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Strategy

Definition:

Strategy Is the art of creating value. It provides the intellectual
frameworks, conceptual models, and governing ideas that allow
a company’s managers to identify opportunities for bringing
value to customers and for delivering that value at a profit.

(Normann; Ramirez 1993)

Nowadays, strategy is embodied in a business model.
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Business Model

An early definition:

« An architecture for the product, service and
Information flows, including a description of the
various business actors and their roles; and

« A description of the potential benefits for the
various business actors; and

« A description of the sources of revenues.
(Timmers 1998)
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Recent Research on Business Models

Many new proposals (Canvas, Blue Ocean, Open Innovation,...)
A review reveals:

* No agreement on what a business model is, but common themes
« A dominant unit of analysis,

* Holistic system-level approach,

* A system of boundary-spanning activities,

« Emphasis on value creation.

(Zott, Amit, Massa 2011)
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Building Internet-based Business Models

Internet Properties

*Mediating technology

*Universality 5 Cs
*Network externalities | > Coordination 3! Business Model
*Distribution channel Commerce
*Time moderator .

Community
Information asymmetry
shrinker ¢ Content

Pt e—>| Environment

*Infinite virtual capacity Communication

*Low cost standard
Creative destroyer

*Transaction-cost reducer
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Categorization of Internet Business Models

a) By participating parties,
basic: (B2C, B2B) and more complex: (e.g., B2B2C)

b) By offered service or product

- Brokerage - Affiliate

- Advertising - Community
- Infomediary - Content

- Merchant - Utility

- Manufacturer

(Rappa, 2000/ Timmers, 1998)
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Elements of a Business Model

Components of a

Business Model Relating questions

Customer value Is the firm offering its customers something distinctive or at a lower cost than its competitors?

Scope To which customers (demographic and geographic) is the firm offering this value? What is the range
of products / services offered that embody this value?

Pricing How does the firm price the value?

Revenue source Where do the dollars come from? Who pays for what value and when? What are the margins in each
market and what drives them? What drives value in each source?

Connected activities What set of activities does the firm have to offer this value and when? How connected (in cross
section and time) are the activities?

Implementation What organizational structure, systems, people, and environment does the firm need to carry out
these activities? What is the fit between them?

Capabilities What are the firm‘s capabilities and capabilities gaps that need to be filled? How does a firm fill
these capabilities gaps? Is there something distinctive about these capabilities that allows the firm to
offer the value better than other firms and that makes them difficult to imitate? What are the sources
of these capabilities?

Sustainability What is it about the firm that make it difficult for other firms to imitate it? How does the firm keep
making money? How does the firm sustain its competitive advantage?
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Customer Value, Scope

Customer value

 Differentiation
Product features

« Timing
 Location
 Service
Product mix
« Linkages

e Brand reputation

« Cost/ price advantage
Scope

in terms of customers and products served
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Price
. Menu
. One-to-One
. Auction
. Reverse Auction
. Barter
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Revenue Sources, Connected Activities

Revenue sources

*  Products, services, advertisement, ..., exit

Connected Activities

Choose activities which:

«  Are consistent with customer value and the scope of customers served.

*  Reinforce each other.

«  Take advantage of industry success drivers.

«  Are consistent with distinctive capabilities that the firm has or wants to build.
*  Make the industry more attractive for the firm.

Timing:

*  What are the characteristics of the industry at this stage of the life cycle and
what will they be down the line?

*  What are existing competitors doing and what are potential ones likely to do?
*  Are the activities consistent timewise?
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Implementation
. Structure
. Systems
. People
. Innovation
. Organizational culture
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Capabilities, sustainability

Capabilities Sustainability
e Resources «  Block strategy
«  Competencies *  Run strategy
«  Competitive advantage *  Team-up strategy
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Who Profits from Innovation?

Difficult to make money | Holder of
complementary assets

makes money

High

V. 1.
Inventor makes money | Party with both
technology and assets or

with bargaining power
makes money

Imitability

Low

Freely Available or  Tightly Held and Important
Unimportant

Complementary Assets
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Strategies for Building Business Models

l. Il.

Run Team-up

- Joint venture

- Strategic alliance

- Acquisition

Internal development

High

V. 1.

Block Block

Team-up

-Joint venture

-Strategic alliance
-Acquisition

Tightly Held and Important

Imitability

Low

Freely Available or
Unimportant

Complementary Assets
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Level 1

Profitability measures

-Earnings
-Cash flow

Level 2

Profitability predictor measures

-Margins
-Market share
-Revenue share growth rate

Level 3

Component attribute measure

-Value

-Scope

-Price

-Revenue
-Activities
-Implementation
-Capabilities
-Sustainability
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Appraisal Based on BM Components

Business Model Benchmark Questions Rank
Component
Customer value Is customer value distinct from that of competitors? If not, is the H/L

firm’s level of value higher than that of competitors? Is the firm’s
rate of increase in customer value high relative to that of
competitors?

Scope Is the growth rate of market segments high? Is the firm’s market H/L
share in each segment high relative to that of competitors? Is
potential erosion of products high? If so, in what segments?
Price Is the quality-adjusted price low? H/L
Revenue source Are margins and market share in each revenue source high? H/L
Are margins and market share in each revenue source increasing?
Is the firm’s value in each source of revenue distinctive? If not, is
the level of value higher than that of competitors?

Connected activities |What is the extent of which activities: H/L
Are consistent with customer value and scope?

Reinforce each other? Take advantage of industry success drivers?
Are consistent with the firm’s distinctive capabilities?

Make the industry more attractive for the firm?

Implementation Is quality of the team high? H/L

Capabilities To what extent are the firm’s capabilities: H/L
Distinctive? Inimitable? Extendable to other product markets?

Sustainability Has the firm been able to maintain or extend its lead in its industry? | H/L
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Financial Evaluation of a Business
Model
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Business Evaluation

Discounted cash flow model

t=n
Cy
V= z (147
t=0 ke
Where

Ct Is the free cash flow at time t, and

T'J is the firm‘s cost of capital

C t = Cash earnings (from income statement) — Cash investments (from balance sheet)
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Calculation of Discount Rate

Calculation of the discount rate r, using the capital asset
pricing model (CAPM)

e =17 + Bi(im — 77)
r, = risk-free rate
r., = market return

B; = systematic risk
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Business Evaluation of Public Companies

P
* Price-earnings (P/E) = z

P/E
growth rate in %

*  Price-earnings growth (PEG) =
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Profits/Cash Flow Chain of an Internet Service Provider

. 4 - )
(Busmess Model ) Profitability fProfitabiIity
Component Predictor Measures
Attribute Measure
4 ) 4 ) ) 4 )
* Number of » Margins * Profits
subscribers « Market share (earnings)
» Network size « Revenue share * Cash flow
« Content » Growth rate
* Ease of use
» Management
leadership
\—— \—] \—
\ y - y \ /
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Book and market value

Book value = Assets — Liabilities

Market value Shares outstanding * Share price

Intellectual capital = Market value — Book value
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Value Configuration

* Value chain

transformation of materials into tangible products
* Value shop

combination of various services on demand
* Value network

connects independent actors through an intermediary service
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Case: Amazon goes from eShop to eMall
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Amazon Timeline

July 1995 Amazon begins selling books online

May 15, 1997 Amazon goes public

March 1998 Amazon.com Kids books available on the Web
June 11, 1998 Amazon diversifies to include CDs

August 4, 1998 Amazon purchases Junglee Corp. and PlanetAll
November 16, 1998 Amazon introduces video and gift stores

March 29, 1999 Amazon releases its auction site to counter eBay
July 1999 Amazon opens toys and electronics stores
September 29, 1999 Amazon announces zShops

Source: Afuah, Tucci, 2001.
Based on: Seattle Times; Amazon.com press releases.
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Amazon versus Barnes & Noble

Amazon Barnes & Noble
Number of stores 1 website 1.011
Titles per superstore | 3.1 million 175.000
Book returns 2% 30%
Sales growth* 306% 10%
Sales per employee |$375.000 $100.000
(annual)
Inventory turnovers |24 3
per year
Long-term capital | Low High
requirements
Cash flow High Low

*Third quarter. 1998.
Source: Business Week, December 14, 1998, www.businessweek.com/1998/50/b3608006.htm
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Amazon Financials

AMAZON.COM INC
Annual Income Statement
(in millions except EPS data)
Fiscal Year End for AMAZON.COM INC (AMZN) falls in the month of December.

12/31/98  12/31/97 12/31/96  12/31/95

SalES . e e e 609.99 147.76 15.75 0.51
Costof goods ... ... ... . 476.11 118.94 12.29 0.41
Grossprofit ... ... . i i e ] 133.88 28.81 3.40 0.10
Selling and administrative, and depreciation

and WmOTHZATON eXPENSES . ..ottt e 195.62 58.02 944 0.41
Income after depreciation and amor tuatmn s 0 0 T R (61.74) (29.21) (5.98) (0.30)
NONOPEerating iMCOME . . . v\ttt it it e et e e (36.15) 1.90 0.20 0.00
INEErest EXPENSE . . oottt e e s, 20.63 0.28 ~_0.00 0.00
PretaxX iNCOME oy vt vaosessnassancaccasnsssnasansss (124.54) (27.59) (5.78) (0.30)
THCOIME LAXES . oottt e e e e e e e e e e e 0.00 0.00 0.00 0.00
MINOGILY INEIEST « .ot e e et e i et e e e e 0.00 0.00 0.00 0.00
Investment gains/lOsses . ... ... e 0.00 0.00 0.00 0.00
Otherincome/charges ... ... .. . i i 0.00 0.00 0.00 0.00
Income from continuing operations . .. ... ........ ... ... .. N/A N/A N/A N/A
Extras and discontinued operations . . ............ . ... ... .. 0.00 000 0.00 0.00
NELIMCOIIE « o vttt vee e b emeeoseeenneneonenecanrensnns (124.54) (27.59) (5.78) (0.30)
Depreciation Footnore:
Income before depreciation and amortization . .............. (49.67) (24.47) (5.69) (0.29)
Depreciation and amortization (cash flowy ... ... . ... ... ... 12.07 474 (.29 0.02
Income after depreciation and amortization .............. (61.74) (29.21) {5.98) (0.30)
Earnings Per Share Data (EPS);
Averageno.ofshares ........ouiviriiiiiiiiiiiiiananas 296.34 260.68 271.86  227.20
Diluted EPS before nonrecurring items . ... .. ..o (0.25) (0.10) (0.02) (0.00)

DAGEEd BEE EPS ..c o voim 5 500 60518 S w0 05 55050 1 W 0n i 1m0 0670 G 5 (0.42) (0.10) (0.02) (0.00)

Source: Afuah, Tucci, 2001.
Based on: Zacks Investment Research, n.D.
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Amazon Properties
Excerpt of new trademarks
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Trademark No. Description
75-775431 Book-ology
75-770523 zShops
75-765373 Quickelick
75-765372 Powerclick
75-765371 First Bidder Discount
75-765370 Crosslinks
75-765369 Charitylinks
75-765367 2-Click
75-765366 0-Click
75-760190 Crosslinks

Source: www.companysleuth.com/askjeeves/index.cfm?INFO=AMZN
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Amazon's U.S. Book Sales and Growth Rate

B US Book .Sa]ci:s:_;
~—— Growth Rate

150

100

Sales ($ millions)

50

0 —E

Source: Afuah, Tucci, 2001.

Based on: Mark J, Rowan. "Amazon.com Inc.:- Prudential Securities Research Report. September 23. 1999. p.12.
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zShops

Purchasing Procedure

A4
A4

Amazon.com 5

Customer zShops

N

1. Customer places order in Amazon’s zShop website.
2. Amazon processes order and notifies zShop stores.

3. zShops stores deliver the product directly to customer.
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Business Model Elements |

Customer value (consumer)
Convenience of the one-stop shopping
Reliability and credibility
Guarantee by Amazon

Customer value (merchants)
Brand recognition
Access to a large customer base
E-commerce package from Amazon
Guarantee and credibility
Access to Amazon’s client database

Value to Amazon

Additional stable source of revenue to increase profitability by means of the
subscription model
Customer information
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Revenues
Revenues from New and Repeat Customers
350 g

300 0

250 e e e et
- Newcustomer /-

Revenues ($ millions)

Q97 2Q97 30Q97 4Q97 1Q98 2Q98 3Q98 4Q98 1Q99 2Q99
Source:
Based on: Mark J. Rowan, "Amazon.com Inc." Prudential Securities Research Report, September 23, 1999, p. 11.
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Business Model Elements |11

Pricing (1999)

Amazon: 5% for $0-$25, 2.5% for $25-$999, and 1.25% for 1,000 and over.

eBay: Sliding listings fee based an the opening bid; then receives a final
fee of between 1.25% and 5% of the selling price.

MSN: 1.5% and 5%, based on the purchase price.

Source: Compiled from each company’s website.

Revenue source (1999)

A: Hosting fee $9.99 per month (for up to 3,000 products)
B: Transaction commission
Order size Commission (%):
- Less than $ 25 5.0%
- $25 to $1,000 2.5%
- Over $1,000 1.25%
C: 1-Click service fee 4.75% of price and $0.60 per each transaction

Source: www.amazon.com.
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Value Network Components for Amazon as Intermediary

Network promotion and contract management
- Brand name and awareness
- Customer acquisition
- Merchant acquisition
- Merchant monitoring and evaluation
Service provisioning
- Providing recommendations based on interests or previous purchases
- Wide range of products
- Convenience
- Reliability
- Guarantee
Infrastructure operation
- Consumer interface
- Knowledge database
- Technological infrastructure

- Logistics expertise (although this would not be the primary source of value)
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Complementary Assets

Viability of the zShops Strategy for Amazon

> | Difficult to
S make mone
= | I y
= Il Holder of CA
=
[ 11 Inventor or
c @> holder of
- = bargaining power
3 \ il
= IV Inventor
=
Freely Available Tightly Held and
or Unimportant Important

Complementary Assets: zShops merchants
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Appraisal
Appraising the Move to Retailer + Intermediary Models for Amazon
Component Pure Retailer Retailer + Market

Maker

Customer value High High
Scope High Medium
Revenue source Low Medium
Pricing Low Medium
Connected activities |Low Low, or worse
Capabilities High High
Sustainability Low Medium
Implementation High High
Value Configuration |Value Chain Value Network
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Risks

* Vicious circle of customer and zShop participation

Small zShop
network

zShops decide Customers are
not to participate not attracted

Small customer
network

* Brand erosion
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Actions to contain risk

— Develop a large high quality zShop network:
— Obtain the best players in the categories.

— Establish relationships with branded product manufacturers.

—Protect brand name and reputation:

— Liberally live up to guarantee.
— Exercise due diligence in the selection of participants.

— Remove negligent zShops merchants from the network.
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Case: YOC — Mobile Commerce
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Company Creation and Business

Start: YOC (Your Opinion Counts) was started in 2000
Founders: Two former consultants from Roland Berger

In 2012: 220+ employees, 7 locations (EU, USA), 20000 mobile sites, 300 int.
publishers, 5 billion Ad Impressions

Business segments:
1. Mobile marketing

Conception and conduct of marketing campaigns on mobile phones and i-pads,
maintenance of mobile websites

2. Affiliate Marketing

Manage a network of publishers (affiliates) and advertisers

3. Mobile B2C Services

Sell mobile content (e.g., games, ringtones) to end consumers
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YOC — Activities

Mobile ad formats: YOC Classic Ads

YOC Video Ads Examples
YOC Interactive Ads

Affiliate marketing:

Website Besucher

(belboon’) “—‘

&
€

a performance marketing network
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YOC Business Segments

The YOC Group is market leader in its core business Mobile Marketing

affiliate marketing mobile entertainment

« Operation of leading
affiliate marketing
networks

* Performance-based
online and mobile

+ Subscription services for mobile
entertainment

+ B2C mobile content shop
« Content syndication and licensing

marketing
mobile marketing mobile advertising mobile internet
«Integration of the mobile «Largest off-portal Mobile « Establishment and operation of
phone into the media mix Advertising marketing more than 400 international mobile
= Conception, planning network in Europe portals
and implementation of «Inventory management for « Mobile banking solutions
individual Mobile Marketing mobile media space « Mohile video solutions
solutions +Mobile AdServing solutions
« Innovative Technologie- « Mobile Ad Network

Plattform (wie z.B.
Smartphone Apps., Mobile
Video, QR-Codes etc.)

+«CRM and CMS solutions

« Multi-channel permission
marketing

Source: YOC Group (2009): Deutsches Eigenkapitalforum, p. 4
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SWOT Analysis

Strengths

“YOC serves several of the world’s most
prestigious brands

= Proven track record (sales CAGR "01-
05 45%. profitable and FCF positive
for since 2004 (founded in 2000)

© Successful at generating repeat business
with existing customers

© Successful at winning new customers

= Proven technical platform

Future opportunities for investment

= Grow sales internationally. service new
industry segments (automotive...)

" Accelerate growth of B2C mobile
content business by building a monthly
subscriber base

= Use small base in affiliate marketing to
take this business model mobile

Weaknesses

= Small size

= Limited scalability of core business mobile
marketing

= Customer concentration (three largest
customers accounted for 41% of "05 sales)

= Dependence on key personnel

Future risks for investment

= Fluctuations in business activity from
quarter to quarter

© Increasing competition from established ad
agencies

" Success of B2C and affiliate marketing
uncertain (but both are off to a good start)

Source: YOC Technology (2006): Mobile Marketing at the start of its growth cycle, p. 7
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Industry Analysis of Competitive Forces

Industry

Average score 4.8

Scornng range 1-10 (high score is good)

Power of suppliers 9
Low and stable

Prices for SMS, MMS and

mobile data generally are
on a downward trend
benefiting YOC

Substitute products 8
Low and stable

Mobile marketing
complements and
substitutes other forms of
direct marketing not vice-
versa

Rivalry 3
High

Some established agencies
cooperate with YOC. others
may decide to build their own
mobile marketing skills (they
need to overcome important
techmology barriers). Neo-
media Inc. acquired three

key competitors in Q1 2006

New entrants 3
Low and stable

Market still in early stage
of development. however.
barriers of entry getting
higher every year

Power of customers 1
High

Customers can and do

dual or even triple source.
They pay for creativity and
quality of service but have
pricing power.

Source: YOC Technology (2006): Mabile Marketing at the start of its growth cycle, p. 7
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Development of Profits by Segment

Maobille Mér-cet n

[ &7% Moblle Marketing

25% Affillate Marketing

Affillate Market ni

Mohlle EFE‘:C SE‘WIEEE-=

21

8% Moblle B2C Services

Distribution of sales by segments in %

Sales of Segments in Mil. Euro B2009 W 2008

Source: YOC Group (2009): Passion for mobile, p. 67
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Development of Profits by Country

_ 81% Germany
Sales by country (in Mio. EUR) 2009 2008 . L 8% Great-Britain
Germany 21.1 20.3 ) " pasisen
Great-Britain 2.2 1.1 ] .. 4% Belgium
Belgium 1.2 1.3 3% Austria
Austria 0.7 0.5
Spain 0.5 0.0 2% Spain
USA 0.2 0.0 1% USA
Other 0.2 0.4
Total 26.1 23.6 1% Other

¥ Distribution of sales by country in %

Source: YOC Group (2009): Passion for mobile, p.69

———466;;;;;;;;;;;;;;;—mm90vv;v;;;v;v;v-v-v-v_—nm—mnmnmnnnn00
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YOC: A full service provider for mobile marketing

Technical

: Realization of
Creation Mobile

Planning and
Activation of Project-
Target management
Audience

Provision of
Technical
Infrastructure

Concept

Activities Reporting

Development
Applications

o m

- Concept - Creation of - Programming of
Development of Mobile Artwork Mobile Provision of: - Selecting and - Maintenance of - Real-time
Mobile Phone (SMS, MMS Application -System Contacting Mobile Reporting
Description Integration into a JAV A, W APi - Integration into Architecture Profiles Applications - Evaluation

Client's a Client’s - Short Codes - Permission - Customer - Market
Marketing Mix

- Consulting

- Coordination
with client

Technical - Contingents Marketing Support Research
Infrastructure

Source: Jelassi, T.; Enders, A.(2008): Strategies for E-Business - Creating value through electronic and mobile commerce, 2nd Edition, London.
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YOCQC’s IT Infrastructure

(--L_SMSC_,. <-=-L_PROXY.. | ____Mobhile Billina_. i f§

—=

p=-L-SMSC2 [~ __L_PROXY2 [~.=:L__MobileRillino.2

{ SMSC1 =" [ PROXY1 =~ [ MobileBilling1 i

1
"""" . I S ik Nt

Enabler... GRPS
Enabler 1 UMTS

Wap Download Mobile-Billing E-Mail Server- Web Server- »belboon”

Server Gateway Farm Farm Server-Farm

Mobile Content . Internet Content
B2B Mobile
Management Management
Content
System System

YOC Mobile ]

Marketing- YOC Mobile B2C- ] [ YOC Mobile B2B- ] [ YOC E-Mail ] YOC Web ] [ Affiliate Services ]

Services Services B2C-Services Services

: yoc/ Finance .
e —
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YOC’s “Buy-a-Player” campaign for Coca-Cola

Consumers text in the code and Drawing of a winner
vote for a favorite ‘first division’
football club

\

Codes under Coke caps have a certain Fan receives a win bonus of £10.000
denomination in pounds while the winning club receives all the
money collected so far for the club

\. J \. J

Source: Jelassi, T.; Enders, A.(2008): Strategies for E-Business-Creating value through electronic and mobile commerce, 2nd Edition, London.
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FYOC’s campaign for Ford Motor Company

User sends word to an User downloads an interactive
exclusive FORD short-code JAVA application for display
(precise response tracking) of product features

Integrated campaign via print, Car views, feature, info, mobile )
online and TV for high reach downloads, retailer look-up,
personalized M-Cards allow for a
N mobile FORD SMAX experience

Source: Jelassi, T.; Enders, A.(2008): Strategies for E-Business-Creating value through electronic and mobile commerce, 2nd Edition, London.
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H&M store opening: Moving customers to the POS
through mobile couponing

User sends SMS with ‘HM’ to User receives coupon code and
72768 address to next H&M store

_ L)[sartotcampaign |~ [uncenive Jla]
Teaser is sent to members of the ‘ | User redeems coupon code at the

YOC.de community coupon issuer and receives free T-
shirt

. J . J

Source: Jelassi, T.; Enders, A.(2008): Strategies for E-Business-Creating value through electronic and mobile commerce, 2nd Edition, London.
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Business Model Elements | (mobile marketing)

Customer value for advertisers

Access to YOC’s mobile addresses database

Access to YOC'’s network of owned and managed mobile sites
Access to YOC’s publishing partners

Technological know-how

Convenience of the one-stop shopping

Reliability and credibility
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Business Model Elements |11

Pricing
45-65 € CPM, depending on channel (sports, finance, etc.) or particular
mobile site

Revenue source
Fees from advertisers for campaign conception and implementation

Fees for site management
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YOC’s Revenues and EBITDA

The EBITDA growth of over 320% within four years is backed up by a 345%
increase in turnover

Paul Alpar: Business Strategy and Business Models

Development of Sales and EBITDA 2005-2008
[in EUR m]

" Sales growth rate: “‘“\
(+345%)

—

N Sales CAGR: |
T~ (+65%) — 23.6
~ EBITDA growth rate:
T (+320%) -
N EBITDA CAGR: /
~— (+61%)
T 12.0
9.1
5.3 M
2.1
1.4
0.5 0.1
—— _______...-—-—-“"'
| — | -
2005 2006 2007 2008
—] Sales —am—EBITDA

Source: YOC Group (2009): Deutsches Eigenkapitalforum, p. 5
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Value configuration

Service provisioning

« Wide range of services

« Convenience

* Reliability

* Guarantee

« Large mobile addresses base of potential target customers
* Publishers network
Infrastructure operation

« Technological infrastructure
« Own websites

« Managed websites
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Complementary Assets

Viability of YOC'’s Strategy

- | Difficult to
< make money
> I Il
= Il Holder of CA
=
[ 11 Inventor or
c GCD holder of
- = bargaining power
3 IV il
= IV Inventor
=
Freely Available Tightly Held and
or Unimportant Important

Complementary Assets: YOC customers
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Appraisal of YOC’s Business Models

Component Mobile Mobile B2C Affiliate
Marketing Services Marketing
Customer value | High Low Low/Medium
Scope High Low Medium
Revenue source | High Low Medium
Pricing High Low Medium
Connected High Low Medium
activities
Capabilities High Medium High
Sustainability | High Low Medium
Implementation | High Low Medium
Value Value Shop Value Chain Value
Configuration Network
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Contain Risks

— Maintain large enough mobile marketing network

— Maintain large enough database of mobile addresses with
permission to receive ads

— Maintain technology leadership
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Development of the YOC stock in 2013
In comparison with the TecDAX

B YOCAG ~78.07% M TecDAX +40.38%

125 %

;‘M\
/5%
50 %

03.01.
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Business Model Visualization,
the Canvas Approach
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Business Model Canvas by Osterwalder and Pigneur

Key .
Partners
Who are our Key Partners?
Who are our key suppliers?

Which Key Resources are
we acquiring from partners?

Which Key Activities do
partners perform?

Key kx|
Activities :

What Key Activities do our
Value Propositions require?

Our Distribution Channels?
Customer Relationships?

Revenue streams?

I

value Py
Proposition Eisan

~F
What value do we deliver to
the customer?

Which one of our customer’s
problems are we

helping to solve?

What bundles of products
and services are we

Key &
Resources {'\i}"

What Key Resources do our
Value Propositions require?

Our Distribution Channels?
Customer Relationships?

Revenue Streams?

offering to each Customer
Segment?

Which customer needs are
we satisfying?

Customer C ~Y)
Relationships v/

What type of relationship do
our Customer Segments expect
us to establish and maintain
with them?

Which ones have we
established?

How costly are they?

Channels “ ‘,2-}}
W
Through which Channels do

our Customer Segments want
to be reached?

How are we reaching them now?
Which Channel s work best?

0)
Customer ? V

Segments ]

For whom are we creating
value?

Who are our most important
customers?

Mass Market

Niche Market
Segmented
Diversified
Multi-sided Platform

Cost Revenue . ..-1\;...
Structure Streams .1\’:e N

- - -"!
What are the most important costs inherent in our business model? For what value are our customers really willing to pay?

For what do they currently pay?
. - :
Which Key Resources are most expensive’ How are they currently paying? How would they prefer to pay?
Which Key Activities are most expensive? How much does each Revenue Stream contribute to overall revenues?
61
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Design principles

1. Draw the existing BM.

2. Form a team with participants from all parts of the value
chain.

3. Analyze and understand what are the weaknesses and the
options of the existing BM.

4. Develop the five generic BM-patterns (Unbundling, Long
Tail, Multi-Sided Platform, Free, Open).

5. Construct from them a number of BM-prototypes and test
them under the real market conditions.

6. Implement the best prototype and determine the following
actions for a BM-innovation.

alpar@wiwi.uni-marburg.de http://alpar.wiwi.uni-marburg.de 62



Paul Alpar: Business Strategy and Business Models Philipps University Marburg
Institute for Information Systems

Business model development for E-Services

* Environment analysis
« Competition analysis
« Customer segmentation:

Connectivity Concept: willingness to pay vs. connectivity awareness = “The Simpsons Characters”
Sinus Milieus: weighting of factors of WTP and CA - Milieus

Heating habits: Indifferent, Control-oriented, Technology Nerd = customer groups
Socio-demographic factors: age, marital status, behavior = refined customer groups

. Empathy maps for each customer group

« Creation of the product offering: Value Proposition Design
 Packages and Functions (development plan)

* Price setting and market estimation (Revenue Streams)
* The new business model for E-Services

ok wpE
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Existing Business Model

Key 7 | Key 53 value Ly Customer ol Customer )
Partners = Activities a;%;,-_ Proposition = :briF Relationships \/ Segments i‘[)
Plumbers Workshops and Technology-oriented Plumbers BB
trainings for plumbers premium system solutions
Wholesale , : geurss?r?;?re;:j_\(/ei?:renilr? ?(;cal Plumbers
Production & Easy to install standard i
development solutions Oftices Wholesale
Service hotline
Reliability: high quality
B2B2C:
Key ,{li} Decision flexibility: wide Channels <
Resources Q}' product range \Q‘Jﬁﬂ Old house
Brand Own distribution facilities | New house
) Ease of use: quiet,
Technological know-how | omfortable climate Wholesale through third Old apt
Distribution parties '
Own production facilities Plumbers New apt.
Cost “ ] Revenie P
Structure .\*\. f Streams )
. . Sale of products: heating system + other equipment
Component suppliers Marketing
. L Commissioning + service
Production & development Own distribution
Spare parts
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Environment Analysis

N . /
N \ N y 4
5 =N 7 nd ;
Key @ ey { Value B Customer ~ stomer \
Partners S \_}"}_, jﬁivr‘tr‘es ﬂ¥ Proposition S5 _ | Relationships Q ggments
4
Plumbers \ Wo&fshops and Techr_lology-oriented Plumbers I / / B28:
| traiflings for premium system
Q'U'T&l’s solutions Cuwefarning: Plumbers
Wholesale erséfial fidvice in
§ S | Easytoinstal st@ar*cm offices Wholesale =
= Produdiion & ms0 |Utions = &
o development ! : =
"'é. ! Reliability: high Service h.:"'”e R o
quality . -
@ Ilggourc ({?‘7 Channels i@ Old house 2
S & | Decision flexibility: )
g Brand wide product range Own distribution New house 8
= Techn, ’(now-how el 1 Old flat
o L Egsa ofse: o€, ™= \whalesale through
DlstnTJtlon # Wohlftihlklim third parties New flat
Own _prodyion facilities Plumbers RN
Cost ' /fé' ] Revente A \ .3\(
Structure z ’ ~S:‘- ! Streams X N ;\((\
Component suppifers /-I AWA) Marketing Sale of_pr_odl_Jcts: heatlrlg systen‘ othe\equnpment
. o Commissioning + service
Productlorl devejppment Own distribution Spare parts \ A
7. N

Macroeconomic forces

0TS & Smart Home are key trends in the industry. Market offers classic heating solutions with E-Services.
Industry is influenced by energy efficiency legislation.
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Competition Analysis

Price Functionality Comparison of Traditional Players and Newcomers

€1.000
€800
€600
W
@
k]
|-
& ea00 VIEEMANN
0
Buderus [[FEERtad0
€200 oy i nest
Kommas
noch nicht |eo
ersetZt 0,5 1 15 2 2,5 3

Functionality, Ratio
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SWOT Analysis

Interne Faktoren

Strenths

Brand awareness: Buderus, Junkers
Production capacities: Equipment, staff
Technical know-how

Predictable resource requirements and fixed costs
structure

Established distribution channels with loyal brand
followers

Weaknesses

Lacking contact to end users

Obscure internal processes and their execution
Low competitive differentiation of core products
Weak influence over the distribution channel

Very high production costs and lower margins on core
products

The entire value chain is in-house = no usage of partner-
network

Externe Faktoren

Opportunities

Better integration and personalization of offerings via
connectivity options

Entry into Smart Home business with offering of the
“Solution from a single source*

Establishment of relationship to end customers via:
E-Commerce, E-Services and CRM automation — data
mining, premium services und networking

Rational outsourcing of own activities

Threats

Bad price performance position

Legal provisions (renewable energies and CO2-
reduction) create technological pressure

Strong dependence on plumbers

Progressive reduction of market share

alpar@wiwi.uni-marburg.de http://alpar.wiwi.uni-marburg.de
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Customer segmentation for E - Services

Differentiation of customers based on two characteristics:

* Willingness to pay:
How much is the customer ready to spend on a
high quality product?

 Connectivity awareness:
How familiar is the customer with possibilities of
the modern information and communication
technologies?
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Customer segmentation B2B2C

2

A

\
@ Early Adopter

- - n
@ Optimizer &
o
- L -
Customer has relatively low g Customer has high
- - - cs - -
willingness tp pay bu_t IS = Wllllngnegs to pay, knows
aware of online-services, S about online-services
- - - +=
e.g. online-banking, online- § and makes use of them
ticketing S
(@]
A willingness to pay
3 -2 ) ) 1 2 3 4

-4 -
@ Outsider

Customer has low
willingness to pay and is
not interested in the
Internet and online-
services

alpar@wiwi.uni-marburg.de

Customer has high
willingness to pay but
does not use the
possibilities of the
Internet
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Sinus Milieus

Oberschicht/
Obere Mittelschicht

Mittlere
Mittelschicht

Sinus Milieus: Survey
of 30,918 individuals
considering attitudes,
9 values and lifestyles

>

Untere Mittelschicht/
Unterschicht

Soziale Lage

Grundorientierung ’

Feshalten  Bewahren Haben & GenieBen Sein & Veridndern Machen & Erleben Grenzen iiberwinden
Tradition Modernisierung / Individualisierung Neuorientierung
Traditions- Modermisierte Lebensstandard, Selbstverwirklichung, Multioptionalitat, Exploration,
verwurzelung Tradition Status, Besitz Emanzipation, Authentizitédt Beschleunigung, Refokussierung,
Pragmatismus neue Synthesen
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Customer segmentation B2B2C

2\
@ Optimlzer Expeditives EarIyAdopter @
Milieu
5 O
[¢5]
S -
Adaptiv- § der II;/(LI::‘?)L:meF
pragmatisches © )
Milieu Fry _ Liberal-
Hedonistisches = g 'mellekiuelles
Milieu o GE: Milieu
R 3 willingness to pay N
4 -2 1 1 2 4
soziy ®
" . ozio-
Bu:\g/lgrllche ® Okologisches K .
) itte Milieu o_nservatly?
o Prekéres y etabliertes Milieu
= Milieu

Traditionelles

@ Outsider 'V””eu.

2

Conservative @
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House inventory in Germany in 2012

Single house Semidetached house Row house
17.91 Mio. 3.47 Mio. 3.50 Mio.

24.90 Mio.
potential customers
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Distribution of Sinus Milieus by House Ownership in DE

Optimizer
4,7 Mio.
18,73%
Adaptiv-
Pragmatisches Miliegy;,
1,8 Mio. Zj

Hedonistisches Milieu
2,9 Mio.

2

Expeditives
Milieu
1,3 Mio.

Milieu der Performer
1,9 Mio.

conne

willingness to pay

Early Adopter
5,2 Mio. @
20,72%

Liberal-
intellektuelles
Milieu 2 Mio.

Burgerliche Mitte

3,9 Mio.

Prekéres

Milie_u
1,7 Mio. Traditionelles Milieu

4,5 Mio.

Outsider

10,1 Mio.

40.24%

-1

| ‘1 ‘
Sozio-

Okologisches

Milieu
1,9 Mio. !
3,2 Mio.

Konservativ-
etabliertes Milieu

Conservative
5,1 Mio. @
20.32%
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Typology of Heating

Warmth and cold perception differs from individual to individual

Noticeable differences in fundamental attitudes towards heating were
observed

Three basic types:
* The Indifferent: does not want to deal with heating

« The Control-oriented: wishes to be one hundred percent informed
about functioning of his heating system at any time

« The Technology Nerd: wants to exploit any manipulation possibility
which the control unit can provide
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Segments Based on Sinus Milieus and User Experiences

2 -
Optimizer
4,7 Mio.
18,73%

Early Adopter
5,2 Mio. @

20,72%

connectivity
awareness

1,5 1 Movers and Shakers

Milieu,
yOyV

High Achievers Milieu
1,9 Mio.

ol-oriented

Indifferent

2 1,5 e 0,5 0 0,5 1 1,5 2 25 3 3,5 4
willingness to pay
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Single, ~29 year old

Heating? No, for me too

Attributes:

boring

I don’t want to deal with

independence, fun, mode,

heating, because for me it

Plumbers are the heating

masters

Have no TV set, watch

everything in the Internet

is too costly

Operating instructions are
often too complicated

Think an_d Feel?

Hear? See?

Say and Do?

| don’t want to be like others I want to take my life easy

I don’t join in with the latest
trends

Apple is a useless and

expensive thing

against the mainstream,
trying out new things

Like party und pub tours.
I’m entertainment oriented

There are so many E-
Services in the Internet.

I’d better not use any

WhatsApp is cool!
Play in a band

alpar@wiwi.uni-marburg.de
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PAIN GAIN
I will be observed E-Service for heating? I’m happy at the moment.
It is too expensive for me I'have anything I need Wow, it’s cool and I can
1 ’tac ) it Save mone
Hacker attack and I don’t actually need it ) . y
I don't need to care about it
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Empathy Map: Philip, the Technology Nerd

T I really enjoy to deal with
and co ation technoloaie technologies

I want the maximum and
performance from my

Internet, Apple und heating system

Wikipedia are the most i
important things in my life Think and Feel?

The plumber is a nice guy Hear? , See?

but | know the Internet
better

I read only E-newspaper Say and Do?
about new technologies and

Spiegel.de, Idon’t need more

I spend a lot of time with my I buy branded products that
friends comply with my Status

I’m not used to wait, I | want to make use of any
simply do manipulation possibility

Single, ~32 year old

Attributes:

mobility and independence,
portant for me creativity, performance,
easure new experience, fun

oriented, risk-taking

I have an account with

Facebook and follow
interesting Blogs in Twitter

I go out often: eating, doing

sport, parties, ...

My flat is excellent designed
and 100% customized for me

PAIN GAIN
I can‘t operate my heating Design and functionality don’t I can manage everything on
system intuitively meet my expectations and demands the way
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Product VVariants

WHO WHAT

Indifferent Package Start

Saving oriented Package Saving

Comfort oriented Package Comfort Basic

Control oriented Package Comfort Plus

Technology nerd Package All In
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Package Start

Main function Value Proposition

Fixed-location
| heating control

VETUSUTTU ST SUSUSUTTISTTTTsTSTI ¢ | » The starter package

Also in package
PRI AR | * The ,,Start* — package |
{ « Temperature settings | | offers a modern and |
' _ _ interesting technology and \
| » Self-diagnosis and 5 allows to save costs
| automatic error message | | é

In case that 20 % of target segment and 5 % of the other segments are acquired as customers,
it will be possible to sell 1,600 packages annually.
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(@) Development plan

EE Revenue

Consumption
in€

Scenarios

Child Security

Operative data

TN
Simple optimization m

Survey-based Optimization

Maintenance-
message

Weather
based RC
| e | N
o . sw)
Self-learning heating system

— + } +— Bt + — o

Packages Start und Saving with medium development costs can
generate revenue > 500,000 € revenue in the first year
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Business Model for E-Services

Key % 7 | Key _;1 Value B Customer ol Customer f\'
Partners ﬁ-}, Activities 43\ | Proposiuion = :"iF_ Relationships ‘4_) Segments N)
External software Development E-Services that provide | Plumbers B2B2C:
development and indivi
_p _ P individual advantages Internet: SEO, CRM 1) Indifferent
graphic design for Apps for each of the and AdWords
and portal solutions . customer groups 2) Saving- oriented
E-Services care
3) Control-oriented
4) Comfort-oriented
Key {' Channels a ,}-?
Resources .[\{:'3_‘ \.qi&j 5) Technology nerd
Know-How Plumbers
Market access through Own distribution:
boiler business development of online-
platform is needed
Cost “ ] Revenue ey
Structure S f Streams "{i
. E-Services:
Development costs Hardware production )
R ) Package Sale (Start, Saving, Comfort)
Current costs Distribution marketing o
Subscription (Comfort Plus, Smart)
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