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Ge6ng%to%know%each%other%

!  What(business(are(you(in?((Do(you(want(to(be(in)(
B2C(B2B(B2G(M2M(PlaHorm(

!  What(stage(are(you(at?(

!  Are(you(going(to(look(for(investment?(
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Ge6ng%to%know%each%other%

Steven(Forth(
!  Partner(at(Rocket(Builders(
(focus(on(pricing(&(innovaRon)(

!  Founder(at(Nugg,(LeveragePoint(
Recombo((

!  Investor(at(eFund(
!  @StevenForth(
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You’ve%come%up%with%

"the%greatest%thing%
since%sliced%bread"%
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"  Sliced(Bread(
!  Idea:(1912(invenRon(
!  Brought(to(Market:(1928(
!  AdopRon:(1930(

"  Not(unRl(a(company(
named(Wonder(Bread(
began(markeRng(the(
benefits(of(sliced(bread,(
did(it(take(off(as(a(concept.(

It%may%take%a%while%…%
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What%is%a%business%model?%
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How%you%provide%value%to%your%customers%
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Create(Value(



And%capture%it%in%profit%
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Create(Value( Capture(



Then%reinvest%in%innovaEon%
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Create(Value( Capture(

Invest(



Steve%Blank%–%From%Hypothesis%to%Reality%
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StartKups%‘search’%for%a%

business%model%
%

1.  Hypothesis(K(Build,(Measure,(
Learn(

2.  Create(facts(and(proof(
3.  ReKrelease(based(on(reality(

Build(

Measure(

Learn(

Facts(



Successful%Growth%Companies%
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1.  Minimum(Viable(Product(
evolves(to(become……(

2.  …(the(product(demanded(
by(the(market(including(a(
viable(revenue(model(

3.  Addressable(market(with(
an(‘engine(of(growth’(or(a(
clearly(defined(niche(
market(

Product(

Revenue(Market(



Why?%–%Steve%Blank%
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Expressing%your%business%model%

1.  Can(you(say(it((in(less(than(a(minute)(so(
someone(else(can(repeat(it?(

2.  Can(you(draw(it?(

3.  Can(you(put(it(into(a(spreadsheet?(
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Innovate%on%your%business%model%

" Many(of(us(spend(too(much(Rme(innovaRng(
on(our(technology(and(then(our(product(

" Spend(more(Rme(innovaRng(on(your(business(
model(

" Especially(the(create(and(capture(value(parts(
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Types%of%Business%Model%
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Market%

Structure%

GoKtoKMarket% Delivery%

Value(K(Pricing(
B2B%

B2B2B(
B2B2C(
B2B2G((

B2C%

C2B2C(

B2G%
B2B2G(

M2M%

•  AdverEsing%

•  Click(through(
•  Banner(
•  LocaRon(aware(

•  Product%Placement%

•  eCommerce%

•  Social%

•  Inbound%

•  Outbound%

•  Channel%

•  Push(
•  Pull(

•  OEM%

•  Mobile%

•  On%Line%
•  On%Premise%

•  In%Hardware%
%

•  As%Hardware%
•  As%a%Service%
•  As%a%Component%



Two%sided%business%model%are%complex%

%
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“Mobile(Networks(as(a(TwoKSided(PlaHorm(K(Case(Open(Telco”(by(Yrjo(Raivio(and(Sakari(Luukkainen(in(
Journal(of(theoreRcal(and(applied(electronic(commerce(research%



Can%you%draw%your%business%model?%

" You(should(be(able(to(draw(your(business(
model(on(a(whiteboard(

" One(Friday,(give(everyone(a(blank(piece(of(
paper(and(some(crayons(

" Everyone(goes(into(a(‘corner’(and(draws(their(
business(model(
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The%Business%Model%Canvas%
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You%have%to%get%to%a%spreadsheet%

" The(spreadsheet(is(central(so(you(have(to(
build(it(yourself(

" You(need(to(show(how(you(think(your(funnel(
will(work((and(you(have(to(have(a(funnel(in(
the(model(–(your(Pirate(Metrics)(

" Build(your(Profit(&(Loss(model((
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How%to%use%the%spreadsheet%

"  Call(out(your(key(assumpRons(

"  Track(these(against(reality((every(day(if(you(can)(

"  Use(them(to(work(out(the(metrics(that(mamer(

"  Expect(to(go(through(the(spreadsheet(model(with(
investors(

"  Make(sure(you(go(through(the(spreadsheet(model(
with(your(team(
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The%Investment%Readiness%Level%

The(Investment(Readiness(Level(by(Steve(Blank(
(
Based(on(NASA’s(work(on(judging(when(a(new(
technology(is(ready(for(adopRon(
(
Tests(the(hypotheses(in(your(business(model(
canvas(
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The%‘thermometer’%
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The(Investment(Readiness(Level(by(Steve(Blank(



Searching%for%a%scalable%business%model%

" What(is(the(longKterm(value(of(your(
customers?((LTV)(

" What(are(your(Customer(AcquisiRon(Costs?(
(CAC)(

" LTV/CAC(must(be(>(3((preferably(>(5)(
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Technology Adoption Cycle 
(Geoffrey Moore) 

Sustaining%InnovaEons%

DisrupEve%InnovaEons%

Bowling 
Alley 

Tornado 
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Sustaining vs. Disruptive Innovation 
(Clayton Christensen) 
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Order of Events 
Common 

25 

Product( Cost( Price( Customer(
(hopefully)(

Value(
(who(knows)(

Customer( Value( Product( Price( Cost(

Compelling 
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What do we mean by value? 
Value%is%

"  For(the(customer%(
(has(nothing(to(do(with(cost(of(your(inputs(or(how(cool(you(
are)(

"  RelaRve(to(an(alternaEve(
(there(is(always(an(alternaRve(–(even(if(it(is(‘doing(nothing’)(

"  Economic((quanRfiable(in(dollars)(and(EmoEonal(
(in(some(cases(there(are(other(important(ways(to(quanRfy(
value,(like(Quality(Adjust(Life(Years(in(healthcare)(
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Economic Value Estimation (EVE)® 
(Tom Nagle) 

Price(of(Next(Best(
CompeRRve(AlternaRve(

Lower(Capital(
Investment(

+(Value(Driver(

Lower(Working(Capital(
+(Value(Driver(

Lower(OperaRng(Cost((
+(Value(Driver(

Higher(Revenue((
(+(Value(Driver(

Shortcomings(
K(Value(Driver(

Unique(Costs(
K(Value(Driver(

Differentiation Value 
You normally price  
somewhere in this range Economic Value 
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Examples%of%Value%Drivers%
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• Access(new(Market(
• Accelerate(Pipeline(
• Defeat(a(specific(compeRtor(

Increase(
Revenue(

• Eliminate(a(process(step(
• Reduce(inputs(
• SubsRtute(inputs(

Cost(
ReducRon(

• Increase(efficiency(and(avoid(an(investment((
• Extend(asset(usable(lifespan(
• Repurpose(asset(

CapEx(
ReducRon(

• Accelerate(inventory(turns(
• Reduce(inventory(
• Accelerate(collecRons((reduce(AR)(

OpEx(
ReducRon(

What%are%two%other%possible%sets%of%value%drivers%that%are%missing%here?%%



Emotional value 
(Maslow) 

2014K05K07( Copyright(©(2014(Rocket(Builders( 29(



Serve higher needs 
(Maslow) 

The(higher(
the(need(
served(the(
higher(
your(
pricing(
power.(
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Sustaining Innovation and Pricing 

31 

Most(innovaRons(are(
sustaining(
(
Value(drivers(are(well(
understood(by(customers(for(
sustaining(innovaRon(
(
Pricing(metrics(are(entrenched(
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Disruptive Innovation and Pricing 

Different%

Measures%of%

Performance%=%

New%Value%

Drivers%&%Pricing%

Metrics%
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Technology Adoption Cycle & Pricing 

Tend(Not(
to(Pay(

Tend(to(
Overpay(

Bowling 
Alley 

Tornado 

Look(for(unique(
value(drivers(for(
specific(segments(

Look(for(common(
value(drivers(

across(segments(

Innovate(for(
focused(

differenRaRon(
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What is a value metric?  
And why it matters 
 
 

The unit of use by which  
a customer gets value from your 
offer 
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Gallons of paint or square feet 
covered?  
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Marketing qualified leads or  
Sales qualified leads? 
 
 
 
 
 

MarkeRng(
AutomaRon(
(Hubspot(
Hootsuite(
Eloqua(
Marketo(etc.)(

Support
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The Pricing Metric and the Value Metric 
The pricing metric is the unit by which you set a price 
 
It is a more important choice than the actual price 
 
You are looking for a pricing metric that tracks the value metric 
 

Choice of a pricing metric is an important 
opportunity for innovation –  
it should be part of your innovation 
thinking 
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Innovation on the value-pricing metric 
The ability to instrument cloud software to 
measure use and to integrate with other 
systems opens many new possible pricing 
metrics 
 
The Internet of things makes it possible to 
extend this to the physical world 
 
We are in the golden age of pricing metric 
innovation 
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Some innovative pricing metrics 
"  Building lighting company that charges a 

percentage of energy saved over a three-year 
contract 

"  Filter company charging by a combination of 
throughput and quality of throughput 

"  Collaboration company charging per group 
instead of per user 

"  Apple, salesforce.com, Netflix, are all 
examples of companies that innovated on 
their pricing metric 

2014K05K07( Copyright(©(2014(Rocket(Builders( 39(



How much value to claim? 
Pricing Power & Pricing Strategy 

 
+ Value Drivers 

Price of Alternative 

- Value Drivers 

Skim%

Penetrate%

+%Pricing%Factors%

Brand(Strength(
Pass(Through(Pricing(
…(
(
K%Pricing%Factors%

Perceived(Risk(
Switching(Costs(
…(

Market%

Following%
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You%need%to%

" Understand(your(value((
(for(a(segment(relaRve(to(compeRtors)(

" Build(your(pricing(power(
" Pick(ONE(pricing(strategy(

!  Skim(
!  Follow(
!  Penetetrte(
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A%Note%on%‘Freemium’%

What(kind(of(freemium?(
1.  Free(trial(or(version(as(a(step(to(conversion(

(Hubspot)(
2.  Free(users(add(value(to(paying(users((LinkedIn)(
3.  TwoKsided(market(

(My(Best(Helper)(
(
(In(most(cases(you(will(have(to(have(one(or(more(of(
these(forms(of(Freemium(–(so(know(which(one(you(
are(execuRng(on.)(
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Why%metrics%ma]er%

" They(can(validate(
your(business(model(

" Give(you(the(info(to(
course(correct(

" Help(you(to(test(
hypotheses(

" Metrics(to(help(
demonstrate(value(

2014K05K07( Copyright(©(2014(Rocket(Builders( 43(



A%great%sourcebook%
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•  Well(aligned(with(the((
Lean(StartKUp(methodology(

•  Provides(detailed(process(on(
how(to(apply(and(improve(
metrics(

•  And(use(them(to(test(your(
business(model(



Avoid%vanity%metrics%

Copyright(2013,(Rocket(Builders(K(Content(
for(Use(Only(by(NRC(Program(ParRcipants(

"  Avoid(vanity(metrics(
!  Metrics(that(always(go(up(
!  Metrics(that(anyone(can(collect(for(any(business(mode(
(how(you(understand(metrics(is(part(of(your(
differenRaRon)(

" Some(vanity(metrics(
! Web(traffic(
!  Facebook(likes(
!  Retweets(
etc.(



What%metrics%

" The(metrics(that(test(your(assumpRons(
(from(your(business(model)(

"  Start(with(the(metrics(that(demonstrate(your(
differenRated(value((this(is(why(you(need(a(value(
model)(

" Then(test(your(pipeline(metrics((from(the(top(
down(–(you(have(to(get(to(conversion(metrics)(

" You(need(to(get(to(LifeRme(Value(of(a(Customer(
and(Customer(AcquisiRon(Costs(
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Pirate%Metrics%
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Copyright(David(McLure(
500hats.com(
Courtesy(of(KISS(Metrics(



LTV%and%CAC%

"  LifeRme(Value(of(a(Customer((LTV)(
=( ((Average(Selling(Price(x(Months(x(Percent(Churn)(–(

Cost(to(Serve(
" Customer(AcquisiRon(Costs((CAC)(

=( (MarkeRng(Costs(+(Sales(
(

"  Ideally(these(should(be(done(by(segment(x(offer(

"  Months(to(recover(CAC(
(Impacts(cashflow(and(determines(investment(
requirement)((

(
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Financial%Metrics%sEll%ma]er%

" Revenue(
!  Scalable(&(repeatable(revenue(
!  PotenRal(to(upsell((impacts(your(LTV)(

" Cashflow(
!  How(does(your(business(model(impact(cashflow(
(Why(are(SaaS(models(tougher?)(

" Expenses(–(who(do(you(pay?((
!  Payroll(
!  Government((
!  Suppliers(that(can(shut(you(down(
!  Cash(burn(
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Follow%up%with%us%

" Coaching(on(
!  Business(models(
!  GoKtoKmarket(
!  Pricing(
!  Investment(strategy(

sforth@rocketbuilders.com((
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