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Chapter Learning Objectives

1. Describe a business model.
2. Explain business model innovation.

3. Discuss the importance of having a clearly
articulated business model.

4. Discuss the concept of the value chain.

5. ldentify a business model’ s two potential fatal
flaws.

6. Identify a business model’ s four major
components.
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Chapter Learning Objectives

6. Explain the meaning of the term business concept
blind spot.

/7. Define the term core competency and describe its
Importance.

8. Explain the concept of supply chain management.
9. Explain the concept of fulfilment and support.
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RRRRRRRRRRRRRRRRRR What is Business Model?

66
A business model is nothing

else than a representation of
how an organization makes
(or intends to make) money

2
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Business Model

... Is its plan or diagram for how it competes, uses its
resources, structures its relationships, interfaces with
customers, and creates value to sustain itself on the
basis of the profits it generates.

« The term “business model” is used to include all the
activities that define how a firm competes in the
marketplace.

« Spells out where the company is positioned in the value
chain — activities the company adds value to the
product/ service it supplies.

* Are a subset of business plan
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Traditional Business Model

« Wal-Mart, Tesco, Carrefour, etc: buys
merchandise, sells it, and generate profit.

« TV station: free broadcasting to its viewer but
survive upon a complex business model involving
advertisers and content providers.
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Dell’'s Business Model

* It’ s important to understand
that a firm’ s business model
takes it beyond its own
boundaries.

» Almost all firms partner with
others to make their business
models work.

 In Dell’ s case, it needs the
cooperation of its suppliers,
customers, and many others to
make its business model
possible.
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Dell’'s Business Model

Traditional Manufacturer
(e.g.. Hewlett-Packard or IBM) Dell

Customer places order via phone or Internet

/

Contract manufacturers instantly view order
information and ship component parts

)

Dell assembles computer from component
parts as they arrive and maintains
customer relationship

!

Computer is shipped “direct” to
customer via UPS or FedEx

|

In hands of consumer
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The Importance of Business Models

Having a clearly articulated business model is
Important because it does the following:

« Serves as an ongoing extension of feasibility analysis. A business
model continually asks the question, “Does this business make
sense?’

* Focuses attention on how all the elements of a business fit together
and constitute a working whole.

» Describes why the network of participants needed to make a
business idea viable are willing to work together.

« Articulates a company’ s core logic to all stakeholders, including all

employees.
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Diversity of Business Models

 There Is no standard business model for an industry or
for a target market within an industry.

« However, over time, the most successful business
models in an industry predominate.

« There are always opportunities for business model
Innovation.
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Business Model Innovation

Netflix Is an example
of a business model
Innovator.
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The Value Chain

« ... Is the string of activities that moves a product from the
raw material stage, through manufacturing and
distribution, and ultimately to the end user.

« By studying a product’ s or service’ s value chain, an
organization can identify ways to create additional value
and assess whether it has the means to do so.

« Value chain analysis is also helpful in identifying
opportunities for new businesses and in understanding
how business models emerge.
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‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ The Value Chain

Firm infrastructure

Support Human resource management
activities

Technology development

Resource procurement

L. - )

Primary activities
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* Entrepreneurs look at the value chain of a product or a
service to pinpoint where the value chain can be made
more effective or to spot where additional “value” can

be added.

« This type of analysis may focus on:
— A single primary activity (eg. marketing and sales)

— The interface between one stage of the value chain
and another, such as the interface between
operations and outgoing logistics.

— One of the support activities, such as human
resource management.
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Business Model

INFRASTRUCTURE OFFERING CUSTOMERS
Core Customer
Capabilities | Relationships
Partner Value
" > Customer
Network Proposition
Value Distribution

Configuration/Ke
y Activities Channels

Revenue
Stream

Cost

FINANCIALS
Structure
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« Core capabilities: The capabillities and
competencies necessary to execute a company's
business model.

* Partner network: The business alliances which
complement other aspects of the business model.

* Value configuration/ key activities: describes
the arrangement of activities and resources that
are necessary to create value for the customer.



http://en.wikipedia.org/wiki/Business_alliances
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Business Model — Offering

* Value proposition
— The products and services a business offers.

— ... Is an overall view of .. products and
services that together represent value for a
specific customer segment. It describes the
way a firm differentiates itself from its
competitors and is the reason why customers
buy from a certain firm and not from another.



http://en.wikipedia.org/wiki/Value_proposition
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Business Model - Customers

« Target customer: The target audience for a business'
products and services.

« Distribution channel: The means by which a
company delivers products and services to customers.
This includes the company's marketing and distribution
strategy.

« Customer relationship: The links a company
establishes between itself and its different customer
segments. The process of managing customer
relationships is referred to as customer relationship
management.



http://en.wikipedia.org/wiki/Marketing
http://en.wikipedia.org/wiki/Distribution_(business)
http://en.wikipedia.org/wiki/Customer_relationship_management
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Business Model — Financial

« Cost structure: The monetary consequences of
the means employed in the business model. A
company's DOC.

 Revenue: The way a company makes money
through a variety of revenue flows. A company's
Income.
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Apple iITunes & 1IPod
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ssssssssssssssssss Direct Marketing Model

Most common EC models

« Sales may be from a manufacturer to a customer,
eliminating intermediaries/ physical stores

Eg. Dell

Keyword Search X\
FOR HOME FOR OFFICE FOR DATA CENTRE Order Online Safely, Visit Dell Stores & Retaiers or FOR HOME FOR OFFICE FOR DATA CENTRE
Contact Us at 1800-88-0301

IT°S NOT MAGIC, ==v=s. @i}
BUT IT’S CLOSE i

A zeroink; Blustootti-anabled, 7
ultra-mobile printer. @ I 1
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EEEEEEEEEEEEEEEEEE Name-Your-Own-Price Model

* Model in which a buyer sets the price he/she is
willing to pay and invites sellers to supply the
good or service at that price

* Eg. Priceline.com

 will try to match the customer’s request with a
supplier willing to sell the product/ service at that

price
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Priceline.com

priceline.com g Sumrer (86,247,996,142

= g a B S &)

FLIGHTE HOTELS REWTAL CARS WACATION PACKAGES CRUIZES TOURS & ATTRACTIONS FRICEEREAKERS

HNew to priceline ? Find out more. Sign-In | Profile | T Help

MORE WAYS TO SAVE YR

THAN ANY LEADING TRAVEL SITE LEARN MORE
. Vacation . d_,,,‘. ]
Flights Hotels Cars el Cruises "

V z
: HDTELS UP TO'

Book together, save up to $325 more: © aireHatel © AjreHotel+Car

From: SAVE UP TO
(City or Airport) $325 MORE H ALF OFF .
To: When You Package

(City or &irpart) Flight + Hotel

Departing: | mm L‘:] dd [Y] ¥y L\i]
Feturning: | rmim L“’] dd Lv] ¥y Lv]
Tickets: | 1 ticket [VJ

Super Ski Savings
Half off ski hotels, 40% off
flights to ski cities, lift tickets,

Class: | Economyy/Coach [v] andimuies

=+ Search Flights

PriceBreakers

Our hest travel deals. Hotels
under §60, Cruises under
§100, Cars from §15/day.

$325 Off London Vacations

Mow's & greattime to save up
to §325 when you book a flight
+ hotel package to London.

INSPIRINGECREATIVE &SINNOVATIVE MMINDS

More Ways to Search; = One-iyay = Multi-Destination
= Search By Airline = Save More — Hame Your Own Price®
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Find the Best Price

* A customer specifies his/ her need and then an
Intermediate company (eg. Hotwire.com)
matches the customer’s need against a

database, locates the lowest price, and submits
It to the consumer

* Potential buyer has 30-60 min to accept/ reject
the offer

* Eg. Norwich Union, Pricerunner.com,
Kelkoo.com
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Pricerunner

~
- PriceRunner @ completely impartial

the cheapest price first
THE PRICE COMPARISON WEBSITE

mm---EII--—
Tl mm = HEE

User Guide | Forum

. b
LCD TV= DUDPlayers Computers Digital Cameras Home Appliances MP3 Players  Phones Broadband = Top 50 dl .CO.UK

GREAT DEALS

Findl hest price Search Comparing millions of prices on thousands of products

Search eBay for:

I Homne & Garden 'I

Audio, HiFi. MP3 Players Finance, Insurance, Bills Phones, PDAs, GPS Systems
DLE, iPods, Zens, Headphones, Speakers. .. Loans, Car Insurance, Gas and Electricity ... Mokile Phones, Sim Free Mohiles, Cortract...
Books, Music. DVDs Games, Consoles Sports. Equipment
CDz, DD Rertal... Mintendo DS, PSP, #Box 360, Mirterdo Wi, Bikes, Fitness Equipment, Goalf...
Cameras, Camcorders Home Appliances Toys, Kids & Family Espresso Machines
Dicgital Camerss, Film Cameras, Photo Prirters... Cookers, Fridae Freezers, Washing Machines. . Toys, Baby Transports, Baby Clothing. .. I Under £40 - I
Clothing. Jewellery, Luggage Home & Garden TVs, Home Cinema, DVD Players
Shoes, Wamen's Clothing, Ywatches... Barbedues, DIY Povwer Tools, Garden Furniture..  HDTWs, LCD TV's, Plasma T's, Prajectars. .
Computers, Software Health & Beauty Travel d
Diesktops, Laptops, Printers, Broadhand... Cortact Lenges, Men's Shavers.. Elightz, Car Hire... <t

Buying Guide Car Insurance Buying Guide Retro Furniture
iPod or BEAT the price First Stop for [Fromeso =]
iconfused? increase HERE Laptops

Thrifty 50 Sony Ericsson WE50i

{Vodafone) Pay As You Go Home Furnishings

Iobile Phone I From £5 = I
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Pricerunner

Compare prices : Blackberry Curve 8520

talk time: 4.3, standby time: 408, Camera: Yes, Integrated, 106, GPRS, MP3 More product info

Product rating: = W W =

, 7 Expert reviews

Price range: £ 149.00 - £ 265.00

] My List

l Compare prices I I _

12 local prices (£ 149.00 - £ 265.00) Sort by [ ... =
Retailer Rating Retailer message Price Availability
N free music and texts with Qrange Monkey £ 149.00 B |n stock
the ShUD ) 0 raviaws pay as you go - £20.00 minimum topup Shipping : £ 0.00 28/01/10
Info on The Orange Shop £ 149'00 to store
WD Low prices on millions of products and now Free £198.88  In stock
amazunCDUk 3 reviews Delivery on All Amazon.co.uk Orders Shipping : £ 0.00 1-2 days
Info on Amazon.co.uk £ .1 9‘8.88 _ ZB:L' 1-'1-
to store
Mew, used, refurbished and collectable products £194.99 i In stock
amaznﬂ.CDUk 0 reviews at great prices, safely and securely from third Shipping : £ 4.50 2801110
S 3 MEREE "
parlies, at Amazon.co.uk. —— =
Info on Amazon £199.49 to store
Marketplace UK
W £202.40 i In stock
‘ I 5 - R . i L
B” Udirect.com " ' Shipping - £ 0.00 2810110
£20240  @TTVTRNR
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Product and Service Customization

« Customization: Creation of a product or service
according to the buyer’ s specifications

* Eg. Dell — PC, Nike — shoes, Mattel — Barbie dolls
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Nike iD & Nike +

= NIKE.COM myLOCKER teamLOCKER MNEWSLETTER GIFT CARD w CART (0}

N!KE FOOTWEAR APPAREL EQUIPMENT iD EXCLUSIVES

Now your shoes not only talk to your iPod ®nano, they complement it.

Fits in your Nike+ shoe Plugs into your iPod nano

NIKE +iPod

AIR Z00M MOIRE+ iD
£110.00

5 - 1016706 at 5= A
1901 14'39" 202 Basic

baed adEmall of Apple Co

NIKE SHOX COG iD | -
MENS
$115.00 , . 5 o
% S
[
RUN LIKEWILD | | : 1.29mi
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Revenue Model

* A method that a company, organisation or
iIndividual uses to collect money from users of
their product or service.

* |In essence, a method of earning money and a
way to collect it.
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Revenue Model — Sales

« Seller gives a product to the client in return for
money.

* One of the most applied models throughout
history, certainly in the agricultural and industrial
eras.

« Examples: a farmer selling its food products to
consumers, a craftsman selling to the local
villagers, artist selling its paintings...
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Revenue Model — Sales (Product)

/r@

=

@ Sales Model

B RIS, o

| Ln et Zre wwde m e n

| S e B A - T B T B
Fon Tieun 3 =hd F 2 2 " M1 Zal S

|

T T —
Buy Online

[Ttem # 1 |
[Ttem #2 |

59-—::3‘.
)
® [Ttem #3 | [Total § |
vl' @ 4 E—
/ Revenue from sales of goods or services
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Revenue Model — Transaction Fees

« Companies receives commission based on the
volume of transaction made (broker, realtor)

Transaction
Fees Model

e *»$$$

Commissions paid on
volume of transactions
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RRRRRRRRRRRRRRRRRR Revenue Model — Pay What You Want

 Radiohead surprised the music industry by letting its
fans pay what they want to download from the
band’ s latest album.

« This revenue model gained incredible attention, and
has been applied to other sectors as restaurants and
magazine subscriptions

« Examples: iTunes, Amazon, Tesco Music Stores
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Revenue Model — Subscription Fees

« Customers pay a fixed amount (monthly), to get
some type of service (Astro, TMnet)

Subscription

Model
Jan. Feb. Mar. Dec.
$ $ $ $

Fixed amounts are charged,
usually monthly
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Revenue Model — Affililate Fees

« Companies receive commissions for referring
customers to others’ Web sites (Amazon.com)

Affiliate
Model
$
Brand /Seller Affiliate Web site 1 : ; Web site 2

Our Best Compa

M s
o S T A - W T TR
o i v b e e o i, B
[EB [ vwwws s

Lynnsfashions.cc

fed 2.
2 dodo d

Al el <k
ddo

macale v ovle volet
de

leocmrowe hel)ld hosliaves eof7 vicialeIvhoe de 7 le kdv |
ustomers imeeistimmva
4

Behos el ke

Step 1
Step 2
Step 3

Commissions for referring customers

Customer
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Summary

It is very useful for a new venture to look at itself in a
holistic manner and understand that it must construct an
effective “business model” to be successful.

« Everyone that does business with a firm, from its
customers to its partners, does so on a voluntary basis.
As a result, a firm must motivate its customers and its

partners to play along.

« Close attention to each of the primary elements of a
firm’ s business model is essential for a new venture’s
success.
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Exercise — What Business & Revenue Model?
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Exercise — What Business & Revenue Model?

fm Home = Malaysia ~ N English

A New Year gift for you! Travel from RM 65

G 2 LNUUSE TIron
B J__ 500 tours

& activities!

Redalert
Sign up for great offers!

°F|ight+H.otel o n NEW YEAB

Destination . Langkawi + Bangkok
Phuket - Jakarta - Taipei
= Trivandrum +« Singapore
Jan2010 + R4
RO —— Siem Reap -« Bali

and many more destinations

Logon to goholiday.airasia.com today!

’ Self Check-In

48 hours before you fly

Tell me more
Book from 4 - 10 Jan 2010 | Travel from 11 Jan - 4 Feb 2010

‘Convenience Fee is applicable for payments via credit. debit or charge card. Wl N

[ 04 %] Jan2010 + & %
Terms & conditions apply
v

S5D4N TRIP
TO BEIJING
FOR 4

A
P
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r * A New Year gift for you! Travel from RM 69
0 Infant (S days - 24 mths + 5 2

Go Holiday - Over 500 tours and activities to choose from!
Guest under 18 Id *  Check out Chinese New Year extra flights!

Search *  Now daily to Chengdu from RM 169!
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Activity: Analyzing Business Model

* In a group of 5, choose a company listed

 |dentify a product/ services to narrow down your
research

« Study their business model by identifying all the nine
BM components

« Put all the details in the BM canvas template
* Draw the business model in a mahjong paper
* Present it!




