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Lesson 5:  Business Design
INTRODUCTION
This lesson will cover elements of business design and customer development.  You will review the vision, mission, and value proposition of a venture.  The role of innovation and the elements of a business model will also be covered. The process of customer development and types of start-up markets will be examined.  Finally, competitive advantage and value creation of a business will be illustrated.

	Readings, Resources, and Assignments

	Required Textbook Readings
	Read the following:

· Online Lesson Material

	Multimedia Resources
	Read the following:
· “Test Your Business Model Against These 10 Elements”
· 
“Customer Development Model” 

	Required Assignments
	Read the following:

· Case Study Essays


CHECK PRIOR KNOWLEDGE

How much do you know already about the concepts you will cover in this lesson?  The following questions will focus your attention on the information in the lesson. Answering these questions will prepare you for the lesson instruction. You are strongly encouraged to complete this section, although you are not required to submit the responses to your instructor. 

· What is the vision, mission, and value proposition?
· Why are elements of a business model important?
· How does the type of startup market affect customer development?
· What is competitive advantage?
FOCUSING YOUR LEARNING
Official Course Competencies

· Examine and explain the customer development model and integration with the business design process.
	Lesson Objectives 

By the end of this lesson, you should be able to:

1. Explain and describe the vision, mission, and value proposition.
2. Review innovation and the elements of a business model.
3. Examine and review customer development and types of start-up markets.
4. Distinguish and illustrate competitive advantage and value creation.



INSTRUCTION 
Vision, Mission, and Value Proposition
{The} greatest need today is a light, low priced car with an up-to-date engine of ample horsepower and built of the very best material…it must be powerful enough for American roads and capable of carrying its passengers anywhere that a horse-drawn vehicle will go without the driver being afraid of ruining his car. 

                                                                                                                          -Henry Ford, 1908
This is the vision statement Henry Fordwrote in 1906 for an automobile that was affordable for everyone.  When entrepreneurs select and move forward with an opportunity, a next step is to articulate the vision.  A vision is an informed and future-oriented statement that helps identify the purpose of the venture.  The vision, in many cases, is a statement of the solution to the challenges and problems first identified in the concept summary.  The vision statement will show a direction and purpose and will not change over time.  It is the high-level summary of why customers will pay for the solution developed by the team.

A vision statement should have four characteristics:
· Clarity – the vision  is easily understood.
· Consistency – the vision will be constant over time, not changing for daily challenges. 

· Unique – the vision articulates what is special to the venture and the opportunity.
· Purposeful – the vision denotes a reason for the firm to exist .
	For Example

Merck, the drug company, has a vision to gain victory against disease and help mankind.  Hewlett Packard’s vision includes respect for individuals and dedication to innovation.  




After the vision, the venture creates its  mission statement.  While vision is a high-level picture of an imaginative future, the mission is a more practical statement of the actions and intentions to implement the vision.  The mission statement can align the venture team and its allies to the purpose, values, products, and customers of the opportunity.  The vision statement will typically be one sentence.  The mission will be typically 100 words or so, one or two short paragraphs.  


	For Example

As an example, review the mission statement of Intel Corporation.



Possible components of a mission statement include
· core values,
· customers and stakeholders,
· products,
· competitive advantage,
· values provided to the market or customer, and
· markets or industry.
Most mission statements will only include some of the components.  The Intel example primarily focuses on customers.  

The vision and mission statement help define the value proposition.  The value proposition describes the customer and the values offered.  From the point-of-view of the customer it answers this question, “What’s in it for me (the customer) to buy this product from this company?”  Many entrepreneurial ventures have failed because they did not understand their potential customers and the value that needed to be delivered to the customer.  Value is the usefulness, utility, worth, or importance of the product to the customer and why they will pay for it.  The product or venture has value when it meets the needs or solves the problems of the customer.

Five values can generally be offered to a customer:

1. Product – performance, features, brand, selection, quality, safe, easy to search and use

2. Price – visible, fair consistent, reasonable

3. Access – easy to find, convenient, location, nearby, timely

4. Service – delivery, ordering, returns, check-out

5. Experience – ambiance, fun, intimacy, emotional, community, respect, relationships

Most ventures will focus on one value to dominate the proposition offered to the customer.  A second value will be used to help differentiate the venture, and the other three values will generally meet the standards of the industry.  Technology-based products tend to focus on performance and functionality (features).  

The dominant value offering of Walmart is price, which is the primary focus of all its advertising.  Walmart then differentiates itself on product selection and quality.  In contrast, Target, a competitor of Walmart, focuses on product first and then differentiates by price.  Amazon primarily differentiates its service by offering convenient  access and having an easy way to navigate the Web site for its thousands of products with the convenience of ordering, delivery, and purchase.

Some ventures have the luxury not of not  worrying about price.  Apple and Harley Davidson both sell products with relatively high prices, and both focus on experience as the dominant value proposition.  Apple uses its retail stores as a recreational experience for customers, who can learn to do interesting things with Apple products while shopping.  This creates service as a differentiating factor.  Harley focuses on experience by positioning its products as a lifestyle choice that creates respect and community.

Many ventures create a shorthand or tagline version of their value proposition as a USP, the unique selling proposition.  The USP often explains key benefits of the venture and becomes part of the branding the product.  The USP for Federal Express is “Absolutely,Positively Overnight.”  Walmart uses, “always lower prices.”  The USP can also be part of the elevator pitch presentation discussed in Lesson 4. 

Innovation and Business Model 

The value proposition of a business is the value elements it chooses to focus on to differentiate itself.  The next step is the process of business design, to determine the means of delivering that value to customers and earning a sufficient return from that activity.  Business design helps the venture decide what it will do and will not do, and how the venture will provide value.  Three key questions should be answered in the business design:

· Who is the customer?

· How are customer needs satisfied?

· How are profits captured and protected?

The process has gone from the high-level vision and mission, to the more specific who and how of the venture.  Since resources are limited, the venture must narrow its focus to specific customers who will pay for the solution opportunity offered by the firm.  Completion of the business design process creates a business model.  The business model is a set of assumptions about creating value for stakeholders of the company. For technology ventures, this  connects the technology to revenue and profitability.  Various elements are considered to be important in a business.  Read “8 Key Elements of a Business Model.”  While these approaches differ, all approaches answer questions about who the venture’s customers are, how they profit, and  the value of the proposition.
While the vision and mission statements are noble, future oriented, and generally unchanging, entrepreneurs must be more flexible and innovative about the business model.  For new ventures, if a specific model is not attracting customers or investors, then the entrepreneurial team may adjust plans to reflect reality. Evolving customer priorities may also require business model changes. As customers change, industry and social context will change; ventures will have to throw out old models and create new ones. The global economic recession of 2007‒2010 forced many industries to adapt to new customer priorities due to by lower incomes and austerity. 

Technological innovation will also force innovation in business models. Changes in technology make changes in markets; ventures must be dynamic to respond.  For many years, Hewlett-Packard was a manufacturer of computer chips and personal computers.  With changing market dynamics and the entry of lower-cost competitors, HP shifted its model to become the dominant provider of computer printers.  The adoption of the personal computer as essentially a household appliance and widely available high-speed Internet have created opportunities for many new business models.  Netflix has been profitable by offering a broad array of low-demand movies due to changing  the access value in its business model from traditional, expensive retail stores with limited inventory (Blockbuster), to DVDs by mail and streaming downloads.  Monster.com has a value proposition of accessibility using the Internet to list thousands of jobs all over the U.S.

Customer Development and Types of Start-up Markets

Some start-ups, especially new technology ventures, tend to spend lots of time and money on product development, but very little on customer development.  Customer development is a process or method for discovering markets, identifying and locating first customers, validating assumptions about the value proposition, and then building the business.  Many technology ventures tend to have a build it and they will come approach to product development.  They spend large sums of money on branding and infrastructure without knowing that customers will respond.  This was especially true of entrepreneurial ventures in the dot-com bust.  Read “Learn From These 3 (Real Life) Business Disasters” for examples of start- up failures.
The four steps of the customer development method are:
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1. Customer Discovery ' 2. Customer Validation ' 3. Customer Creation ' 4. Company Building




1. Customer Discovery – the process of discovering customer problems, needs, and what is really important to them.  This is generally accomplished by going out to potential customers and asking if the problem the venture believes it is solving is the issue that is important to them.  Who is really the customer?
2. Customer Validation – the process of building a sales playbook that can be followed and repeated.  Validation is when early customers  pay for the product and use it. The venture has found a valid market when customers will give up money for the product.  The first two steps, customer discovery and validation, confirm the business model.  


The first two steps are iterative; if you can’t validate with paying customers, then go back to discovery to research what customers want and will buy.

3. Customer Creation – the process of finding a repeatable sales roadmap with repeatable customers in the first two steps, then  building on initial success to create end-user demand and drive demand to the company’s sales channels.  Creation will vary with the type of start-up market (see next section).  The advantage of this process is that heavy marketing and branding expenses occur in this step, after the company has validated customers buying the product.  
4. Company Building – the process of transforming from informal earning and discovery to a more formal sales and marketing structure to exploit early success.  However, as the venture expands product offerings or goes to new markets, the entire process should be used.

The entire four-step process is iterative. At each step there should be learning, discovery, and validation.  This is part of the “act-learn-fix” cycle in opportunity evaluation.  

The major advantage of this process is the low cost.  Heavy spending and cash burn are not taken on until after the venture has proven its business model with paying customers.  This approach is also more acceptable to investors, as the company shows validation before investors take on more risk.  

A common error of entrepreneurial ventures is to treat all start-up situations the same way (i.e. what works in one should work in all).  This is an incorrect assumption.  As noted in the section on customer creation, the creation of customers will vary with type of start-up market.  Ventures must change their strategy and tactics depending on the market.  Before any sales or marketing begins, the venture must determine what type of start-up market they are attempting to enter.

There are four common types of start-up markets, including start-ups that are 
1. entering a new product in an existing market,
2. resegmenting an existing market as a low-cost entrant,
3. resegmenting an existing market as a niche player, and
4. creating an entirely new market.
A new product in an existing market is back to the “better-faster-cheaper” paradigm of opportunity evaluations.  The venture team believes they can offer a new product with a higher level of performance than what is currently offered. Higher performance indicates a product that is faster, does something better, or improves on what is already out there.  The good news is that the market is already known to both customers and competitors.  Customers understand the product category and do not require education.  Competitors define the market which is about products and product features.  Look at the fast-food restaurant market.  It is very large, with each segment (hamburger, pizza, etc.), having well-established competitors.  Yet, new ventures are constantly trying to break in with some type of performance claim.  Rally’s tried breaking into the fast food hamburger market with restaurants having double drive-thru lanes and no sit-down service areas.  Rally’s claimed this sped up food preparation and delivery; customers would not have wait as long for their food, as noted on the Web site.  To a large extent, smartphones have reached market maturity.  Both Samsung (Galaxy 2-3-4) and Apple (iPhone 3-4-5) are bringing products to market with claims of marginally better speed, thinness, or battery life.  However, these features may be mostly derivative with the real groundbreaking new products  long past.  

Start-ups can attempt to resegment an existing market with a new product or service.  Resegmentation can be one of two types, low cost strategy or niche strategy.  Low cost segmentation is looking in existing markets for enough customers at the low end (price) who want “good enough” performance or features at a lower price.  This customer base does not need or will not pay for the latest feature-loaded products.  Cell and smartphones also illustrate this market.  While the large national cell service providers (ATT, Verizon), want to offer the absolute latest models of phones with accompanying higher prices, regional carriers (Cricket, Virgin) offer moderately priced phones and service plans.  The introduction of prepaid plans by several carriers was another type of low-cost segmentation strategy.

Niche resegmentation is when the venture looks at an existing market and evaluates if some part of that market would buy a new product designed to address their specific needs.  Niche resegmentation attempts to convince users that some feature or characteristic of a new product is radical enough to change the rules and reframe how people think about products in that existing market.  Unlike the low cost strategy, niche ventures will go after the heart of an existing market’s profitable core.  Niche has the advantage in that customers already know the market and industry, and do not require a significant reeducation.  This type of market can be challenging to enter, as entrenched competitors will vigorously defend their profitable markets. For example, think back to the fast food industry example.  McDonald’s and Burger King are the two largest companies in the hamburger fast food segment according to “Top 50 Breakdown by Market Segments.”  Yet, by the early 2000s both had strayed from the core of the market with many additional non-burger menu items, some of which were not very good.  In-n-Out Burger was able to deploy a niche resegmentation strategy by going to the core of the market segment and offering only three items: burgers, fries, and shakes that are all high quality and great tasting. 

The final type of start-up market is a new product in a new market. A new market is when the venture creates a large number of customers able to do something they could not do before; a new product lowers costs or offers innovative performance not previously available.  Such innovative performance can be convenience, access, or  problem solving in a new way.  When Intuit brought out Quicken, it offered people a way to manage finances on a computer and created the home accounting market.  This type of start-up has both high rewards and high risks.  The reward is creating the market, having large market share, and your company being associated with the new market.  The risk is that your market and product are unknown and undefined; your potential customers must be educated to adopt your product since they have no previous experience.  When Federal Express first started, much of its initial advertising told customers, especially businesses, why they should pay a premium for overnight delivery, instead of using postal mail. 

Competitive Advantage and Value Creation 

Competitive advantage is the unique elements of an entrepreneurial venture that give it a favorable, or sometimes superior, position relative to its competitors.  Ventures strive to have sustainable competitive advantage that may be maintained over a period of years.  Firms with sustainable advantage will generally have higher market value and a premium in their financial performance.  Competitive advantage depends directly on  core competencies, assets, and the organization’s ability to execute its value proposition.

A key factor in competitive advantage is differentiation: offering something of value to customers that competitors may not.  Differentiation can be in the product, service, sales, or delivery.  The differentiation factor should be something that cannot be duplicated by the competition.  Even businesses offering some type of commodity product can create and provide  differentiation.  The product sold by Harley Davidson (motorcycles) can be duplicated by competitors.  To differentiate, Harley has focused its advertising on  history and heritage, the fact that it is an American manufactured product, and the lifestyle desired by its buyers.  

Possible sources of competitive advantage may be efficiency and low costs in productions or operations such as Walmart.  Product innovation is provided by companies such as Intel.  Customization and service is provided by companies such as Dell.  Quality and reliability are found in products built by  Mercedes or Hewlett-Packard.  Of particular importance to technology ventures is competitive advantage through intellectual property.  Patents, trademarks, and trade secrets create barriers to the entry of other competitors, giving technology firms an exclusive market and ability to create value for their customers.  Pharmaceutical firms like Merck and semiconductor firms such as Intel have significant value in their patented products that force competitors to research and attempt other alternatives.  

One final source of competitive advantage and value creation for customers is adding the element of emotion.  Emotion increases both the customers’ commitment to the firm and value of the firm to customer.  Apple has created an emotional commitment  by fostering an image of Mac and iPhone users as rebellious, casual, and dedicated as explained in “Dress like an Apple or a PC.”  Other groups such as Mothers Against Drunk Drivers have created an emotional connection with a vision of loss and injustice, a righting of wrongs.
SUMMARY
In this lesson, you covered the elements of business design and the process of customer development.  You reviewed the venture vision, mission statement, and value proposition.  The elements of a business model and the role of innovation were covered.  Types of start-up markets and customer development were examined.  Finally, you reviewed competitive advantage and value creation.

ASSIGNMENTS
Graded Assignments
The following is a required assignment for this lesson.
1.  Complete the Lesson 5 Case Study Essay worth 50 points each. 
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