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Recap

So far we have talked about
entrepreneurs identifying meansand a
desired outcome to create a business
opportunityé

Is this the same asa business model?
Not quite,

Need tocapture valueaswellasc r eat e val ueé




What Is value?

A Accounting : monetary worth of an asset, business entity, goods
sold, services rendered, or liability or obligation acquired.

A Economics :worth of all benefits & rights arising from ownership.
Two types of economic value are (1) utility of a good or service, and
(2) power of a good or service to command other goods, services,
or money, In voluntary exchange.

A Marketing: extent to which a good or service Is perceived by
customers to meet their needs or wants, measured by their
will i ngness to pay for 1t. Commonly
perceptions of the worth of the product/service than on its intrinsic
value.
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Framework to create / capture value - the business model

A Legitimises business opportunity - for many, it is an act which defines
Entrepreneurship;

A Involves planning - organisations are purposeful

A Involves organising - creating routines and structures

A Requires resources

But 1 nvolves uncertaintyR

Creating information asymmetry and affecting decision -making

Why?
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3 types of uncertainty affect an entrepreneur:

Technical Does the product work?

Market Do people want the product?

Competitive Can you make money?
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Growth from « Affordable loss principle to limit risk such as VC’s
typically scaling up investments over time;

small scale Evidence: failure rates fall as companies get bigger;

« Target provides info about existing product,

EIl’[I'}lf b}f customer and market:
acquisition « Evidence: founders who purchase businesses are
less likely to exit;

» Market niche strategy- avoid large companies;
Focus strategy . Focus on developing 1 product on a time with cash
flow financing further products;

*Shane, Scott (2005), A General Theory of Entrepreneurship: The Individual-Opportunity Nexus
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Strategies for managing uncertainty

Flexibility & * Adapt to develop new solutions to unanticipated
adaptability problems;

* l.e. consulting organisation that evolve;

« Obtain control of resources without purchasing them;

Formin " N

11 5 » Mitigates downside risk;
4ll1ances « Mitigates problem of demonstrating value;
Legitimation < Information asymmetry hinders acceptance of new

venture by potential stakeholders;
« Mimic existing firms routines and practices...
* 1l.e.role of auditor or accountant;

*Shane, Scott (2005), A General Theory of Entrepreneurship: The Individual-Opportunity Nexus



90% of startupsdon o0t survive the f
because they havenot made t
financially 1.e the valley of death




Something else IS
nNneeded?©@

We use this tool to create
products and services customers
want

We want to be the 30%'



Value map =" B

Gains

Customer jobs

Jobs

Pains

Customer paivs @

(Osterwalder et al, 2014, pA2-16)
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Simply a list of what you offer. Think of it as all the items your
customers can see In your shop window A metaphorically

speaking
AAN enumeration of all the products and services your value proposition builds on.

AThis bundle of products and services helps your customers complete either functional,
social, or emotional jobs or helps them satisfy basic needs.

ADefine the most important components of your offering A how do you relieve the pain of
your customers and create gains for them?
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The basis of this approach

IS the customer jobs |

A conceptual shift is required, one
that puts you In the customer shoes
customer shoes!

aJobs describe the things your customers are trying
to get done 1 n their work or

(Osterwalder et al., 2014, p.12)

t
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So we start mapping the customer job

All customers are trying to
get Jobs done!

Customers d o n & tabocitdhe e
are experts of the jobs to be
done.
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Customer jobs: Jobs describe the things your customers are
trying to get done in their work or in their life.

A Emotional: feeling secure/good or feeling of security

A Functional : perform or complete a specific task/solve a
specific problem e.g. mow lawn, eat healthy

A Social: look good, gain power or status A how want to be
perceived by others e.g look trendy/professional

Pain Relivers A Describe how exactly your products and services alleviate
customer pains

A Describe how your products and services create

Gain Creators .
customer gains
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We aim for FIT

When both sides of the model are
balanced.:

Three kinds of fit:
(1) On paper(problem-solution fit )
(2) In the market ( product-market fit )

(3) In the bank fit ( Business model fit)



L4 UNIVERSITY OF O ———
&J LIVERPOOL

Problem -solution fit

Start with a great problem!

A How do you find the problem?
A What problem has never, in your opinion, been properly resolved?

A How is your great problem being solved at the moment? What are the
details of the current best solutions? Or no solution?
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Product -market FIT

Once identified a problem worth solving, develop a product or a service that
solves this problem!

Aoccurs when you have evidence that your value proposition is actually
creating value for your customers by alleviating their pains and creating
gains they desire.

AProduct/service begins to gain traction in the market and you have gone
through an iterative process of validating your various assumptions
underlying your VP.

BRETT CENTRE FOR
ENTREPRENEURSHIP
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Business model FIT

Aoccurs when you have evidence that your VP is embedded in a profitable and
scalable business model.

AYou have done the laborious back and forth between designing a value
proposition that creates value for your customers and a business model that
creates value for your organization.

AYou have found the right business model that delivers optimal profitability.
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1. Keep It simple (proritise the jobs, pains and gains)

2. Rank the jobs (hit the ones that hurt the customer most)

3. Overcomplicating (for complicating sake)

4. This Is an Iterative process!
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Value map enables us to
create products & services that
people want

next stepe
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Business Model Generation

Alex Osterwalder and Yves Pigneur

470 practitioners in 45 countries

Online Community www.BusinessModelGeneration.com

Purpose

Why

Framework to evaluate business

models and facilitate discussion about
them

Business models can be a source of
Innovation



How to use It?

Visual

Captures different
parts of a business

Interactive for
collaboration

Can change easily

Can look for
patterns

Can experiment
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O ogy (Diss.), Ostelwolderw\dﬂomu 2004
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What I1s a Business Model?

A business model describes the rationale
of how an organization creates, delivers,
and captures value

#.}-fme&f_-:f :""‘ Create Value: a new or improved
i offering

.....

1 Deliver Value: get it to customers
rad%mode} g’ha want it

fa«*‘éz:* IHON S, 2
"‘:. =\ar :
y w

Capture Value: balance price, cost
and outcome
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business model

value

Business Model Generalion, A. Oslerwalder, Yves Pigneur, Alan
Smiith, and 470 practitioners from 45 countries, self published, 2010

Or In English: A business model describes

NOW your company makes money.

ank Bioa arlcle
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Elements of the BM

Separate customer segments If:

1) require a different offer 2) reached through different channels; 3
different type of customer relationships; 4) willing to pay for different
aspects of the offer

Examples
Mass: focus on an undifferentiated group of customers assumed to have

broadly similar needs, cost -based and economy of scales business
models;

Niche: focus on specialised customer segment where the value
proposition and customer relationships are all tailored to specific
requirements of niche;

Diversified: serve unrelated customer segments on different markets

that are distinct in terms of customer needs and offerings made. Could
al so I nclude companies that act as Nbrokersn between diI f
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Elements of the BM

A Creates value for customer segment(s) by catering to their .
needs; - (G ‘ Z;n

) . ]—" D4 ah bovt

A Why does a customer buy a product or a service? W@,gog NED  etANSENNG

A e, rﬂ“ii"'fvf\

R A

Examples -‘ s | SRSFLim

: : Ce : : : : ~ Not? | B -/WUG“TED.’

Price/cost: focus on price minimisation (but has implications for .\ VALUE C:d:\'..,% o
other parts of the business model); l /g

1

Performance: focus on superior functionality; design and/or
aesthetic/status appeal; can be incremental improvements,;
Customisation: tailoring products or services to specific needs
of individual customers or customer segments; mass
customisation such as Dell Computers.
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Channel Types Channel Phases
Sales force 1. Awareness 2. Evaluation 3. Purchase 4. Delivery 5. After sales
g """"""" How do we How do we How do we How do we How do we
g (= Web sales raise help allow deliver a Value ° provide post-
.............. awareness customers customers to Proposition to purchase
about our evaluate our purchase customers? customer
Own stores company’s organization’s - specific support?
""""""" products and - Value products and
- _g Partner stores = Services? Proposition? services?
|
& Wholesaler

A When was the last time you bought something online?
A What did you go to that website instead of another?

A Why did you buy online instead of a physical store?

A Why do you buy something in a physical store?

Hybrid channels : combination of direct and indirect channels to customers,
usually one will be dominant.
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What type of relationships does each customer segment

expect?

Personal: focus on person -to-person Interaction with rd fie i Ckm M,;
cCust omer , rangling from Nas they ¢ %J vmo
stores) to individual tailored appointments (private banking); . PHVSICAL
variation with technology may include call centres, websites

or email;

Self -service: no direct relationship with customer beyond
the transaction; many companies now using web -based
profiles to provide access to a specified range of services
(e.q.: Internet banking) and to identity related products that
may be of interest;

Co-creation: direct involvement of customers in reviewing
or even designing products or enabling the dissemination of
customer -created products e.g Lego.




Revenue

Asset sale Usage fees
Licensing Fixed Fees
Subscription fees  Brokerage fees
Advertising Variable fees

Lending / renting / leasing

Asset sale:

Sale of a physical product-m most
widely understood revenue stream;
1.e. purchase from a store;

W from an intermediate service This method Is often used by
@ real estate agents (earming COMMISSIoNs every time they

Questions to Ponder on

« For what value are our customers really wilhng to pay’

« For what do they currently pay?

* How are they currently paywig?

« How would they prefer to pay?

* How much does each Revenue Stream contribute Lo overall

Lending/Rent rmg'/Leasm

Here a company offers the touscapmulawoduct
for a fixed perod of time in return for a fee An example s

renting a house

Brokerage Fee:
Through this revenue stresm, your company gets its revenue

match a buyer and seller)

Advertising :
Your business may charge fees for advertising a product
service or brand For example, newspapers and media rely on

thes method.

Licensing:

This Revenue Stream 15 generated Dy @ving customers
permission to use protected mtefectual property m exchange
for licenseng fees

Each Revenue Stream might have different pricng mechanisms. The type
of pricng mechamnsm dwsen can make a big difference in terms of
revenues generated There are two main types of pncng mechamsm
fixed and dynamic prcing

Dynamac Pnang  Prices change based on market conditions

I ixed "Menu™ Pricing  Predefmed prices are based on static variables

conceming your business

)
“\

revenues’



Physical: manufacturing facilities, building, vehicles,
di stri1 buti on net wor ks R
Human: every business has people but especially
Important in knowledge -intensive and creative

businesses;
Intellectual: Includes patents but also tangibles such as

brand and proprietary knowledge,;
Financial: cash typically used to fund the business but

also can be used as a resource to fund vendors e.g.
finance arms of car manufacturers.
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| L

What are the most important activities which a company does? g _1 2 O

_ | ”—"](_T—__ZE@ oseTTas
Can be categorised as follows : 8. kY o e @5753
. . . . . . \ V) we N i
Production: related to designing, making and delivering a » ,wﬂﬁg [jggfg
. fe CHM!\/M‘V\MG‘E/‘%

prOdUCt, @ lﬂmﬂ\'m"‘ﬁ'{,'l%%h o™ ==
. . . . . .. O mess O NS

Problem -solving: related to finding new solutions to individual %J &"“@ﬁ;‘};

customer problem e.g consultancies, hospitals; FroretRs ==

Platform/network:  maintaining and managing the platform e.g

eBay, YouTube. Must maintain platform to keep user
engagement
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A Network of suppliers and partners that make the business model work;

A This can relate to key resources we acquire key partnerships or key activities which key
partners may perform

Motivations

Optimisation: range from economies of scale (vertical integration) to outsourcing with a focus on
cost reduction whilst maintaining or improving quality A trade off between key resources and key
partnerships

Risk -sharing: covers strategic alliances for R&D or collaboration on high  -risk projects; also
extends to knowledge -sharing with supply chains (does not rule out competition in other areas)

Control: Range from M&A activity to gain direct control of capabillities to strong
partnership/licensing relationships with explicit IP restrictions.
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A Describes most important costs incurred to operate a business model
A Can relate to key resources and key activities

Cost structures Fixed costs Variable Costs
Economy-of-scale Economy-of-Scope

Cost -driven: focus on minimising costs wherever possible and emphasis on value -at price;
use of outsourcing and stripping costs to the level that customers will tolerate for a given
price (e.g. budget airlines

Value -driven: focus is on markets where the activity allows, and the customer will pay a
premium for a superior level of service and or product quality

Most companies are somewhere I n betweenR



Think about each
box and their
Interrelationships

Can be applied to existing businesses
or new businesses to see how they may
be structured or re-structured

How do you use it?

Can use different, complementary, or even
contradictory options — explore what goes
best with different box combinations

Use a very
‘open’ approach
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A Why do we create them?
A What are their key components?

A Any pitfalls?
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Why do we create
them?

Businesses are about making money
SO
Business plans are about planning to make a business that makes money

THEY ARE NOT ABOUT:
Cool products
Brilliant marketing materials
Saving the planet

PLANET
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Why do | need a
pusiness plan?

A management tool:
A What you intend to do
A How you intend to do it

A When you intend to do it

A What resources you will need
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Why do | need a
pusiness plan?

10 reasons:

L4 4
&R
./

Develop clarity

Gain understanding
Organisation

Practice makes perfect

Confirm numbers

Iron out wrinkles

Get everyone on the same page
Hold yourself accountable

Know your message

D> v D Dy > D>y D>y D Dy D

Establish benchmarks
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eand mor e

Funding Options

To engage and inspire those whose support you need: (ﬁ\ /@@@
Raise finance u K 2 £ .o

Get staff commit to company success

Get early customers to trust you and count on you @ @ @ 1
_— K o7
\,l 4
(y)-

A 6contracto wi-t STARTUPS 5
money & resources



What 0s | n t
pbusiness plan?

A business plan should close the gap between where
a business I's now to where

Remember for a new start up with limited or no track

recor d, t he GAP 1 s wi deRth
make clear:

The BUSINESS MODEL A how the business will
deliver value to stakeholders

AND

The EXECUTION = how people, processes, and

resources will be assembled a each stage on the
way to establish a business model

n e

O
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Business plan
content

Executive Summary
The Market
Product or service

Management Team
Business operations
Marketing plan
Financial projections
Funding assumptions

There are endless business plan checklists & templates to be found BUT just following a CHECKLIST of contents Is

NOT enough!
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Business plan
content

A business plan is about CREDIBILITY

However, it has to be LOGICAL but POWERFUL STORY A IT must RESONATE with
audli ence SO0OR

L1 ke your pr oduct Agetrothersooltside yoarmeg te redd It to:t
Confirm clarity

Ensure he emphasis on viability, competitive edge and potential for a good
financial return

Be a Ndevils advocaten and chall enge your as:
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pl an

Donot
forget
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A tagline creates a unifying plot line that organizes your thinking

(Bygrave and Zacharakis, 2014, p.239)

Mike.. ...cocoovvaeeee Just do ft!

FedEX....cooovveeiens Absolutely, positively has to be
there ovemight

McDonald's........ccceeeee I'm lovin’ it.

Cisco Systems................... Discover all that’s possible on the
internet

Microsoft................... Where do you want fo go today

Walmart................... Always low prices. Always!

Wil 72

Taglines

Tagline: theme that every sentence, paragraph, page, and diagram in your
business plan should adhere to the unifying idea of your story



