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New Findings

Zhang had planned to spend two weeks making the demonstration to Kaye. However,
the work had only lasted for two days before he found out that it was impossible to
proceed. Initially, Zhang intended to direct the client’s atention to the way in which
AHZ was operating. He attempted to tell Kaye that AHZ system could “indirectly’
realize their business functions. However, the more he communicated with them, the
more he found that essentially, the divergence was not about whether a specific
function could be realized or not, but rather it was all about whether or not the way to
realize the functions could follow Kaye’s business operation habit. Kaye demanded
that their workflow should be accomplished in a single interface; however, in AHZ
system, the user would be required to switch between several interfaces and modules,
which was not the way Kaye was comfortable with.

In addition, the two sides also differed in their opinions about the core functions of
AHZ system. For AHZ was initially developed as a fee-calculation system, Zhang
insisted that its core capacity was the accuracy and flexibility in calculating fees. The
function to coordinate different business departments and manage their workflow
should not be the key role of AHZ system. However, Sun regarded this function as
highly essential and relevant, and insisted on the revision of the system according to
Kaye’s workflow.

Zhang and his companions gave up the demonstration work in the remaining time,
and began to listen carefully to Kaye to learn about their workflow. This time, Zhang
had collected a lot of information which was not specified in SOW. It was also the
first time that Yida seriously tried to understand Kaye’s business model and workflow,
Zhang kept thinking of Yao’s advice when the latter was transferring the SOW to him
in the last November. “If we had defined the SOW more specifically, we would not
have had so much argument now.” Zhang was now convinced that “We should have
come here earlier to listen to Kaye and leam about their business.”

To Zhang’s curiosity, Zhou did not show up in those two weeks. After all, he was the
person responsible for the IT support in Kaye! Zhang asked Sun for the whereabouts
of Zhou and was told that he was on the vacation. “What a man he is! What on carth
does he want?” Zhang said to himself frustratedly.

‘The Second Attempt

Zhang left Hong Kong and retumed to Beijing. He made a 2-month plan to revise




image8.jpg
understand where the problems were and how to revise the system. But Zhang was
sure of one thing: a large part of the questions raised by Kaye were due to their lack of
deep understanding of AHZ system.

Zhang sent a few emails to Zhou, expecting him to encourage other Kaye people to
spend more time exploring the system, but did not receive any replies. Zhang made
the phone call to Zhou, but only received illusive response over the phone. Zhang
started to realize that Zhou was not enthusiastic towards the new system at all. Zhang
decided to go to Hong Kong with Yao and give an on-the-spot demonstration to Kaye,
helping them to better understand AHZ system.
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AHZ system according to the new findings, hoping that the work could be done by the
end of May and that AHZ could go online in Kaye at the end of June. In this stage, the
software engineers would completely change the way in realizing Kaye’s main
business functions so as to follow their operation habit and workflow.

Zhang received several emails from Masaku and began to understand why Zhou was
not cooperative in AHZ project: Zhou knew it well that the day when AHZ system
went online was also the day he would have to leave Kaye. Even though Zhou was
quite passive in the project, there was nothing Masaku could do. Masaku dared not to
offend Zhou, because if AHZ system did not work for Kaye, the company would still
have to use the existing AS400 system and rely on Zhou to manage the system

The second attempt to revise AHZ system was accomplished on time. Every project
member in Yida was confident about the updated AHZ system. The team had obtained
a good understanding of Kaye’s business model and workflow after the two-week
investigation in March. After intensive development work for two months, Zhang
believed that the new AHZ system would be able to meet Kaye's demand
comprehensively.

In June 2004, all project members including the software engineers for each module
came to Hong Kong and would give the second on-the-spot demonstration to Kaye. If
any problems were found out, the team would solve it immediately. Zhang hoped the
project could be finished this time. In fact, Yida could not afford to delay the project
any longer. According to the contract, AHZ system was supposed to be installed by
the end of June 2004; otherwise Yida would be subject to the fine for breaching the

agreement.
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Endless Revision

Once again, Zhang was proved to be too optimistic. Yida's project team stayed in
Hong Kong for more than a month, and the timetable of AHZ system going online
was revised time and time again. What annoyed Zhang most was the passive attitude
of Kaye’s people. All kinds of problems kept emerging. Last time it was about the
usage habit and workflow, and this time it was about business interface between
different departments. “Why didn’t they raise the point earlier?” Zhang became very

angry.

It was not all Yidas fault. This was largely because of Kayes internal conflicts
between different departments regarding the business interface definition and
responsibility division. There had not been clear rules in Kaye before to define the
specific responsibility of cach department. The installation of AHZ system demanded
that the responsibility of each department should be well defined. This provided an
opportunity for each department to claim rights and expand teritories. Zhang had
reported this situation to Masaku before, but he never came up with an effective
solution. Zhang realized that Masaku was a powerless leader incapable of organizing
and controlling his people. Even his authority was constantly challenged by his
subordinates and his leadership was not duly respected by department managers in
Kaye. The project team in Kaye had shown passive attitude towards AHZ system
from the very beginning, largely because Masaku had not put the pressure and
responsibility on the managers and staff in relevant departments.
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Zhang made a report to the company headquarters in Beijing about the new situation.
Qi instructed him to bring back the team and give another round of revision to the
system, since Kaye was not willing to compromise.
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A Deadly Blow

Two weeks later, Zhang came to Hong Kong to give the third on-the-spot
demonstration to Kaye. It was relatively more successful than the last time at the
beginning; at least some of the questions raised by Kaye about the system were solved.
However, Kaye soon developed some new requests about the details of the system.
For example, they asked AHZ system to provide more powerful supportive function to
the marketing department.

Zhou, who missed the first two demonstrations, tuned up this time. He pointed out to
Zhang that there was a critical flaw in AHZ system. Yida had to take main
responsibility for it. However, this crucial problem could have been identified much
carlier if Zhou had been more cooperative. All of sudden, Zhang felt himself stuck
deeper.
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The Ultimatum

In October 2004, Yida received an urgent fax from the CEO of Kaye, Mr. Chen
Weixian. Chen expressed his disappointment about the project and put forward three
questions: First, “the contract fails to be fulfilled even till today; in what way could
Kaye's loss due to the delay be compensated?” Second, “who should be responsible
for the project expenditure to oceur in the future?” Last, what would be the timetable
if the contract were to continue? Chen suggested that Yida should give up the project
if they could not come up with a definite timetable. If terminating the project now,
Yida would be only subject to a small penalty; otherwise Kaye would urge Yida to
comply strictly with the compensation clause specified in the contract. The project
termination proposal was hardly acceptable to Zhang, but it did remind him of the
reality. Whether to proceed with or withdraw from the project was an urgent problem
that had to be addressed by Yida.

Yida had spent 85% of the contract money in this project. Even if the project was
completed successfully, it would not generate any profit for the company. Yida had
received many new projects recently, but could not assign adequate resources to them
because of the burden of this project. More importantly, no one was able to predict
when this project could end. Some software engineers were losing confidence on this
project. Even Qi regarded the project as a mire and expected to get out of it

However, if Yida terminated the project right now, all the resources invested in the
project would become the sunk cost. It was a large sum of money. The revised AHZ
system was customized for Kaye and would be of no value for other companies. In
addition, Yida would have to compensate Kaye’s loss.

It was a raining day. Standing on the 22* floor and looking outside of the window,
Zhang was overwhelmed by cold.
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The Dilemma of a Project Manager

When Mr. Zhang Yan was making a phone call, his secretary came in with a letter
from Deloitte & Touche forwarded by the headquarters of the company. Zhang was a
project manager of Yida Co. Ltd., and was responsible for the company’s overseas
project development, This letter was inquiring about a company project in Hong Kong,
which Zhang had been working on in the last two years.

For Yida was a NASDAQ listed company, its financial reports were subject to strict
audit by Deloitte & Touche. The way in which Yida calculated its income was based
on the percentage of the project completed: as the project was proceeding, certain
proportion of the contract money would be counted as the company’s income
accordingly. Until November 2004, the project in Hong Kong had lasted more than
one year since September 2003, when the contract was signed. More than 80% of the
contract money was counted as the company’s income; however, the actual cash
payment from the client was only about 30% of the contract money. Deloitte &
Touche found the problem in December 2004 in its quarterly audit of Yida, and
therefore sent this letter, requesting the company to give an explanation. The advice
from the financial department of Yida was to let Deloitte & Touche send an arrear
affirmation letter to the client company to prove that Yida did not falsity the income.
But would the client company sign this affirmation letter? Zhang was not sure at al.

Yida Co. Ltd. and AHZ Software

Yida was established in 1992, and expanded quickly with the fast development of
China’s telecommunication and Internet business. AHZ was Yida’s core product and
was used by many large Internet service providers (ISP) like China Telecom and
China Mobile to calculate fees and manage accounts.

In 2003, Kaye Hong Kong approached Yida, and expressed great interest in AHZ
software. The board of Yida regarded this possible cooperation as a great opportunity
to enter the overscas market. Kaye was founded in 1994, and was among the first
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batch of ISP approved by Hong Kong government to provide Internet access service
0 the public. The main investment of Kaye came from Japan.

Yida and Kaye signed the contract in September 2003 to develop a fee-calculation and
account-management software system. The contract money was 695,000 US dollars,
In this project, Yida would customize a software system based on Kaye's business
need, using AHZ as the platform. It would be the first overseas project for Yida,
signifying its first step of intemationalization. The news also drove up its NASDAQ
stock price. For Kaye, AHZ system would help them expand their business by
realizing those fee-calculation functions, which were not supported by the original
system AS400 and had to be done manually.
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The Establishment of the Project Teams

In order to facilitate the work, Kaye and Yida all designated relevant managerial and
technical staff for this project. The team from Kaye included Mr. Masaku Naito
appointed by the Japanese investor, the project coordinator Mr. Sun Wenyuan, IT
manager Mr. Zhou Yuan, and the managers of three business departments involved in
this project. Yida also established a project team consisting of people from three
departments: Mr. Yao Chen was the manager of Product Market Department; Mr. Lan
Hui was the manager of the After-sales Service Department; Mr. Zhang Yan was
appointed to be responsible for the entire project, and meanwhile he was directly in
charge of the Product Development Department.
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The Emerging Divergence

According to the working procedure in Yida, the Product Market Department should
first accomplish the investigation of user need and define the Scope of Work (SOW).
The work should then be transferred to the Product Development Department where
the software would be developed. The project would end afier the Afier-sales Service
Department installed and tested the software for the client.

On October 8, 2003, Yao brought two senior software engineers to Hong Kong, and
discussed the SOW with Kaye. The mission of this visit was to explain to Kaye about
the existing functions of AHZ and determine what new functions should be added into
AHZ by considering Kaye’s business needs. Zhang had expected it to be an easy job
for Yao. However, it turned out that he was too optimistic.

After coming back from Hong Kong, Yao reported to Zhang an unexpected problem.
During the discussion of SOW with Kaye, Yao found that Kaye’s expectation was far
beyond the existing functions of AHZ system. AHZ was a software specially designed
for ISP to manage fee-calculation: it mainly served to process and maintain company
and individual account information, to calculate the fees for users, and to generate
bills. However, Kaye required that AHZ should add functions of tracking the internal
workflow, generating feedback, and providing support to relevant functional
department such as marketing and financial departments. It meant that substantial
changes would have to be made in AHZ instead of minor modifications as Zhang had
anticipated. Yao also said, “If we do not agree to do what they demand, they will
terminate the contract.” This situation was indeed unexpected. What Kaye had asked
for was actually an office management system rather than a fee-calculation system.
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The First Vietory

Zhang raised this issue in the project meeting presided by the R&D GM Mr. Qi Dong.
He especially pointed out that there was a huge gap between Kaye’s expectation of the
new system and the existing functions of AHZ. Considering the significance of the
project from all perspectives, Qi decided that for the sake of keeping the contract
implemented, Yida would develop the office management system for Kaye if that was
what they needed.

Early in November 2003, with joint efforts by Yao and several other software
engineers in the Product Market Department, a 174-page-long SOW was eventually
completed and faxed to Kaye. It was the first time for Yida to produce such a detailed
SOW. Yao reminded Zhang that several points in SOW were still not specifically
defined. Yet, Zhang had a different view: the SOW was just a piece of paper work; as
long as Kaye could accept the fundamental framework of the software developed by
Yida, the details of the SOW might as well be left to further discussion during the
process of the contract implementation. This was the way in which Yida had been
doing with previous projects.

The Chinese Speaking Three Languages

By March 2004, Yida had almost completed the development work. As requested by
Kaye, Yida gave a remote demonstration of the software system before it was
formally installed for Kaye. The demonstration was conducted through remote
computer sharing and video-conference. Yida gave a presentation about the functions
of AHZ system while Kaye made comments and raised questions. This was also the
first formal communication between the two sides regarding the actual performance of
the software system.

However, the demonstration turned out to be surprisingly difficult and complex. The
original plan was a 2-hour conference, but it ended up with nearly 6 hours. Yida
believed that the system had basically possessed the functions required by Kaye,
whereas Kaye constantly stressed that it was not what they wanted. What did Kaye
want indeed? Nobody could offer a definite answer. The person responsible for IT
support in Kaye, Mr. Zhou Yuan, did not attend this remote demonstration. What was
even worse was that all members in Kaye’s team could only speak English and
Cantonese, except the project coordinator, Mr. Sun Wenyuan, who could speak
Mandarin, However, the team members on Yida’s side were not good at English;
neither could they understand Cantonese. Both teams relied on Sun to interpret
between Cantonese, English, and Mandarin during the entire session, and everybody
ot exhausted in the end. Eventually both sides agreed that Kaye’s staff would log on
the AHZ software, familiarize themselves with the new system, and come back with
some feedback a week later.
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The Fading Success

Yida kept receiving feedbacks from different business departments of Kaye after the
video-conference. However, all these opinions and comments were written in English.
Faced by these vague questions, even the software engineers in Yida did not




