11
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becomes a more serious business and governmental reference tool. Finally, the company will
introduce its first user-friendly authoring kit.

c. ARBANK: ARAGAST B will use the endorsement of major current clients such as the National
(Central) Bank of Armenia to demonstrate the technical merits and aggressively market
ARBANK in all CIS countries. The company will promote its strengths as a software developer

and svstems integrator, and will sell competitive hardware/software service contracts with each
copy of ARBANK.

d. SYSLAM: In the first few years, ARAGAST B will concentrate in marketing in Middle Eastern
countries in collaboration with its French partner, Codat Informatique. Extensive participation in
trade shows of medical equipment will be used to identify principal customers. In later years,
ARAGAST B will expand its marketing to the CIS and Europe.

e. DICTA/Fonts: DICTA and Fonts are optimally marketed in OEM (Original Equipment
Manufacturer) or bundling arrangements with computer hardware retailers and wholesalers in
regions where language tools are most in demand: Middle East, CIS and Europe. Every new
computer sold through Dubai resellers, for example, should come with a multimedia Farsi or
Arabic dictionary and appropriate fonts. ARAGAST B also intends to utilize a low-end version
of both products as promotional incentives with systems software applications and business
tools, where appropriate. Intended languages are English--Russian, -Farsi, -Arabic, -French, -
German.

f  Educational software/Medman: ARAGAST B will likely partner with a larger western
software developer in order to launch its off-the-shelf multimedia titles in western markets.
These partnerships may be structured as joint development or joint marketing and distribution
arrangements.

C. Product Portfolio

ARAGAST B’s products facilitate the analysis, interpretation and presentation of information across
national, organizational, linguistic and media (sound, still images, text, video) boundaries. ARAGAST
B will position itself as providing a portfolio of products that bridge the international information gap as
well as bridge the intuitive gaps between art and technology. Therefore, it is logical to market
complimentary products such as business productivity and language tools together as well as art and
education titles.

A portfolio strategy, and the accompanying tactics, provide integrated solutions to consumers while
they also create economies of scale for advertising, for promotional campaigns at the retail level, and
press coverage. It expands the bundling capabilities while also providing a fundamental basis for
introducing larger enterprise systems. The consistency of the products' image and packaging heightens
the visibility and recognition of ARAGAST B. It facilitates the task of retail managers.

12
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For example, while products such as Virtual Museum, Hyperguide and WinFont (with Armenian
and Russian fonts) are marketed separately, ARAGAST B will develop ‘tountry introduction kits” that
include a Hyperguide version about the country, select Virtual Museum volumes, and the appropriate
language versions of DICTA and TrueType fonts. These packages will preface the introduction of the
Multiguide series, which will offer latest-technology interactive multimedia databases for selected
countries. Similarly, database products such as ArBank, ARAG Accounting and SWICS will be
presented as a family of business productivity tools designed to run efficiently in networked

environments.

D. Strategic Alliances and Cooperative Distribution Arrangements

In order to maximize ARAGAST B’s local market advantages while also expanding its market
presence throughout the world, ARAGAST B relies on strategic development and marketing partners to
represent its interests in various parts of the world. For multimedia education and entertainment titles,
ARAGAST B hopes to capitalize on its relationships with software developers in the US and Europe in
order to develop cooperative marketing and development contracts. For Virtual Museum and
Hyperguide products, ARAGAST B intends to focus on publishing houses, state tourist agencies and

other information and promotion publishers to develop complimentary multimedia titles.

The company will continue to capitalize on ARAGAST B JV’s distribution channels in three
lucrative markets for its products: Yerevan, Moscow and Odessa. At the same time, the company’s
accumulated network of contacts and access to potential customers provide the foundation for a strong
direct sales and marketing network. Once this infrastructure is established, the company will take
advantage of the exclusive rights granted to the distributor in each region to implement a similar
strategy in additional territories. It is imperative that ARAGAST B controls the image (packaging,
presentation, promotional material) of its portfolio of products in all markets. Contracts with new

marketing partners will ensure adherence to these goals.

ARAGAST B has developed a joint development alliance with New Technologies in Moscow in
order to assist ARAGAST B in establishing a sales and marketing presence in the Russian market. In the
United States, ARAGAST B has entered international distribution arrangements with Gomidas

Solutions and in Dubai has entered into a similar agreement with Systronics Corporation.

E. Promotion

In the competitive software market, the differentiating factor lies in ARAGAST B’s ability to
communicate the value it delivers to its growing customer base. ARAGAST B aims at a wide coverage
of its mission, of its products, and of its leadership. Individual product promotion will be determined by
the project team and will incorporatc local as well as internationally-accepted means for promoting

sales.

13



ARAGAST B CORPORATION BUSINESS PLAN

F. ARAGAST B Business Philosophy

ARAGAST B will work to develop and maintain its image as the leading CIS information
technology innovator and developer. By stressing the significance of Armenia’s historical role at the
cross-roads between east and west, this marketing theme will enhance the company’s market identity as

a provider of software tools that break information boundaries and build productive information links.

ARAGAST B will also emphasize its universal and educational purpose in a changing world. In its

role as the leader in a new market, Armenia, will draw significant attention from the press and financial

community.

G. Marketing Methodology
1. Press Relations

There are three levels of visibility and recognition for ARAGAST B: 1) Products gain recognition
due to performance reviews and customer satisfaction, 2) The company is recognized for its
contribution to both the market, society and its employees; 3) The leaders are acknowledged for their
industry insight and strategic vision.

LEADERS

COMPANY

PRODUCT

ARAGAST B has successfully marketed the company’s story to the international press with full-
length articles about ARAGAST B appearing in the worlds” most widely read publications in the US,
Europe, the CIS and Asia. The next step involves feature articles about the company’s specific
products, technical capabilities and competitive potential in CIS and regional markets. Novell gained its
prominence in the network OS field because of the perception it created in the public as the inventor of
a standard for communication in the workplace. They created NetWorld and other industry gatherings
and became the landmark for this segment. Similarly, ARAGAST B is capable of creating a prominent
identity based on the success of key products such as ARAGAST B Accounting, GIS, and its family of
language tools. As the company gains more visibility in the international computer industry, it hopes to

organize regional computer strategy conferences in Armenia.
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2. Trade shows

Trade shows have provided significant results for ARAGAST B, and will continue to play an
important role in the development of a coherent marketing strategy and image. Trade shows have
served as both marketing vehicles and profit centres where the on-site sales have financed exhibition
expenditures. At the same time, a strict follow-up process must be executed in order to capitalize on

the numerous contacts made during trade shows.

In addition, ARAGAST B has begun to participate as a speaker in different events in both academic
and business environments. This added prestige corresponds to the higher profile the firm has attained
because of its central role as a technology innovator in this region of the world..

3. Advertising

Until now, ARAGAST B has relied on word-of-mouth advertising from satisfied customers, and its
large network of contacts, to promote its products. The time has come for a selective, highly-targeted
advertising campaign in several key markets. The company will rely on early success in each market to
finance advertising of its products in that market. In other words, an aggressive direct sales effort will

likely precede any advertising expenditure in each potential market.

A company-wide product line will be emphasized to address the issue of ARAGAST B’s leadership
and its large portfolio of offerings. Company-wide advertising facilitates the allocation of shelf space to
a company which symbolizes the segment. It encourages easier pre-adoption by the resellers when a
product is launched. Moreover, it lowers the need for costly, heavy single-product ads. It paves the
way for bundling programs.

4, Public service promotion

ARAGAST B’s products are very well suited for public service promotions. ~The company has
already provided copies of its Hyperguide to Armenia and Virtual Museum products to the Foreign
Ministry of Armenia to present as official gifts to visiting diplomats. The company will develop high-

profile promotional campaigns on Armenia in selected foreign markets.

H. Pricing Policy and Strategy

ARAGAST B intends to offer the highest value for its products. However, due to general economic
upheaval and rapid market evolution, the company has yet to firmly establish a uniform pricing schedule.
It is the Company’s intention to develop products under a cost structure which provides a 10-30% net

profit margin per product based upon prices that are initially 25% of competitive offerings and gradually
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migrate to 75% of competitive prices. The intention is to penetrate markets on price points as well as
quality and raise prices as demand and market recognition are firmly established. The company has
instituted project management and expense tracking systems for each product/product line to have a
cost analysis upon which to base prices.

The pricing strategy for ARAGAST B is based upon the extremely low operating costs and a
targeted rate of return based upon market assessments and an independent cost-benefit analysis. Since
start-up costs are low and labor, facility and overhead expenses are some of the lowest in the world
(The Economist, 1/30/94; Source: Towers Perrin, Werner International) the cost structure is very
advantageous. The imported equipment consists of computers, many of which are bought used at deep
discounts, new software and diskettes. In addition, limited quantities of state-of-the-art equipment are
imported to ensure that the products of ARAGAST B keep abreast of the latest technological
developments. Our strategy is to introduce new, innovative products, continually upgrade existing
product lines; and, continue to compete aggressively in the price environment through our very low cost
structure.

The normal industry practice is to develop price structures on new technologies and applications
by optimizing a price based upon market demand, development cost plus a healthy margin that allows
maneuvering space to reduce price in the face of strong competition. When entering competitive
markets the above is followed with the additional parameter of the established competition's price
structure added as a pricing factor. Specialized application programs for individual customers are
subject to negotiation with the client. ARAGAST B follows these guidelines with additional room for
motion due to the advantageous cost base.

As the plan for ARAGAST B's further success is expansion into the international marketplace
exportation is a critical factor. It is not anticipated that any extraordinary complications with respect
to import/export considerations will be encountered since it is not a large factor in this type of
business. With Armenia’a access to the Internet in the fall of 1994, ARAGAST B’s capacity to export
software and exchange technology and information is greatly enhanced.

Bundling

The company already bundles its family of Armenian and Russian fonts and intends to expand this
marketing concept in the following manner: 1) Language tools such as DICTA and Fonts can be
bundled with ARAGAST B’s system-level software such as ArBank and ARAG Accounting as they
relate to specific markets; 2)Language tools are also suitable for bundling with regional original
equipment manufacturers and hardware retailers. For example, sales of new computers in Middle East
countries could be sold with Arabic fonts and dictionaries which are essential tools for immediate use.
3) Multimedia titles are also suitable for mass bundling with hardware and software distributors. In the
future, Virtual Museum and Hyperguide editions on similar subjects will be bundled together. Although

bundling arrangements increase sales volumes at the expense of profit margin, they are also an effective
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marketing tool for penetrating new markets without necessarily building a large sales and marketing
infrastructure for that product.

In addition, ARAGAST B has developed a preliminary systems integration capability with its
system-level software as it already procures hardware from the U.S. and Asia to install its ARBANK
System and other networked database products as complete, turnkey solutions. ARAGAST B will
continue this policy, and will establish long-term relationships with hardware suppliers to increase its

margins on complete systems.

I. Marketing Department Structure

ARAGAST B plans to establish a Product Marketing department and intends to hire 33
professionals at a management level during 1995. They will assume the following responsibilities:

- Develop marketing plans based upon market research and budget allotments
- Monitor customer needs (market surveys, focus groups)
- Attend trade shows

- Develop contacts with advertisers, retailers, industry publishers, strategic partners and

competitors
- Monitor the product collaterals, inventory
- Approve final releases (after testing)
- Coordinate with Public Relations

- Plan each product’s forecast sales, budget and estimated human, financial and material

resources
* Appropriate Background
- Prior expertise in software product/project management
- Prior marketing and strategic experience in both CIS and Western country
- Excellent interpersonal and coordination skills
- Excellent educational background in both CIS and abroad
* Reporting

The CEO would directly supervise product marketing, which would consist of 11 product
marketing managers (one for each major product family) and one VP.
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J. New Business Development Strategy

Until recently, ARAGAST B’s products have been aimed at small, specialized markets. At the same

time, the company has created a wide network of contacts around the world.
A successful new business development effort is determined by three factors:

a. Meticulous and thorough identification of market segments and potential clients. Much ‘told-
calling” is wasted on prospect lists that are outdated or inaccurate. The new business
development unit will spend a considerable amount of time preparing sales lists that will yield

more fruitful sales calls.

b. Professional and accurate communication with potential clients. ~All sales calls should be
immediately followed with a personalized written correspondence that includes ARAGAST B’s
company literature. All outgoing correspondence should be logged, and checked by at least one
person other than the originator of the letter.

c. The sales ‘pipeline” should be continually fed with new contacts, and all pending relationships

should be periodically, but systematically, reviewed. Salespersons should use sales meetings to

compare notes and offer suggestions on particular cases and accounts.

1. Technology Presentation Center

The. Komitas Street offices of the company will be devoted to ARAGAST B’s marketing
department. An integrated information management, document generation and presentation system will
allow the salesforce to maximize the company’s success ratio with potential clients. The complex will
include a state-of-the-art technology presentation centre to showcase ARAGAST B’s software products
and hardware offerings. '

2. Distribution Channel Development

As mentioned above, ARAGAST B has chosen to grant distribution rights to strategic marketing
partners in key markets. These marketing partners may be hardware and software retailers, distributors,
hardware manufacturers, software developers, publishing houses or independent organizations The
marketing department will monitor the performance of each of these partners, and will provide
marketing and technical support to ensure the proper representation of the company’s products in these
markets. As the portfolio of products becomes more complex, the company will diversify its network of

distributors in order to more effectively compete in specialized markets.
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3. Board of Advisors

ARAGAST B derives a considerable portion of its in-depth market data, technical insight and
competitve analysis from its board of technical advisors who regularly meet with ARAGAST B senior
management. These advisors hold positions in both academic research institues and private computer

software development firms in the CIS and US.

VII. FINANCIAL INFORMATION

This chapter begins with notes and explanations of the financial tables which are presented at

its end.
A. INCOME STATEMENTS AND PROJECTIONS
1. INCOME STATEMENT FOR YEARS May - December 1992,1993,1994.

This statement presents the official income situation as reported to the fiscal authorities - Rates of
exchange used for conversion®) from roubles and drams to US dollars are as follows:

end of 1992 - 1 USD = 200 roubles

end of 1993 - 1 USD = 65 drams

May of 1994 - 1 USD = 400 drams

%) These are commercial rates of exchange
2. PROJECTION OF INCOME AND EXPENSES

(N.B. Refer also to page 3 of each product work-sheet in Annex 2, which provides additional
detailed explanations of the assumptions and hypotheses used)

SALES
Market growing rapidly, but not for all types of software in all regions at the same time,
for example there is need for business software as tailored to the specific requirements of
the Eastern market as compared to the multimedia software supplied to the Western
markets. For example, the number of banking software to be sold in Russia is based on
the information publioshed in Russian periodicals (there are approximately 2,000 banks
and more than 8,000 branches). Past experience, rapidly changing banking environment
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and growing interest tc the Aragast’s banking program show that Aragast B can rely on
about 10% of market share. See Annex 1.

Expected life cycle of a product is reflected through the annual sales totals;

PERSONNEL COSTS
Includes local staff and consultancy figures (as explained in the work-sheets in Annex 1).
Local staff salaries make provision for an anticipated growth in course of time in order to
attract and retain the best experts. Consultants' salaries are comparable to current rates
in the Western countries

TRAINING
With a high innovation rate there is a permanent need for personnel training to keep pace

with the latest developments in the industry.

SYSTEM DEVELOPMENT
The initial investment 1ate is comparatively high in the first three years, but will steadily
decrease thereafter, hence indicating conversion to a maintenance mode.

- Hardware depreciation is included since figures are based on actual leasing, costs
-

MARKETING STRATEGY
The strategy is to come out with relatively low initial prices to get established on the
market. It is anticipated that the prices may be raised as the products become more
widely known through new versions of the software. Strategically it is important to
foresee that some products can be bundled.

OTHER PRODUCTION COSTS
Sales dependent (see worksheets in Annex 1 for each product).

RESEARCH AND DEVELOPMENT
It is assumed that the sum of system development costs and research and development
equals approximately tie same amount (total) for each year of the business plan, since in
the later period of time the need for research and development becomes greater because
of the ageing of the product. R & D costs are calculated as a percentage of total direct
costs. This percentage varies between 4% and 15% according to the product. (See
Annex 1).
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PREPARATION OF THE BUSINESS PLAN
Preparation of the Business Plan has actually already occurred, and its price is
comparable with the ccst for preparing similar existing business plans.
(¢f. the recent Business Plan preparation budget for the establishment of a Private
Investment Finance Corporation in Armenia - a much simpler plan to prepare - was
estimated by the E.B.R .D. at 180'000 Ecus).

UNPAID RECEIVABLES
Unpaid receivables figures are based upon the common rates used by the Western
companies and are estimated at:
1% - of sales income the first two years;
2% - of sales income other years.

OWNER / MANAGEMENT
Have been fixed at the same level for all seven years because these are the very topmost

managers whose number is not expected to increase over time (see summary table of
personnel in V. MANAGEMENT)

ADMINISTRATIVE PERSONNEL COSTS
These figures are expected to decrease over time because the greatest product
development activity takes place in early years with centralised middle management. In
later years individual product managers are expected to become more autonomous and
to be able to manage their activities with less central management support.

RENTAL COSTS
Rental costs include rent for the premises and for furniture.
Rental costs are going up due to the anticipated expansion of the staff both in Armenia
and in different countries. High figures for the first two years are due to the greater use
of consultants, and marketing/salesmen.

REPAIRS
Initial renovation of office premises is a must in Armenia including some infrastructural
repairs but are somewhat less in other C.1.S. countries. That is the reason why the costs
are high in the first year. Later on, during the period of expansion to other countries the

rental costs will grow and the repair costs will tend to drop.
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TRANSPORTATION
Local transport costs only.

COMMUNICATION
Very low initial costs, but expected to grow over the seven year period.
BUSINESS TRIP
Very low initial costs, but expected to grow over the seven year period.
POWER
Steady growth of power consumption (at estimated rate USD 5'000 a year)
ADMINISTRATION '
Year 1 = 1% of total direct costs for year 1
Year 2 = 2% of total direct costs for year
Year 3 = 3% of total direct costs for year
Year 4 = 4% of total direct costs for year
Year 5 = 5% of total direct costs for year

Year 6 = 4% of total direct costs for year

S @) SV, B S 7 \S ]

Year 7 = 5% of total direct costs for year

ADVERTISING
Global advertising for Company is expected to drop slightly the last two years (the 6th
and the 7th) as it is assumed that both the stable market name and position are achieved
by the end of the fifth year.

INSURANCE / LEGAL
Our legal insurance and legal costs are expected to grow over the period.

TAXES / PERMITS / LICENSES
Allowance has been made for this cost to increase steadily over the seven years.

B. BALANCE SHEETS AND PROJECTIONS

N.B. Value of intellectual property of Aragast B
Although not reflected in the balance sheet for 1992-1994, the intellectual property of Aragast B is

considerable. We conservatively estimate this value as follows:

a) The table below shows the net income over seven years of the eleven products included in the

Business Plan (ranked by size of net income).
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NET INCOME PER PRODUCT OVER 7 YEARS (1995- 2001)

Product Net income Average net income Average net
(in US$ 000) (in US$ 000) income
X 50% (in US$
000)
MAJOR PRODUCTS
Accounting system 8'422
ARBANK 6'742
Med Man 5'611 6'208 $3'104
Dicta 5'512
SYSLAM 4'752
MINOR PRODUCTS
Virtual Museum 3'193
Educational 3'185
products
Hyperguide 2'951 2'533 $1°276
SWICS 2'671
ARB Assistant 2'296
Service Dept 1'023
TOTAL 46'356

b) These eleven products have been labeled as either major (revenue producing) or minor

(revenue producing), and their average net revenue over seven years has been calculated as

USS 6'208°000 for major products, and USS 2'553'000 for minor products.

¢) However it should be noted that the

Sfigures in columns 2 and 3 exclude indirect costs which

are 50% of total net income (USS 23 m. as compared US$46 n.). Accordingly, the average for
each category of product has been reduced by half to compensate for the indirect costs

d) If we assume that the intellectual property value of our existing products is only 10% of the
total average adjusted net revenue for each class of products, we arrive at figures of

US$310'000 for major products and USS 128'000 for the minor ones.
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¢) Using the intellectual property values explained above in paragraph (d) and excluding those

of very low profitability in the table above, we arrive at the following estimates of the value of
Aragast B's intellectual property in 1992, 1993 and 1994:

Number of products Estimated value (USS$ 000)
1992 1993 1994 1992 1993 1994
Major 930 930 2170
Minor 9 384 1'152 1*152
Total 12 16 1'314 2'082 3!322

1. BALANCE SHEET FOR YEARS MAY-DECEMBER 1992, 1993, 1994.

This statement presents the official income situation as reported to the fiscal authorities

2. BALANCE SHEET PROJECTIONS

Because of unstable political and economical situation it is very difficult and even not necessary

to make balance sheet projections. It is just estimated that bills will be paid by clients 2 months
after they are sent, and that bills will be paid by ARAGAST B one month later after they have
been received.

The figure of US$ 2°500°000 shown for intellectual property for all years, is slightly more than
the average of the three years of 1992-1994 ( as explained in the italisized note above).

The assumption for the downside projections is that sales will be only 75% of the baseline estimate of

sales. The baseline estimates are already conservative, since it is anticipated that at least two of the

C. CASHFLOW STATEMENTS

(Self explanatory)

D. DOWNSIDE PROJECTIONS

products (without knowing which ones) may well prove to be so popular that their actual sales may be

up to four times the baseline estimates. The downside percentage (less 25%) may be compared to the

composite risk estimate of only 3.5% (see III, Section G).
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ANNEX 1

DETAILED WORKSHEETS FOR TWO SAMPLE PRODUCTS
(INCLUDING ASSUMPTIONS AND HYPOTHESES)



0

BUSINESS PLAN FORECAST ESTIMATE WORKSHEET:

|

Product Family No.

ARAGAST B Corporation

Product Name

[

Star date
] Find dae

1. PRINCIPAL STEPS

pagel/3

Currency- USS$
(constant 1994)

1.1 Credit Cards X
1.2 Business Checking X
13 Consumer Checking X
1.4 Travelers Checks X
15 ic Funds Ti (EFT) X X
1.6 Automatic Teller Machines (ATM) 2
1.7 Accounting/Finance Interface to World Banking R
18 Migs to Windows, (/S/2 and UNIX x
2. PRODUCT DEVELOPMENT AND MARKETING VARIABLE COSTS OVER SEVEN YEARS
2.1 Personnel Costs (Direct)
Type Number Man - Personnel Total year | year 2 year 3 year 4 year S year 6 year 7
of persons
M 1
Analysts 2
STAFF Progr 6
Mark N 10
Techni 10
Clerks/Secretaries 1
Consul 3
'NON-STAFF

2.2 Training Requirements
for Staff

2.3 System Development Costs
EDP hardwzre purchases
EDP softwars purchascs
Package design
Other costs for development
...subtotal

2.4 Marketing Strategy and Costs

(Description of strategy).............
Advertising costs
Communications

Documentation preparation and reproduction

Exhibitions
Translation costs
Travel

2.5 Subtotal (2.1 +2.2+2.3 +2.4)

Confidential

traning
man-months

cost US$
($400/m-m)

Exhibitions, personal contacts, fax, use of existing sales network in client countries

12,000
4,500
15,000
5,250
18,750

subtotal

11/6/94



1 ARBANK

3. PRODUCTION AND DISTRIBUTION VARIABLE COSTS AND RESEARCH PROVISIONS

3.1 Estimated Product Sales p. a.

year 1 year2 year 3 year 4 year 5 year 6 year 7
In Armenia 1 1 0 0 0
Other CIS 0
Middle East 0
0

Other countres

Av. annual sales (units) per salesperson:

Three principal client countries: 1. Russia 2. Ukraine 3 Tran

3.2 Production (non-development) Costs /package Total
Reproduction of software and packaging
Shipping and distribution
Client hotline service
... subtotals

3.3 Research & Development (% pa) = Us

4. SUMMARY STATISTICS

4.1 Total Variable Costs less R. & D. 2.5 +3.2)

4.2 Total Variable Costs incl. R. & D. (4.1 +3.3)

4.3 Unit Cost = USS Unit price(for the first and second years) =  USS
(excluding fixed costs) for the third year
for the fourth and fifth years

for the sixth and seventh years

100,000

Competitors' market unit price §

Sales costs : total-costs ratio:

Sales salaries- : total-sales costs ratio

4.4 Total Variable Costs and Percentage Distribution by Year

year 1 year 2 year 3 year 4 year 5 year 6 year 7 Total

Percentage
Costs

yeard years

4.5 Revenue

4.6 Net Income
(excluding fixed costs)

Confidential

page2/3 2

11/6/94
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1 ARBANK

5. ASSUMPTIONS AND COMMENTS ON ESTIMATES

2.1 Number of persons column = No. of distinct persons required (who may
be replaced during the period covered)
Man-months column = total No. of months each person would work
between the start-date and the end-date of the project
Personnel costs/mo, = monthly costs of salaries plus all allowances, taxes and pensions for staff,
= $20,000 per month (major product fee rate) plus $5,000 (travel and per diem) for consultants
Total costs column = (No. of persons) x (Man-months) x (Personnel costs/mo.)

MAN-MONTHS year 1 year 2 year 3 year 4 year 5 year 6 ear 7
Managers 24 12 6 6 4 4 4
Analysts 18 12 6 6 6 6 6
Programmers 72 72 54 18 18 18 18
Clerks/Secretaries 12 12 12 6 6 6 6
| Consultants 9 9 9 6 4 4 4]

Marketing/Salesmen = total salaries for seve Marketing/Salesmen = total salaries for five years pro-rated the following way: the first year - 30%,
the second year - 18%, the third year - 16%, the fourth year - 14%, the fifth year- 12%, the sixth year- | 1%,and the seventh year- 9%.
No. of ths per Techni = (esti d no. of sales / No. of technicians)
(i.e. a man-month per system sale)

2.2 Staff-months = Sum (staff members x correspondi ths)

Training ths = Staff-months/12 (i.e. | th per staff-year)
Cost per man-month truined = $400 per staff-year

2.3 EDP purchases = $2,800 per stafl-year (tect and clerks-secretaries count as half)
Hardware cost per staff-year = computer ($1,500) + modem & printer ($300) + network (S1 ,000)
EDP software purchases = 15% of |

Package design = $10000 (Higher rate for complex system)
Other development costs = $800 in each of years 1-4.

2.4 Advertising costs = Total expected sales (baseline estimate)”3800
Communications = Total expected sales (baseline estimate)*$300
Documentation = $3000 per annum
Exhibitions =Total expected sales (baseline esfimate)*$350
Translation costs = 500(number of pages)*$7.5(the average translation cost per page)” S(number of languages)
Travel =(number of salesman-months/1 2)*$1800(budget for one year)

3.1 The main market foreseen is Russia (where we already have extensive experience)
and other CIS republics where we have excellent commercial contacts in the field
of banking and finance.

3.2 Total production costs = (Total expected sales x cost per package)
Cost per package is based on standard (actual) 1994 costs
Shipping and distribution is lower rate (because of proximity of main market)

3.3 R. & D. expenditures of competitors are expected to be of the order of
5 - 15% of turnover. The 10% provision is in the middle
of this range.
This R. & D. provision is justified by the prospect of extending the scope
of the system to cover new aspects of banking activities as and when they become important

4.3 Competitors' market unit price is the minimum current price in Europe for comparable
software.

4.4 The distribution by yeor of the cost estimates is based on the assumptions
listed above for Sections 2.1 to 3.3

MAN-MONTHS year 1 year 2 ear 3 year 4 year 5 ear 6 ear 7| Total
Managers 20 1.0 05 0.5 03 03 03 2.0
Analysts 15 1.0 0.5 0.5 0.5 0.5 0.5 5.0
Programmers 6.0 6.0 45 1.5 ] 1.5 ) 22.5
Clerks/Secretaries 10 ¢ 1.0 10 05 05 05 0.5 5.0
Marketing 73 66 5.9 51 4.4 4.0 33 36.7
Technicians 03 03 0.3 03 01 01 0.1 1.3
Consultants 0.8 0.8 0.8 0.5 0.3 0.3 03 3.8

Confidential 11/6/94
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BUSINESS PLAN FORECAST ESTIMATE WORKSHEET: ARAGAST B Corporation

Product Family No. 2 Start date: 1-Jan-95
Product Name SWICS || End date 31-Dec-01 Currency:- USS

(constant 1994)

1. PRINCIPAL STEPS

year | year 2 year 3 year 4 year 5 year 6 year 7
2.1 Module to control Work-in-Progress (WIP) X
2.2 Module to control & Distribute raw materials/sub-assemblies X
23 Conform product to MRP II X X

2.4 Migration to Windows, OS/2 and UNIX

2. PRODUCT DEVELOPMENT AND MARKETING VARIABLE COSTS OVER SEVEN YEARS

2.1 Personnel Costs (Direct)
Type Number Man - Personnel Total year | year 2 year 3 year 4 year 5 year 6 year 7
of persons months costs/mo. costs

Managers
Analysts

STAFF Pr mers
Marketing/Sal
Technici
Clerks/Secretaries

Consultants

NON-STAFF

staff- training cost US§
2.2 Training Requirements
for Staff

2.3 System Development Costs

EDP hardware purchases 88,667
EDP software purchases 13,300
Package design 10,000
Other costs for development
...subtotal
2.4 Marketing Strategy and Costs Exhibitions, personal contacts, fax, use of existing sales network in client countries
(Description of strategy).............
Advertising cos 4,500
Communications 1,500
D ion pr ion and reprod 21,000
Exhibitions 1,800
Translation costs 18,750
Travel 21,600
subtotal

80

2.5 Subtota} (2.1 +2.2 + 2.3 +2.4) 86,683
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3. PRODUCTION AND DISTRIBUTION VARIABLE COSTS AND RESEARCH PROVISIONS
3.1 Estimated Product Sales p. a.
year 1 year2 year 3 year 4 year 5 year 6 year 7 Total
In Armenia 3 10 0 .0 0 0 0
Other CIS 45 150 0 0 0 0 0
Middle East 10 50 0 0 0 0 0
Other countries 25 0 0 0 0 0

Av. annual sales (units) per salesperson:

Three principal client countries: 1. Russia 2. UAE. 3. Ukraine

3.2 Production (non-development) Costs /package

Reproduction of software and packaging S
Shipping and distribution 2
Client hotline service 2

.. subtotals

3.3 Research & Development (% p.a.) = US$:

4. SUMMARY STATISTICS

4.1 Total Variable Costs less R. & D. (2.5 +3.2)

4.2 Total Variable Costs incl. R. & D. (4.1 +3.3)

4.3 Unit Cost = US$
(excluding fixed costs) for the third year
for the fourth and fifth years

Unit price(for the first and second years) = US$

for the sixth and seventh years

Competitors' market unit price US$

Sales costs- : total-costs ratio:
Sales salaries- : total-sales costs ratio

4.4 Total Variable Costs and Percentage Distribution by Year

year 1 year 2 year 3 year 4 year $ year 6 year 7
Percentage
Costs

4.5 Revenue

4.6 Net Income
(excluding fixed costs)

CONFIDENTIAL
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5. ASSUMPTIONS AND COMMENTS ON ESTIMATES
2.1 Number of persons column = No. of distinct persons required (who may
' be replaced during the period covered)
Man-months column = total No. of months each person would work
between the start-date and the end-date of the project
Personnel costs/mo. = monthly costs of salaries plus all allowances, taxes and pensions for staff;
= $20,000 per month (major product fec rate) plus $5,000 (travel and per diem) for consultants.
Total costs column = (No. of persons) x (Man-months) x (Personnel costs/mo.)
MAN-MONTHS year 1 year 2 year 3 year 4 year § year 6 year 7
Managers 12 12 9 6 6 6 6
Analysts 12 3 5 1 1 1 1
Programiners 60 48 6 4 2 4 2|
Clerks/Secretaries 12 12 4 4 4 4 4
C ) 2 2 3 0 0 0 0
Marketing/Salesmen = total salaries for seven years pro-rated the following way: the first year - 20%,
the second year - 18%, the third year - 16%, the fourth year -14%,the fifth year- 12, the sixth year-11%,and the seventh year-9%.
No. of ths per Technician = (estimated no. of sales / No. of technicians /30)
(i.¢. half a man-month per system sale)
taff- ths = Sum (staff bers X pondi ths)
Training ths = Staff- ths/12 (i.e. 1 ks per staff-year)
2.2 Cost per man-month trained = $400 per staff-year
2.3 EDP hard purch = $2,800 per staff-year (clerk taries count as half)(based on actual leasing costs).
Hardware cost per staff-year = computer (§1,500) + modem & printer ($300) + network (81,000)
EDP software purct =15% of purch
Package design = $10000 (Higher rate for complex system)
Other development costs = $933 in each of years 1-3.
2.4 Advertising costs = Total expected sales (baseline estimate)*$15
Communications = Total expected sales (baseline estimate)*$5
Documentation = $3000 per annum
Exhibitions =Total expected sales (baseline estimate)*$6
Translation costs = 500(number of pages)*$7.5(the average translation cost per page)*S(number of languages)
Travel =(number of salesman-months/12)*$1800(budget for one year)
3.1 The main market foreseen is the CIS where we already have sold more rudimentary
versions of SWICS. We will be targetting medium- and large-sized private companies
(of which, in Russia alone, by 1 July 1994 more than 14,000 had been created).
3.2 Total production costs = (Total expected sales x cost per package)
Cost per package is based on standard (actual) 1994 costs
Shipping and distribution is lower rate (because of prximity of main market)
3.3 R. &D. expenditures of competitors are expected to be of the order of
5 - 15% of tumover. The 10% provision is in the middle
of this range.
This R. & D. provision is justified by the prospect of extending the scope
of the system to keep it abreast of market developments in coming years.
4.4 The distribution by year of the cost estimates is based on the assumptions
listed above for Sections 2.1 t0 3.3.
MAN-MONTHS year 1 year 2 year 3 year 4 year § ear 6 year 7 Total
Managers 1.0 10 08 0.5 0.5 0.5 0.5 48
Analysts 1.0 0.7 0.2 0.1 01 0.1 0.1 22
Programmers 50 4.0 0.5 03 02 03 0.2 10.5
Clerks/Secretanes 1.0 1.0 0.3 03 03 03 03 3
Marketing 2.4 2.2 19 1.7 1.4 13 1 12.0
Technicians 0.2 0.7 0.0 0.0 00 0.0 0.0 0.8
C ] 0.2 0.2 0.1 0.0 0.0 0.0 0.0 0.4
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ANNEX 2

GRAPHICAL REPRESENTATION OF WORKSHEETS
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