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Background History

The origins of Open Communications Inc lie with its Australian parent, Open Media Pty Limited. That company was formed in March 1984 to exploit the newly-arrived personal computer in the context of film production. To that point, all movie production accounting was a hopelessly historic affair. Films costing multi-millions would be all but finished before accurate cost analyses were available. Open Media used portable PC’s to provide up-to-the-minute financial information during the course of film production. Simon Verdon, one of the directors, became a self-taught computer programmer, using a variety of programs to meet the needs of production companies in controlling and monitoring finances.

We leveraged our knowledge of the film-making process and the involvement of Verdon in training film distribution, to produce a series of Australian training videos using well-known local actors. Open Media licensed the videos for distribution, principally in Australia but also worldwide.

In 1985, Verdon and a partner founded their own training video distribution company in Australia with an external investment of just US$200,000. This company was later to become First Training, the largest distributor of training videos in the Southern Hemisphere. By 1993, when Verdon sold his stockholding, First Training had grown to a business with US$7 million in sales from 9 offices in 4 countries, employing 50 staff.

In 1988 we partnered with The Dartnell Corporation of Chicago to produce a training video for the US market and to distribute their printed business newsletters in Australia. The success of the video in the USA (over $500,000 gross revenues to date from an investment of $30,000), encouraged Verdon to produce two further motivational videos in 1993.

After disposing of his interest in First Training, Verdon formed Open Communications Inc, an Arizona corporation, on 2/22/94 as a subsidiary of Open Media Pty Limited to exploit the 6 training videos owned by the Australian company.

The experience of Open Media and Verdon extends to video production and international distribution, licensing, marketing and sales. There is also considerable expertise in the use of computers in these process functions.

Development of the US Business

During 1994 and much of 1995, Open Communications concentrated on the marketing of training videos (and a set of accompanying motivational posters) in the USA. Verdon and Smyth (the second Australian director) exhibited at conventions and undertook an extensive direct marketing campaign to increase awareness of the videos.

Financially the corporation was assisted by Export Market Development Grants from the Australian government. The work was undertaken principally by Verdon on periodic business visits to the USA. An office was established in Phoenix with a “serviced office” receptionist and the normal 800 numbers and services.

The videos were licensed by the US corporation to distributors in Canada, Mexico, Brazil, and Argentina. In addition three sub-distributors were appointed in the USA. Under an agreement with the Australian company, Open Communications retained 50% of all such earnings but the Australian company paid for Verdon’s activities.

At the same time, the Australian company was licensing distributors for the videos in England, Spain, Hong Kong, New Zealand, and South Africa. It was also commencing in the business of selling computer books to Australians by direct mail.

In the period to April 1995 (the fiscal year end of Open Communications) the US corporation had net losses of just $3,000 but it was clear that the absence of a wide range of video titles would make direct sales by Open Communications a very costly exercise. Licensing and the activities of US distributors became the prime means to generate revenue.

However, the prospects for book sales in the international market had become clear from the activities of Open Media in Australia. In addition, the arrival of the Internet as a selling medium had just begun to be recognized.

Open Communications therefore registered the domain name www.opengroup.com in September 1995 and commenced advertising computer books for sale in the US and internationally shortly thereafter. We also added the videos and posters to the site to create maximum exposure.

Pages from that site are attached.

Since September 1995, the web site has been developed to become the principal selling tool with over 560,000 automatically and manually generated pages. It offers secure order processing and a “shopping cart” system. Approximately 407,000 books are now listed. All the books are US publications and some 25% of sales are exports. Approximately 12% of all sales are to Australia.

One of the most critical marketing elements is the delivery-inclusive pricing offered to minimize consumer doubt, and Australian dollar as well as US dollar pricing. This alone accounts for the abnormally high sales to Australia.

The database development, marketing strategies, site design, programming, and maintenance are all managed and overseen by Verdon alone.

Probably the best-known Internet bookseller is Amazon.com. We are minute by comparison with about 1/1000th their sales, but we have not sought external finance nor bought sales with marketing dollars in the same way. However an extract from Amazon’s IPO document serves to explain the fundamentals of this business:

Customers enter the Amazon.com bookstore through the Company’s Web site and, in addition to ordering books, can conduct targeted searches, browse from among highlighted selections, bestsellers and other features, read and post reviews, register for personalized services, participate in promotions and check order status. Customers simply click on a button to add books to their virtual shopping baskets. Customers can add and subtract books from their shopping baskets as they browse, prior to making a final purchase decision, just as in a physical store. To execute orders, customers click on the buy button and are prompted to supply shipping and credit card details. Customers are offered a variety of delivery services, including overnight and various international shipping options.

The worldwide book industry is large, growing and relatively fragmented.  According to Euromonitor, U.S. book sales were estimated to be approximately $26 billion in 1996 and are expected to grow to approximately $30 billion in 2000, while worldwide book sales were estimated at approximately $82 billion in 1996 and are expected to grow to approximately $90 billion in 2000.

Amazon.com was founded to capitalize on the opportunity for online book retailing. The Company believes that the retail book industry is particularly suited to online retailing for many compelling reasons. An online bookseller has virtually unlimited online shelf space and can offer customers a vast selection through an efficient search and retrieval interface. This is particularly valuable in the book market because the extraordinary number of different items precludes even the largest physical bookstore from economically stocking more than a small minority of available titles. In addition, by serving a large and global market through centralized distribution and operations, online booksellers can realize significant structural cost advantages relative to traditional booksellers. Furthermore, unlike with clothing or other personal products, consumers can make educated book purchase decisions using online information. Books can be selected and sampled effectively through online synopses, excerpts and reviews and have consistent quality across different retailers. In addition, the demographic overlap between frequent book buyers and Internet users is high. Further, online bookselling has the potential to eliminate or mitigate critical inefficiencies and problems faced by book publishers.

In the year to April 1997, $65,000 in revenue was generated from book sales. In the following year, $190,000 was generated, representing a 200% increase in the level of sales. Of this amount 33% was exported (it is worth noting that nearly 100% of these books were written, published, and printed in the USA).

Although Open Communications has yet to hire any “employees”, it has contributed to the employment of a receptionist in serviced offices and since January 1997, has been invoiced for part-time despatch assistance of approximately 5-10 hours per week. In addition, 40% of US sales are despatched direct by a wholesaler who provides staff for this “drop-ship” service. During the same period, Verdon has been paid for his full-time involvement by Open Media in Australia. Open Communications has now reached a stage where it requires a full-time manager in the United States.

The Future – Short Term

Our future plans are predicated on the availability of internal finance only. There is no doubt that sales, profit and employment levels could all be considerably accelerated with significant financing (note that Amazon.com started at the same time we did, obtained financing of about $9 million and is now running at sales of $320 million annually with a market capitalization of $5.8 billion, albeit also at a significant loss). Unless Verdon obtains a visa permitting longer-term concentration on the US business, it is unlikely that any US financiers would want to invest in Open Communications.

Here, therefore, is a conservative assessment of the future financial prospects for Open Communications, Inc. It is supported in greater detail by spreadsheet workings.

Accounts detail (US$’000)
Y/e 4/1997
(Actual)
Y/e 4/1998
Y/e 4/1999
Y/e 4/2000
Y/e 4/2001

Book sales
68
183
286
325
390

Video/poster sales
13
6
22
22
22

Other sales
2
1
30
100
200

Total sales
83
190
338
447
612

Exports
22
68
155
217
299

Net Profit (loss)
(20)
(1)
9
35
80

Staff* excl Verdon
10hrs pw
20hrs pw
40hrs pw
1.5 full-time
2 full-time

*Staff numbers do not include extra staff employed by wholesalers to fulfill drop-ship orders..

The steps for future expansion are set out below. The timing of these is somewhat flexible, depending both on opportunities arising and on the uncertain complexities involved:

Expand promotion of range of books offered
At present approximately 407,000 books are represented in detail.
We do not spend any direct dollars in  marketing. To date we have relide solely on automated methods to have the separate listings catalogued by the various Internet search engines (we can automatically submit our listings to more than 400 such search and directory services). All our book pages are “static” and do not rely on any form of query to generate them. /they are therefore much more susceptible to detailed listing by many seaqrch engines. However, Amazon is living proof of what is possible with significant marketing and PR expenditure.

Expand range of books
We have recently contracted to draw titles from one of the largest UK book wholesalers. We expect this to add up to 30,000 more titles which are unobtainable from US wholesalers. In addition we are considering how to include Australian-published books but the task here is complicated by the absence of any Australian wholesalers who carry the entire range of Australian material.

Add related materials
With 5,000-10,000 visitors a day to our site, we are eager to add other product with the same features as books in terms of appeal to this audience. We are in the process of contracting to source some 200,000 different maps from publishers across the world, approximately 250,000 music CD’s, and videos in both NTSC and PAL formats. We have already added book “sidelines” such as booklights. In all these cases, we have sought to source material from one or two suppliers who provide comprehensive listing information.

Expand foreign representation
The only tenable reason for the above-average sales to Australia (about 45% of all exports) is that we quote and charge in Australian dollars, and have a presence in Australia, affording much-increased comfort to nervous direct-mail customers. We want to appoint similar agents in other English-speaking countries so that we may bill in local currency. Although the commission percentage cost to us would be about 5-10%, we would expect this to be more than compensated for by increased sales. This is a development area not well understood by US corporations and not currently exploited by them. It should be noted however that giants such as Bertelsmann are opening their own sites.
The Future – Medium Term

Self-published material
We currently have a developer working on creating an area at our site where self-publishers and small publishers can list their own material for sale by us. We foresee a small degree of intervention to ensure the legitimacy of such listings, but thereafter the material would be publicised to search engines and appear on our site as mainstream published books currently do. The advantage in this area is significantly increased margins. In addition, author contact may lead us to offer electronic publishing services where we would seak some form of exclusivity over the resulting material. We already have expressions of  interest from about 40 publishers who contact us periodically to ask us to carry their material.

Seek out of print books/material to republish
Over 60% of all book costs simply disappear if those books are made available electronically via the Internet. In addition, the hugely wasteful costs of transport, pulping of unsold stocks, and use of paper are avoided. Technology is nearing a point where electronic books are practical. We wish to “reprint” older titles for software still in use but where most useful texts have been allowed to go out of print. Our margins on such sales should be significantly increased and we ill own copyright rather than being sellers of commodity products. We are speaking to publishers, authors, and literary agents on this topic.

Reprint “bits of books”
As an extension to the above, it should be possible to sell individual chapters of reference works such that purchasers may download multiple chapters on one topic instead of buying one book where only a part covers their current area of interest.

Electronic books
New palm readers will be available in late 1998 with book content downloadable from the internet. We must ensure we are able to offer this product on our site.

Equipment and consumer hardware manuals
We want to extend the provision of electronic print material to manuals for consumer products such as VCRs, Televisions, Microwaves, etc. At present lost manuals are very difficult and quite costly to replace. We think that we can license this material or have it re-authored and make it available on the Internet for immediate download. We also believe that this could be extended to business equipment such as copiers, faxes, switchboard equipment, and, of course, computer hardware.
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