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Module 4 o , Learning After attending this module, studying the
* Disciplined Entrepreneurship

Contents Methodology (24-steps) Objectives
Who is your customere

What you can do for your Understand, explain, and apply the 24 steps
customere

How does your customer acquire
your product?

Business Model Design Understand, explain, and follow the
Pricing, Life-time Value and Cost of
Customer Acquisition

Design and Build your Product Recognize and describe particular

suggested readings, and watching proposed

videos students should be able to:

of the Disciplined Entrepreneurship

concept.

principles of Lean Startup.

. Lean S’ror’rup opportunities, challenges, and playbooks

for Al startups.
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‘ A | Module 4: Disciplined Entrepreneurship

* Disciplined Entrepreneurship: 24 Steps to SeChon 1 . 24 Steps IntrOdUChon
a Successful Startup. Bill Aulet, Wiley

2013.
» The Lean Startup. Eric Ries, 2011.

» UX for Lean Startups. Laura Klein,
O'Reilly, 2013.
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24 steps

Leleislel Download, review, read, and
Il cecome familiar with the Disciplined

Entrepreneurship Workbook _ . ,
Worksheets: * Once you have identified an idea or

technology as the basis for your
innovation-driven business, you must
rigorously test and flesh out your proposal
through the 24 Steps.

Explore the Disciplined
Entrepreneurship Toolbox:
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Six Themes of the 24 Steps

tep 1 (Mark g

HOW DO YOU SCALE
YOUR BUSINESS?

Calculate the TAM Size
for Follow-on Markets

Develop a
Product Plan

Market Selection

WHO IS YOUR
CUSTOMER?

Market
Segmentation

Select a Beachhead
Market

Build an End User
Profile

Calculate the TAM Size for
the Beachhead Market

Profile the Persona for
the Beachhead Market

Identify Your
Next 10 Customers

WHAT CAN YOU DO
FORYOUR CUSTOMER?

Full Life Cycle
Use Case

High-Level Product
Specification

Quantify the Value
Proposition

Define
Your Core

Chart Your
Competitive Position

HOW DO YOU MAKE MONEY HOW DO YOU DESIGN &

OFF YOUR PRODUCT?

Designa
Business Model

Set Your Pricing
Framework

Calculate the Lifetime Value
(LTV) of an Acquired Customer

Calculate the Cost of

Customer Acquisition (COCA)

BUILD YOUR PRODUCT?

Identify Key
Assumptions

Test Key
Assumptions

Define the Minimum Viable
Business Product (MVBP)
Show That “The Dogs

Wil Eat the Dog Food”

Market Matrix Row High, Medium, L (worst)

1 [ Market Segment Name Carefully name the market segment 5o it appropriate captures precisely tht o poswm:
want and no more; it is okay to be general at first but you will have to N0t | our sales Force
down in time to make real progress 3. Strong Value

2 | End User This is the person who is actually using the product not buyer TZ::::;:L
champion (more on this in step 12) - it is not @ company or a general rgar | proguet
real people

3 Task What exactly is it that the end user does that you will significantly offect or | 5- Competition
to do that she could not do before? o

Benefit Whoat is the benefit that you believe the end user will get>

the end user? ;‘;::""‘::“n' . .

o CareR T e o e e Tt ror o v S R e oo R Section 1: 24 Steps Intfroduction
your perceptions on this market segment? ‘Rating for | *

7 | Lead Customers Who are the influential customers (i.e., lighthouse customers) that if they b Ranking.

[ willtake note & likely follow? ey Decding

something to force change (i.e., impending crisis)?

10 | Frequency of Buying How often do they buy new products? What is their buying cycle look like ¢ ——— -~
level?

11 | Concentration of Buyers How many different buyers are there in this market segment? Is it a monopoly?

12 | Other relevant market This allows for customization for your segment for relevant considerations such os

considerations "high employee turnover”, “very low margins/ commodity”, “high growt ndtre O Customer. ‘Overall Econor Design & Build_©)

“high virality effect (i.e., WOM -Word of Mouth”, etc.

Rai
Why are youn business

Competitive
Why you?

13 | Size of Market (# of end Estimation of the number of end users to a relevant range (10's, 100, 1 acquire yourproduct? | money at o company level? product
users) 100K's, 1M, etc) Misson: oot o s REOExp. 10 ey Assumptions:
14 | Est.value of end user (51, | A first pass estimate of the volue of each end user, 0gain t0 G relevant of | pesions: Proces to Acauire Customer: | st GBA B, Tt Key Assumions:
$10,$100, $1K, etc) magnitude so we con make some relative decisions now but then we wil | core: o
deep into this and other numbers later
15 | Competition/ alternatives | What will be you competition from the end users’ perspective? Of cours: | el et Competie Fesiionig: osse Triggers: Tracking Metics:
“do nothing option” but who else would be competitors if they analyzed | i cea
16 | Other components needed | Since most customers will only buy a full solution and not components, w
for a full solution other elements needed to construct o ful solution to achieve the benefit
These are the complementary assets that you do not currently have but
| build or acquire to give the end user a total solution. @ Value Creati it Economic: Sales E Scaling. ®f
17 | Important partners Who are the partners or distributors you will have to work with to fitintc anyoudof e ey o you sl
flow (e.g., dato must come out vendor A’s system and then be picked up | seachnead Use Case iz oset: ‘.mmma sl Channet: Prod plan for Beachhesd
vendor B's system) or business processes (e.g., the end users gets all is |
strtion charnel ) R Soes Funne Nt art
18 | Other relevant personal In many market segmentation analysis, there are additional important fi |4 short Term -1 Short Term i pro. lan beyond Beschhead:
considerations should be considered. This could be things like where the market segmei | ... . [Problem seing sovect Shovtem- o0 [P——— —
 volues motch tofounding teom, exstingknowh ‘
contacts in morket, e 10 Gustomrs: Long Term- 1 Long Term i

Long Term - COCA:

.l

[I P—

M. D. Dikaiakos

University of Cyprus

HOW DOES YOUR CUSTOMER
ACQUIRE YOUR PRODUCT?

Determine the Customer’s
Decision-Making Unit (DMU)

Map The Process to
Acquire a Paying Customer

Map the Sales Process
to Acquire a Customer

HOW DO YOU SCALE
YOUR BUSINESS?

Calculate the TAM Size
for Follow-on Markets

Develop a
Product Plan

S, Fa—a
DISCIPLINED ENTREPRENEURSHIP




Master Programs in
Artificial Intelligence for
Careers in EU
(MAI4CAREU)

DE Canvas Introduction

« Serves as synopsis of current progress in 10 major
areas that map to the 24 Steps: One-page overview

* Provides a concise visual for team feedback on
progress.

* Allows for quick assessment of the big picture.
* Helps identifying strengths and weaknesses.
* Allows for making necessary adjustments.

 Tracking progress is valuable for the long journey
through the 24 Steps.

University of Cyprus

Dikaiako 14 M.D. Dikaiakos m

The Disciplined Entrepreneurship Canvas

PRODUCT ___ REVISION

The Disciplined Entrepreneurship Canvas

DATE PRODUCT REVISION

DATE

a Raison d'Etre C itive Ad Ci o Overall Economics Design & Build o Raison d'Etre
Why are you in business? Why you? How does your customer Does your product make How do you produce the Why are you in business?
acquire your product? money? product?
Mission: Moats: DMU: Estimated R&D Expenses: Identify Key Assumptions: Mission:
Passion: Core: Process to Acquire Customer: Estimated G&A Expenses: Test Key Assumptions: Passion:
Values: Competitive Positioning: Windows of Opportunity: LTV/COCA Ratio High Enough: MVBP: Values:
Initial Assets: Possible Triggers: Tracking Metrics: Initial Assets:
Initial Idea: Initial Idea:
o Initial Market Value Creation o Product Unit Economics Sales Scaling
Who is your customer? What can you do for Can you make money? How do you sell your How do you scale your
your customer? product business?

Beachhead:

End User Profile:

TAM: Problem Being Solved: Short Term LTV: Short Term Mix: Product Plan beyond Beachhead:
Short Term COCA:
Persona: Quantified Value Proposition: Medium Term LTV: Medium Term Mix: Follow-on TAM:

First 10 Customers:

Use Case:

Product Description:

Business Model:

Estimated Pricing:

Medium Term COCA:
Long Term LTV:
Long Term COCA:

Preferred Sales Channel:

Sales Funnel:

Long Term Mix:

Product Plan for Beachhead:

Next Market:

15

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus

16 Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus




The Disciplined Entrepreneurship Canvas

PRODUCT

REVISION

DATE

@ Initial Market
Who is your customer?

Beachhead:

End User Profile:
TAM:

Persona:

First 10 Customers:

17

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus

]
The Disciplined Entrepreneurship Canvas
PRODUCT REVISION DATE
r e

O fompetive dvantas
Moats:
Core:
Competitive Positioning:

Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus H

19

The Disciplined Entrepreneurship Canvas

PRODUCT

REVISION DATE

Use Case:

Value Creation
What can you do for
your customer?

Product Description:
Problem Being Solved:

Quantified Value Proposition:

18

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus

The Disciplined Entrepreneurship Canvas

PRODUCT

REVISION DATE

Customer Acquisition
How does your customer
acquire your product?

DMU:
Process to Acquire Customer:
Windows of Opportunity:

Possible Triggers:

20

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus




The Disciplined Entrepreneurship Canvas

PRODUCT

REVISION DATE

Product Unit Economics
Can you make money?

Business Model:
Estimated Pricing:

Short Term LTV:
Short Term COCA:
Medium Term LTV:
Medium Term COCA:
Long Term LTV:
Long Term COCA:

21

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus

The Disciplined Entrepreneurship Canvas

PRODUCT

REVISION DATE

o Overall Economics
Does your product make
money?

Estimated R&D Expenses:
Estimated G&A Expenses:

LTV/COCA Ratio High Enough:

Preferred Sales Channel

Sales Funnel

Short Term Mix

Medium Term Mix:

Long Term Mix

23

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus

The Disciplined Entrepreneurship Canvas

PRODUCT REVISION DATE

Sales
How do you sell your
product

Preferred Sales Channel:
Sales Funnel:

Short Term Mix:

Medium Term Mix:

Long Term Mix:

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus

2 2]
The Disciplined Entrepreneurship Canvas
PRODUCT REVISION DATE
Overall Economics o Design & Build
s your product make How do you produce the
noney? product?
Estimated R&D Expenses: Identify Key Assumptions:
Estimated G&A Expenses: Test Key Assumptions:
LTV/COCA Ratio High Enough: MVBP:
Tracking Metrics:
Preferred Sales Channel
" sales Funnel
Short Term Mix
Medium Term Mix
Long Term Mix
I L
24 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus [




The Disciplined Entrepreneurship Canvas

PRODUCT

REVISION DATE

Overall Economics
mor
Estimated R&D Expenses

Estimated G&A Expenses

LTV/COCA Ratio High Enough

Sales

Preferred Sales Channel

Sales Funnel

Short Term Mix

Medium Term Mix:

Long Term Mix

Scaling
How do you scale your
business?

Product Plan for Beachhead:
Next Market:
Product Plan beyond Beachhead:

Follow-on TAM:

25 Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus m

The Disciplined Entrepreneurship Canvas

Mission: Help more startups around the world to
become successful, and improve lives, fix
unemployment, and grow economies. Help more
people to invest in startups in a smart way.

Founder passions: Startups and innovation,
teaching, interacting with smart people.

Values: transparent, competitive, fai play.
Initial Assets: Team (Marius & Viad),
‘connections (Bill Aulet, MIT, accelerators),

curent users (5,000+ for current product).

Initial Idea: Online too! o help startups.
accelerate and get funded.

Moats: Network effect (both startups/
accelerators use ).

Core: We match the best startups with the best
accelerators/investors, and help them work
smarter together.

Competitive Positioning: 8etter productivity than
AngelList, F6S. Focused on process more than
Visible, FounderSuite, Gust.

Dacision Making Unit:
A. Founders & Chief Product Officers
8. Sponsor: CIO/CTO or Managing Director of
accelerator. Decision: managing team.

Decision Making Process
A. Start tial, share with team, add data, discuss
with team before trial expiration

B. Analyze features & cost for tools, contact
suppliers, negotiate & sign (4-6 o)

tor, prepare for fundraising
new fund (twice per year) or

Possible Triggers:
B.Discounts, sales rep meetings or events

EstR&D Exp: $50,000
Est GEA Exp: $24,000

LTV/COCA Ratio: 201 / 71

PRODUCT: DE Toolbox REVISION: 1.0 DATE: October 20,2016
o Raison d'Etre Competiti d g C o Overall Economics o Design & Build
Why are you in business? Why you? How does your customer Does your product make How do you produce the
acquire your product? money? product?

Key Assumptions:
1. Startups willuse the tool recurrently

2. Accelerators need a better tool to source
startups (than F6S/AngelList/Google Forms) and
manage the acceleration process (than Google
Docs/Slack/Email)

Assumption Tests:

1. Simplify tool (not inear, iterative/depth)

2. Try selling a prototype/slideware.

MVBP:

 product with subscription
ntation/prototype for accelerator

Tracking Metrics:
1. Retention for startups

2. Number of paying startups

3. Number of paying accelerators

e Initial Market
Who is your customer?

Beachhead Market:

ho want to improve
to fundraise.

Silicon Valley who want
s and outcomes.

their startup’s chan
B. Accelerators
to improve their pro

End User Profile:
A. Tech founders outside major US startup hubs
with an idea o product but no revenue.

8. Smaller accelerators who have trouble getting
good deals and accelerating them properly.

TAM: 1M tech founders outside US ($100M).
5,000 smaller accelerators ($30M).

Persona: TBD

10 Customers: MVP Academy (RO), NUMA (FR),
MITEF Poland (PL), IncubatecUFRO (CL), UDD
Ventures (CL), Magical Startups (CL), Eleven
(BG), HUStart (IL), MadelnJLM (L),

Value Creation
What can you do for
your customer?

Use Case:
A. Learn about the biz side of your startup, apply
it using a vetted process (DE24) & online tools.
B Recruit better startups, engage more mentors,
accelerate startups faster, get them funded.

Product Description: Process & toolbox for
founders & accelerators~marketplace.

Problem:
A. Founders lack guidance and tools to help
them be more disciplined on the business side.
B. Accelerators'“spray and pray” strategy does
not yield too many successful startups.

Quantified Value Proposition
A. Move faster. Get funded faster

B Get better deals. Get better follow-on
investments for startups.

o Product Unit Economics
Can you make money?

for both

Sales
How do you sell your
product

startups & accelerators.
Pricing: $15/mo per startup.

Short term LTV: $200 / §15,000
Short term COCA: $10/ $2,000

Medium term LTV: §250 / $25,000
Medium term COCA: §7/ 1,750

Long term LTV: $275 / §32,000
Long term COCA: §5 / $1.500

A Website
B. Direct sales

Sales Funnel:
A Search online—Read features

gotiate —Si

‘Short Term Mix: Email newsletter, event
presentations, inbound, direct sales.

Medium/Long Term Mix: Event presentations,
inbound, direct sales

Scaling
How do you scale your
business?
Product Plan for BHM: 777
Next Market: Universities, Angel groups
Product plan beyond BHM: Marketplace

Follow-on TAM: 100,000 angels ($16).

27 Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus
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DE24 Steps to DE Canvas Map
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«Section 1, Raison d'Etre: Step 0

«Section 2, Initial Market: Steps 1, 2, 3, 4,5, and 9
Section 3, Value Creation: Steps 6, 7, and 8
«Section 4, Competitive Advantage: Steps 10 and 11

Section 5, Customer Acquisition: Step 12, 13, and Windows of
Opportunity/Triggers Section 6, Product Unit Economics: Steps 15,
16,17, and 19

*Section 7, Sales: Step 18

« Section 8, Overall Economics: Step 19 (parts)
«Section 9, Design and Build: Steps 20, 21, 22, and 23
Section 10, Scaling: Steps 14 and 24

26
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Module 4: Disciplined Entrepreneurship

Section 2: Who is Your Customer?




Section 2 * DE Step 1: Market Segmentation N=telellgle . Chapters 2, 3, 4,

- Talking to Customers List 5. Disciplined
Enfrepreneurship, Bill Aulet,
Wiley, 2013.

Contents

* DE Step 2: Select Beachhead
Market

* How to calculate your total
addressable market and
make a great TAM slide for
investors. by David Skok

» hitps://
www.forentrepreneurs.com/
calculating-tam/

 DE Step 3: Build End-User Profile

» DE Step 4: Total Addressabe Market
(TAM) size of Beachhead Market

* DE Step 5: Persona of the
Beachhead Market

« DE Step 9 : Identify Your Next 10
Customers

Section 2a: Who is Your Customer? Step 1: Market Segmentation

Step 1: Market Segmentation Define your Customer




Market segmentation

P @G

THE SINGLE NECESSARY

AND SUFFICIENT
CONDITION FOR A
B NESS 2
Seeing the world Seeing the world BUSINESS
through Vs, through
the eyes of the the perspective
customer of the company

For success in entrepreneurship, there are some glasses that
are better than others to view the situation.

Key condition

*The day someone pays you money for

your product or service, you have a
A PM"@ business, and not a day before.
*You cannot define a business as a

@UST@MR! product, because if nobody buys your

product, you simply do not have a
business.

*The marketplace is the final arbiter of
success.

M. D. Dikaiakos M. D. Dikaic B




Is it enough?

* A paying customer does not mean you have a good business.
In order to have a good, sustainable business, you will need to gain:
*senough customers
*paying enough money
«within a relafively short period of fime
so you do not run out of capital, but instead, become profitable.

* As a startup, you have few resources, so every action you take must
be hyper-efficient.

*Therefore, you will not start by building a product or hiring
developers or recruiting salespeople.

*Instead, you will take a customer-driven approach by finding an
unmet need and building your business around if.

University of Cyprus

To create a company in a
newly defined market space,

you must focus on

a “target customer”

A new market

« Creating an innovative product where no
market currently exists is essential to the
success of a startup.

« By creating a new market, you will have a
very high, if not dominant, market share that
you can use as a basis for future expansion.

«Being a "me-too” company in an existing
market is a more difficult proposition given
your limited resources.

University of Cyprus

WHAT IS A TARGET CUSTOMER?



Target customer * Pitfalls

* A target customer is: a group of potential * Wanting to sell to everyone: you, a
customers who share many fledgling startup with little to no resources,
characteristics and who would all have can make products that fit the needs of
similar reasons to buy a particular 1 anyone you run Across.
product. L

* The China Syndrome: choose a huge

« You must focus on identifying and existing market, get a fraction of the
understanding customers through primary market share, and reap the rewards.
market research.

University of Cyprus

m University of Cyprus m

Masf grams in
Artificial Intelligence for

China syndrome e

«|If you could get even a tenth of a percent of
the toothbrush market in China (population 1.3

billion), wouldn't you make a lot of money< Take your resources and apply

them to a narrow, carefully
defined new market that you
can dominate.

*Big companies with lots of resources can
afford to work hard to gain incremental
market share, but entrepreneurs don't have
the luxury of resources. ‘
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What is a “customer”?

* An entity that pays for, acquires, and uses your
product:

» a household,
» organization, or
» individual
* Within the broad definition of a customer, there is:
» the end user, who ultimately uses your product, and

» the economic buyer, who makes the final decision about
whether to acquire the product.

» The end user and economic buyer can be the same person,
depending on the situation.

University of Cyprus
M. D. Dikaiakos ’

Complex paying customers

« Two-sided or multi-sided markets: you need

multiple target customers for your business to
exist.

« If you have a multi-sided market, you will

complete each step once for each side of the
market.

« But you will likely find through your primary
market research that one side of the market is
more critical to win for your business to
succeed.

. University of Cyprus
M. D. Dikaiako

Master Programs in
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Careers in EU

Complex paying customers

There are cases in which the “customer” definition gets more
complicated:

« The first is when your business model calls for both primary
customers (end users) and secondary customers (economic
buyers) in order to make money.

« Often, these businesses are structured so that the primary customer
is charged at below cost, or gets a product for free, and a third

party pays for access to the primary customer and/or the primary
customer’s information.

« Forinstance, Google's search engine is free to use, but Google
~ sells advertisements on search results pages to make money.

« Google's ability o provide advertisers with keyword-targeted ad
placement and demographic information about search users
further enhances Google's value proposition to advertisers.

University of Cyprus
M. D. Dikaiako ) Y

Step 1: Market Segmentation

Three Steps:

eBrainstorm

*Narrow down to Market Opportunities
*Primary Market Research




Market Segmentation

* Brainstorm a wide array of potential
customers and markets for your business.

University of Cyprus m

Master Programs in
Adificial Intelligence for

How Should You Chose Them? “~

* Personal filter

« Technology fit filter (i.e., competitive
strength)

 Market attractiveness
« Odds of success
« Strategic value

* But not really a detailed analysis at this point

University of Cyprus

Market Segmentation

* Narrow your list down to your top 6—12

markets. -« List your fop 8 candidates
1.

® N0k~

University of Cyprus

Master Programs in
Artificial Intelligence for

Careers in EU
)

Considerations in Narrowing the Field

Can you deliver a Is there
whole product?

oooooooo

University of Cyprus




Market Segmentation Expected

result

Industy | Entertainment |  Indostrial ‘Medical Surgical ‘Micto Geophysical l ‘Non Visual
Design | Visualization | Simulation | ~Sweery . | Viswalizaton | CHL

End User « Animator

Application | + Sculpt

+ Animation
« Paint
Benefits « Easeofuse |+ Reduce cycle Reduce
« Reduce cycle |« errors
Increase
yields
Lead « Disney BHP
Customers | + ILM ore wMC/
« Dreamworks | « Rollerblade

Market « Early adopt ream Late main.
Charact High-priced + HighPriced | « Oligopoly |
i talent talent

High growth

« Gather primary market research on your

Partnery Al FTC GE Smih & Landmark |+ IBM PIC <Seasc®
O —_ ' I I O r e S Pl SoftImage | » Alias Siemens Neph « Fractl « Apple « Solid Works | + Division
M + Discrete « Imageware | « Picker « Heartport Graphics | « SUN + Coryphacus
Log + Ethicon HP
« US Surgical Microsot | |
Size of 0,000 X00,000 X000 X0,000 X000 X000 X000000 | X00000 | X000
Market
Competitio Watcom None yet 1 None yet Immersion None yet None yet None yel
Platorm | - SGI -Gl ~sal ? None ~sal Windows | SUN, HF
Windows | + SUN + SUN SUN
Needs CNURBS |+ NURBS |« Voxels T6DOF 3Finger | « Voxdls ~Windows UF | + NURBS
« Stylus + Stylus « Stylus + Cusiom saling « Stylus « P30 « VRML
« Dynamics «VRML devices  Dynamics

University of Cyprus
M. D. Dikaiakos ; H

Step1A: Brainstorm

Step TA: Brainstorm « Start by identifying potential industries for

e Start by brainstorming a wide array of market youridea.

opportunities (even the “crazy ideas”). * Then, list who might benefit in each industry

 Talk about your idea or technology with from your idea.

potential customers to get you clear and « Focus on end users, not customers, because
accurate feedback for your market you will need a committed group of end
segmentation. users to have a sustainable business.

» The best scenario is when you are the potential customer . .
yourself and have a deep understanding of the problem ¢ Iden’rlfy the different tasks your end user

you are trying to solve. performs.

University of Cyprus

University of Cyprus
M. D. Dikaiako yOL B M. D. Dikaic ]



Step1A: Brainstorm (cid) Step1A: Brainstorm (cid)

«If you have an idea, you may think you already have *For instance, if you are expressing your idea as "l want to create

a soecific market and a specific aoplication in mind an online social network for high school teachers and parents to
P P PP : communicate about their children’s progress in school,” you

Are your perceptions correct? may !ock yoursglf into a path that does not produce a
sustainable business.
* Likely, your defined market is not specific enough, «Start instead with “l want to improve education with
technology.”

* but you may also find that the market you have in

. . . . i i ?
mind is not a good match for your idea, Then ask yourself why you are passionate about that idea?

) «If technology is your primary passion, you probably want to
« or that other markets are better for starting a consider a wider range of industries than just education.

business. «If your passion is education, you can simply segment the

education industry, but be open to other solutions besides one

Be open-minded and creative. involving a high degree of technology.

University of Cyprus

Mission: Improve education with

tech

example *Who is your end usere

» Teachers, administrators, parents,
studentse

«Each category can be further
subdivided.

* Are you focusing on end users
in universities or in grade
school?

» What different types of schools are
these end users associated with?¢

» Which countries and regions do
the end users work and live in?

Step1A: Brainstorm (ctd)

Brainstorming

«If you have a new technology, you probably
can think of a large number of industries that
could benefit from your product.

* While you may have domain expertise in a
certain field, that field may not have any
good applications for your technology, so
be open to different industries.

 Later on, you will filter your ideas to take your
passions into account.

University of Cyprus
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Brainstorming

example

* |[dentify the different tasks your end user
performs.

* You may find enough similarities
between certain subcategories that you
can group them, depending on what
your idea is, but you will find that out
during your primary market research.

* Do not start combining categories
without knowing more about your
customer.

» A useful question to ask is: why the
consumer would purchase a product in
a particular industry segment?

» For the education segmentation above, why
would a parent purchase a product that
improves education?

When you segment out your
market, you will find there are a
lot of segments, and that
seemingly broad categories
have a lot of important
differences.

Segment first, and then

determine whether any
categories are common
enough to merge.

M. D. Dikaiakos
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Step1A: Brainstorm

* Be broad and expansive when segmenting
end users for your new product.

» You are brainstorming now; later, you will
narrow the list as you start to analyze each
segment.

* Brainstorming result:

You have identified numerous potential end
users and applications for your idea or
technology.

University of Cyprus
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Step 1B: Narrow

» Your next task is to list the top 6—12 particularly
interesting market opportunities

* A market opportunity consists of:
« a specific end user and
« one or a handful of applications.

* As you do primary market research (PMR), the

specific application you have in mind may not
be one the end user is looking for, so it is better

to focus on end users for now.

EU
(MAI4CAREU)

« Start by asking these questions at an industry level:
*Is the target customer well-funded?

*Is the target customer readily accessible to your sales
force?

* Does the target customer have a compelling reason to
buy?

« Can you today, with the help of partners, deliver a
whole product?

*Is there enfrenched competition that could block you?

University of Cyprus
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HOW TO IDENTIFY MARKET
OPPORTUNITIES?2
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How to identify market opporiunitiééa‘:?"

*Is the target customer well-funded?

» If the customer does not have money, the market is not attractive
because it will not be sustainable and provide positive cash flow for the
new venture to grow.

*Is the target customer readily accessible to your sales force?

» Your product will go through iterations of improvement very rapidly, and
direct customer feedback is an essential part of that process.

» Since your product is substantially new and never seen before (and
potentially disruptive), third parties may not know how to be effective at
creating demand for your product.

* Does the target customer have a compelling reason to buy?
» Would the customer buy your product instead of another similar solution?

» Or, is the customer happy with whatever solution is already being used?

University of Cyprus
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How to identify market opportunities?

« Can you today, with the help of partners, deliver a whole product?

» No one wants to buy a new alfernator and install it in their car, even if the
alternator is much better than what they currently have.

» They want to buy a car. That is, they want to buy a whole functional solution,
not assemble one themselves.

» You will likely need to work with other vendors to deliver a solution that
incorporates your product, which means that you will need to convince other
manufacturers and distributors that your product is worth integrating into their
workflows.

«Is there entrenched competition that could block you?

» How strong are those competitors, from the customer’s viewpoint (not your
viewpoint or from a technical standpoint)?

» Can the competition block you from starting a business relationship with a
customer?

» And how do you stand out from what your customer perceives as alternatives?

University of Cyprus
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How to identify market opportunities?*

After asking these questions at an industry level:

« Consider what the answers would be for the end user of
your product.

» Within an industry, if you have segmented your potential
end users by branching out into many categories, ask
the questions at each branching level.

* Your limiting factor is fime—you will research each of
these markets in depth, and you do not have time to
consider an unlimited number of options.

» Six to twelve market opportunities is more than sufficient—with a
realistic number being much closer to six than

University of Cyprus
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How to identify market opportunities?“*

« If you win this segment, can you leverage it to enter
additional segments?

» If you dominate this market opportunity, are there adjacent
opportunities where you can sell your product with only slight
modifications to your product or your sales strategy?

» Or will you have to radically revise your product or sales strategy
in order to take advantage of additional market opportunities
and have a hard time scaling your business.

*Is the market consistent with the values, passions, and goals of
the founding team?@

» You want to make sure that the founders’ personal goals do not
take a back seat to the other criteria presented here.

University of Cyprus
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Remember that on many occasions, your
primary competition will be:

the customer doing nothing!

M. D. Dikaiakos
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Step 1C: Primary Market Research

- Primary Market Research: talking directly with customers and observing
customers.

« This will help you get a better sense of which market opportunity is
best.

« If there is already a market research report out there with all the
information you need, it is probably too late for your new venture.

« You will gather the vast maijority of your information from direct
interaction with real potential customers about their situations, pain
points, opportunities, and market information.

» While you should find out what you can about customers and markets
before you talk to potential customers, it is impossible to overstate the
importance of doing direct customer research!

« Any other sources of information and knowledge are frequently superficial
and likely of minimal value.

University of Cyprus
M. D. Dikaiakos ’

ereisell Read the following articles:

ACUEUE - How to Conduct a Market Research
Survey for Your Startup Idea? by Nick
Freiling, Startup Grind

» hitps://medium.com/startup-grind/how-to-
conduct-a-market-research-survey-for-your-
product-idea-d048dc080259

* How Superhuman Built an Engine to
Find Product/Market Fit by Rahul
Vorha.

» https://firstround.com/review/how-
superhuman-built-an-engine-to-find-
product-market-fit/

Step 1C: Primary Market Research

* The goal of primary market research is to understand the
customers’ pain points, and later design a solution that
will be of great value to them.

* To do so, you will need to thoroughly understand the
underlying issues and sources of opportunity by

 speaking with customers or, even better,

« watching customers as they work (“primary
observational research”).

* You will want to talk with as many end users as possible,
but individuals who are not end users may also give you
valuable advice or may point you in the right direction.

University of Cyprus
M. D. Dikaiakos ) Y

Section 2a: Who is Your Customer?

Talking to Customers




Watch the following videos:

Video

Assignment

* How to Do Market Segmentation by Bill Aulet, MIT
Open Courseware
» https://ocw.mit.edu/courses/sloan-school-of-
management/15-390-new-enterprises-spring-2013/
video-tutorials/lecture-6/

Building Product, Talking to Users, and Growing by
Adora Cheung, Startup School, Y Combinator.
» hitp://startupclass.samaltman.com/courses/lec01/

* ldeas, Products, Teams and Execution Part Il by
Dustin Moskowvitz, Sam Altman, Y Combinator.

» hitp://startupclass.samaltman.com/courses/lec02/

* How to Get Ideas and How to Measure? by Stewart
Butterfield & Adam D'Angelo, Y Combinator.

» hitps://www.startupschool.org/videos/3

Building Product, Talking to Users, and Growing with Adora Cheung (How to Start a Startup 2014: 4)

Building Product, Talking to Users, and
Growing by Adora Cheung, Startup School,
Y Combinator.

Eric von Hippel Explains User Innovation
» hitps://www.youtube.com/watch2v=egZPMbrCV8o

M
Arfificial Inte

Goal of Primary Market Research™ Common Mistakes

« Understand the problem/opportunity — *Lack a plan/process

the REAL one « Execute process with excellence

» Not for customer to design your product «Biases
» Caveat: Eric von Hippel: User-Driven » Confirmation, selection, social acceptability,
Innovation winners, other?
«Be open to being surprised «Perceived vs. Real Value

* Believe what is said

» Go quantitative too soon

University of Cyprus University of Cyprus
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Reference EEITNG
leTedlfggl=1015] TO HUMANS

» Customer interviews TESTING .

Success starts with understanding
WITH HUMANS
)

%
Ll

» Observational research

How to use e;
more inform:

e Immersion

» User tests

GIFF CONSTABLE

with Frank Rimalovsti

« FOCcus groups

» User-driven innovation

Download for free at http://www.talkingtohumans.com/ & https://testingwithhumans.com/

» JObs tfo be done

University of Cyprus
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Primary Market ksheet I:
(Make a new copy of this for each market segment lyze)
1| Secondary Market Research Sources and Key Lessons Learned:
Reference :
Primary Market Research Worksheet Il: Execution
& (Make  new copy u snalyze)
T .
Documents c e e——
W Pt/
O by ™ = Candidat
Nome & Contact info_ | Profie Type | Why does Thirk this
3 person, plus any other info to build rapport
@
c
DISCIPLINED ENTREPRENEURSHIP e - : - -
WORKBOOK Frofle Cranges
D. 4" Targeted Profile Name: D E -
— less than 3):
- - A
£, 5™ Targeted Profile Name: Do | | Whatdidyouleam?
e b
Ul | Your General ript (| onw c
W, | What surprised you?
h along)
less than 3):
A
. | Initial Candidate List to Contact V. i ndwhyt .
Name & Contact Info Profile Type
c
Vi, | Wihich hypotheses did you seem to invalidate? How and wh Script Update:
A
T KT = 5
use their worksheets :
i, ed in thi
0.
VI._ | Headiine for this Engagement:
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Primary Market Research Tips:
15 Points of Wisdom for Better
Interviews from a Pro

 https://www.d-eship.com/
articles/primary-market-
research-tips-15-points-of-
wisdom-for-better-interviews-
from-a-pro/

Master Programs in

Arfificial Intelligence for

Key factors to collect accurate info™"

You must:
*Have a high level of intellectual curiosity.

* Be fearless about getting on the phone, in the car, or on a
plane to pursue this information.

*Have an ability to listen and get people to talk.

* Be open-minded and unbiased, and never presuppose a
solution (inquiry, not advocacy).

* Have the ability to explain what the essence of your proposed
offering might look like while also being flexible.

*Have time & patience to devote to this important step.

. University of Cyprus
M. D. Dikaiako

Master Programs in
Atificial Intelligence for

Careers in EU
MAI4CAREU)

How to talk to potential customers?

* When you talk with potential customers, encourage the
flow of ideas; don'f restrain them or try to gain a
commitment.

«If the potential customer senses you are trying to sell them
something, they will change their behavior;

» They will either say little or say things that are related to the
market opportunity you seem to be presenting them, rather
than providing you with new, innovative ideas for markets.

» As aresult, you will get less market data, and what you do get
will be biased.

* Likewise, you should not count on your customer to design
your product or tell you the answer to their problems.

5 bl University of Cyprus

o
rtificial Inf nce for

areers in
Caveats

1. You do not have “the answer” for your
potential customers and their needs.

2. Your potential customers do not have
“the answer” for you.

3. Talk with potential customers in “inquiry”
mode, not “advocacy/sales” mode.
Listen to what they have to say, and
don’'t try to get them to buy anything.

- University of Cyprus
M. D. Dikaic



Key POinTS 1. Prepare/research
for PMR

Visit their environment

2

3. Find good location

4. Write down questions
5

Recording device?¢ “only used for
reference”

6. Use opened ended questions
especially early

7. Have a progression

8. Work on important questions on
how to ask multiple ways — and do

Organize your research

M. D. Dikaiakos

Key Points 9. If questions are avoided, go back

for PMR

and rephrase
10. Re-enact key parts

11. Positive sounds - “yes”, smiles and
positive grunts

12. Positive body language

13. Do not sit with legs crossed, lean
back, etfc.

14. Don’t jump in too quick, allow
silence to bring out more. Leave
recording device on at end.

15. Bring a wing person

M. D. Dikaiakos

Organize your research

The main categories you are trying to obtain information
on for each market are:

1. End User: Who specifically would be using your
product? The end user is often your “*champion,” who
you need on board so that your product is successfully
adopted. You have narrowed down your end user
already, but as you do primary market research you
may find the category can be even further segmented.

2. Application: What would the end user be using your
product fore What is the task that would be
dramatically improved by your new venture?

University of Cyprus

M. D. Dikaiako B

3.Benefits: What is the actual value that the end user would gain from
the use of your new product?

e Is it a time savings?e
* A cost savings?
* Additional profit?
4.Lead Customers: Who are the most influential customers that others
look to for thought leadership and adoption of new technology?

» These are sometimes referred to as “lighthouse customers” because they are so
respected that when they buy, others look fo them and follow their lead,
gaining you instant credibility.

» Some people call these customers “early adopters,” but lead customers are not
technological enthusiasts. They must be respected by others as innovative and
successful customers who purchase because the product provides them with
real value and not simply bragging rights.

University of Cyprus
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Organize your research Organize your research
5. Market Characteristics: What about this market would 8. Competition: Who, if anyone, is making similar
help or hinder the adoption of new technology? products—real or perceived¢ Remember, this is from

6. Partners/Players: Which companies will you need to the customer’s perspective.

??ST?E”GIS WO”THOW? fomiﬂmfséfhis ?O;e,,gor}r’ will fie your customer need in order to get the “full solution,”
info The “L.omplementary AsSels kequired catregory that is, to get full functionality from your product?

below.
. ) . » You will likely need to bundle your product with products from
7.Size of the Market: Roughly, how many potential other manufacturers so that customers can easily buy your
customers exist if you achieve 100 percent market product and have full functionality.
enetratione
P » At the very least, you will need to identify which other products
your customer will need to buy to use your product.
5 bika University of Cyprus m 5 bl University of Cyprus B

Organize your research

* |t is easiest to organize this information in a matrix, Mjke‘“g"‘e"'"“e
End User
where:

Task

Benefit

» each potential market opportunity is a column header, and

Urgency of Need

» each category of information is a row. Example End Users
Lead Customers
*There may be other categories that are relevant to Willingness to Change
your situation. Concomion ooy
. . Other relevant market segment considerations
* Also, some of the rows in the example matrix may be sueofMa,ke.mndim,
Unnecessgry for your S”UOTIOH; Est. value of end user ($1, $10, $100, $1K, etc.)
Competition/ alternatives
* but this general format can be a good starting point Other companents needed for a full solution
. . Important partners
for yOU TO CUSTOlee OS OpprOprlOTe. Other relevant personal considerations

University of Cyprus University of Cyprus
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Case study:
Sensable
Technologies

Figure 1.2 The SensAble PHANToM.

Sé:Able

technologies

Source: Disciplined Entrepreneurship: 24 Steps to a
Successful Startup, Bill Aulet, Wiley 2013.

Dikaiakos

* Primary market research is fundamental
to your success.

* This is the only way you will collect the
invaluable information that is not
available anywhere else and you will
understand what is behind the
information.

» Once you have done this primary market
research, it may well be the most
valuable information you will have.

» Good, direct customer research is
paramount to this process; you will not
be able to simply think through the user
profile on your own.

Disciplined Enfrepreneurship: 24 Steps to a Successful Startup, Bill

Aulet, Wiley 2013. M. D. Dikaiakos

%

%_ Table I.1 The SensAble Market Segmentation Chart Potential Market OppOrTunITy

Industrial ~ Medical Surgical Micro Geophysical Non Visual
Ak r! Industry i Design isualizati i ion Surgery Visualization C.H.L. Prototyping
End User * Animator ® Stylist ® Radiologist ~ ® Med ® Surgeon * Geophysicist ® Blind Person e Engineer
® Designer  ® Surgeon Student
® Surgeon
Application * Sculpt o Sculpt ® Segmentation ® Training ~ ® Opthalm. * View * HUL * Design
* Animation ® Paint ® Navigation @ Surgical Surgery enhancement review
* Paint ® Modeling  ® Surgical planning  ® Neurosurgery ® Drill plan * Model
planning evaluation
* Diagnosis
Benefits ® Ease of use * Reduce ® Ease of use  ® Increase ® Reduce cycle ® Reduce *® Increase * Reduce
 Reduce cycle  cycle © Increase use of new ® Increase errors access, cycle
o Increase  accuracy tech. accuracy o Increase “mainstream” ® Improve
accuracy o Increase yields designs
accuracy

Lead Customers ® Disney © Toyota  ®Brigham &  ® U.of  Dr. Ohgami  ® BHP ® Certec © Volkswagen

o ILM * Ford Women’s Colorado  ® Ottawa Eye ¢ WMC/  ® U. of * Strasys
® Dreamworks @ Rollerblade ® German ® Penn CSIRO Delaware * Toyota
Cancer * BDI
Rsrch

Market ® Early adopt. @ Dislike ® Mainstream  ® Mainstream ® Early adopt ® Late main. ® Late main. * Mainstream
Characteristics ® High-priced CAD & o High-priced ® High- o High-priced  ® Oligopoly ~ ® No money  ® Pressure to
talent computers  talent priced talent * Gov't reduce
o High growth  ® High- * HMO talent * HMO sponsor prod. cycle
priced * HMO * Not computer
talent automated
Partners/ ® Alias * PTC * GE ® Smith & ® Toshiba ® Landmark  * IBM * PTC
Players ® Soft Image  ® Alias * Siemens Neph * Hitachi * Fractal * Apple * Solid
* Discrete Logic ® Imageware ® Picker  Heartport Graphics ~ ® SUN Works
® Ethicon * HP
® US Surgical © Microsoft
Size of Market 40,000 X00,000 X0,000 X0,000 X,000 X,000 X,000,000 X00,000
Competition Watcom Noneyet  None yet Immersion  None yet None yet None yet
Platform * SGI * SGI * SGI ? None * SGI * Windows * SUN, HF
* Windows * SUN * SUN * SUN
C y * NURBS * NURBS * Voxels * 6 DOF * 3 Finger * Voxels ® Windows I/F ® NURBS —
Assets o Stylus o Stylus * Stylus ® Custom scaling o Stylus * P300 * VRML
98  M.D.Dik Required * Dynamics © VRML devices  Dynamics B

Watch the following video and
write down a short critical
summary:

« How To Find Product Market
Fit by David Rusenko, Y
Combinator (2018).

» https://www.youtube.com/watch?
v=0LNQxT9LvMO

Video

Assignment




Section 2a: Who is Your Customer?2

Step 2: Select Beachhead Market

Arfificial Intelligence for

areers in
(MAI4CAREU)
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Step 2: Goals

* Analyze your top 6—-12 market
opportunities and choose one to pursue.

e Further segment that market to
determine your beachhead market.

Selecting a beachhead market is part of
the critical process of narrowing your focus
and aftention fo one critical area of
aftack.

* When people are given what appear to be multiple
paths to success, they will try to retain all the paths as
options.

*However, selecting one specific path would have
guaranteed them the most success.

*By choosing a single market to excel in, your startup can
more easily establish a strong market position, and
hopefully a state of positive cash flow, before it runs out
of resources.

*By focusing in this way, you will position yourself to most
quickly achieve the positive word of mouth (WOM) that
can be the source of success or failure for entrepreneurs.

University of Cyprus
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Son, Thatis clear
to become and I wantto do it
a great tennis player  as roi)n Tls T'ssible
ou need to pla so Twill follow
ya lot of ‘f‘ennisy this plan 6 @ Q
and beat the best tomorrow. @
on the way )
\ S ®
{ @
o
? ®

Perhaps
you should start small
and

University of Cyprus
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WHAT 1S A BEACHHEAD
MARKET?

Master Programs in
Artificial Intelligence for

Beachhead market ey

Your beachhead market is where:
e ONce you gain a dominant market share,

« you Will have the strength to attack
adjacent markets with different offerings,

 building a larger company with each new
following.

University of Cyprus
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Beachhead Gt

« If an army wants to invade enemy territory with
water access, the army may employ a beachhead
strategy:

» the army lands a force on a beach in enemy territory,
conftrolling that area as their base to land more froops
and supplies, and to attack other enemy areas.

1 P F N
e “© |

areers in
(MAI4CAREU)

» Geoffrey Moore uses the metaphor of
a bowling alley, where:

THE i
3155-”: f "”PV » the beachhead market is the lead pin

CROSSING

» dominating the beachhead market
knocks down the lead pin, which
crashes into other pins that represent:

* adjacent market opportunities or

» different applications to sell to the
customer in your beachhead market.

08 M. D. Dikaiake

University of Cyprus



Avoid analysis - paralysis

*In many cases, there are multiple paths to
success, so it is not imperative to choose the
absolute best market.

*Therefore, get started doing, rather than getting
stuck in “analysis paralysis.”

» Your goal is to start a company, not become a
professional market analyst.

» Action will produce real data that will tell you quickly if
the market will or will not be viable.

» What if the selected beachhead is not a viable markete

University of Cyprus
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““PERSON WHO CHASES TWO RABBITS CATCHES NEITHER”

272

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus

HOW SHOULD YOU CHOOSE A
BEACHHEAD?
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How to choose a beachhead?

Seven criteria:

1.Is the target customer well-funded?

2.ls the target customer readily accessible to your sales force?
3.Does the target customer have a compelling reason to buy?

4.Can you today, with the help of partners, deliver a whole
product?

5.Is there entrenched competition that could block you?

6.1f you win this segment, can you leverage it to enter
additional segments?2

7.1s the market consistent with the values, passions, and goals
of the founding feam?

University of Cyprus
M. D. Dikaiakos ’
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Beachhead Market Selection Worksheet

MMM@MEM@L@MM@L@M

1. Economically Attractive

2. Accessible to Our Sales Force

3. Strong Value Proposition

4. Complete Product
5. Competition

6. Strategic Value

7. Personal Alignment
Overall Rating

Rating for Ranking is 1 (most attractive) to 4 (least attractive) — Key Factors is Most Important Contributor to the Ranking

Key Deciding Factors

Source: DISCIPLINED ENTREPRENEURSHIP

Target Target customer Target customer’s . Canyou leverage |  Consistent with
" " N Can you deliver a Is there entrenched . N
End user customer well- | readily to reason to hol duct? tition? this segment to values, passions, Rank
funded? sales force? buy? whele procucts competitions enter others? goals of team?
. Jnive 5
4 D Dok Source: DISCIPLINED ENTREPRENEURSHIP Universiy of Cyprus - gy

Master Programs in
Artificial Intelligence for
Careers in EU

Start small

« It is better to avoid selecting the largest or very
large markets, even if they seem like the “best”
segments.

» The first market you attack will be a significant
learning experience for you, so you are better off
learning in a smaller market where you can quickly
get high exposure among the base of potential
customers.

» Choose a smaller beachhead market—for
example, if you live in a small geographic region,
start there before trying to launch in a larger region.

- University of Cyprus
M. D. Dikaic
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And then, segment further!

* As you begin to focus on your beachhead
market, you will quickly recognize that it almost
surely can be segmented into smaller markets.

* This is standard good practice. WHEHEN DO YOU STOP?

» You should not worry about being focused on too
small a market:

» You want to start in a market where you have great
ability to dominate in a relatively short time period;

» A narrow, focused market is the best way to do so.

& &

Sih

Al EU ‘x
Defartrient of Computer SAenbd

Arfifi

e °dentified possible end-users
SensAble

Is your market is targeted enough

Industrial  Medical Surgical  Micro Geophysical Non Visual
Industry i Design isualization i ion  Surgery isualization C.H.IL

Three criteria:

End User  Animator @ Sgylist e Radiologist e

* M
© Designer  » Surgeon Stu
s

d * Surgeon © Geophysicist ® Blind Person  # Engineer
dent
urgeon

. Th t ithin th ket all b imil ducts. . . .
1. Ihe customers wWithin Tne market afl bUy simiiar products  Industrial design industry complied to the

seven criteria for beachhead selection:
» Good funding

2. The customers within the market have a similar sales
cycle and expect products to provide value in similar
ways.

. . » easily accessible to sales
* Your salespeople can shift from selling to one

customer to selling to a different customer and sfill be
very effective with little or no loss of productivity.

» have compelling reason to buy
» feasibility of product delivery

3. There is “word of mouth” between customers in the S'essAble » lack of entrenched competition
market, meaning they can serve as compelling and :
high-value references for each other in making
purchases.

» ease of leveraging to additional segments,

» consistent with values and goals.

University of Cyprus
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Beachhead
market
selection

Senséhlgg

Beachhead
market
selection

=

SensAble

Figure 2.1 The toy and footwear markets were our primary focus. The next adjacent markets were I,

Further analysis showed that industrial designers
could and should be divided into three distinct
groups:

» One group handles rectangular shapes with sharp
edges, incorporating a lot of simple geometry.

» A second group handles highly stylized shapes with
smooth surfaces, best represented by mathematical
equations.

» A third group works with highly organic and sculpted
forms, often designing with clay.

«SensAble product was most appropriately suited for
free-form designing, so the third group was the
optimum market to focus on.

*The customers in this group were primarily toy and
footwear companies with extensive clay studios
and many sculpfors among their designers

Source: DISCIPLINED ENTREPRENEURSHIP

Toys
Footwear

Animation

Electronics Jewelry

Automotive
Consumer

2]

animation and jewelry, but we would need to do more research when we prepared to scale.

Source: DISCIPLINED ENTREPRENEURSHIP

Beachhead
market
selection

Case study:
nanoparticles for
the sunscreen

market

*Toy and footwear companies could be grouped
as one market, because industrial designers in
the toy and footwear industries acted so similarly
that they completely met the three conditions of
a beachhead market presented earlier:

v

Buy similar products: They both used lotfs of clay to sculpt
highly organic, 3D art shapes that were shipped to China
on a very tight schedule.

v

Have similar sales cycle: They would buy the same design
products and use them in the same way. The pressures
they faced were the same. The sales processes and value
propositions were identical.

v

“Word of mouth” exists: Further, in a very telling sign, the
designers frequently moved between toy and shoe
companies to advance their careers; they even
belonged to the same subgroup in the Industrial Design
Society of America.

Source: DISCIPLINED ENTREPRENEURSHIP

eInvention: how to synthesize more quickly nanoparticles
for medical uses.

*One particular application: nano-scale polymer coating
that binds to skin and can slowly release medication
over a 24-hour period.

*Spent weeks researching different applications for this
polymer:

*Medical applications in hospitals and outpatient
services, including freating cancer.

*Sunscreen, using the time-release feature to slowly
release sun-blocking chemicals over a long period of
fime.

*A consumer market such as sunscreen required less time
and money than medical markets, which need a
thorough FDA review.

*The consumer market would allow the team to work
closely with real customers and get a feedback loop
going so they could more efficiently develop the
technology into a product.

Source: DISCIPLINED ENTREPRENEURSHIP



Case study:

Video * What is a Beachhead

_ Market by Bill Aulet, MIT Open

Assignment Courseware

» https://ocw.mit.edu/courses/sloan-
school-of-management/15-390-
new-enterprises-spring-2013/video-
tutorials/lecture-7/

nanoparticles for

*However, the sunscreen market proved to be too large
and too diverse for the feam, which confinued to
subsegment the market through primary customer
research.

the sunscreen

market

*Eventually, they settled on one of the subsegments:
extreme athletes in their thirties who do triathlons.

*These athletes are extremely competitive with a lot of
disposable income that they spend on their fitness.

*When the team approached a number of these athletes
with their idea, they were extremely positive toward the
concept (or potential product).

*The team also realized that if these extreme athletes
bought the product, other markets would be easier to
enfer.

Source: DISCIPLINED ENTREPRENEURSHIP Source: DISCIPLINED ENTREPRENEURSHIP

Master Programs in
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s I can 9enera”y see them
e and describe them to you

but ‘H-.ey are not Y
in complefe]y

clear focus yet

Section 2a: Who is Your Customer2

Step 3: Build End-User Profile | |- ' coo /o

TS —y a1 T

DISCIPLINED ENTREPRENEURSHIP

LLLLLLL e

o Start by beginning to define your customer with a target customer profile.

Source: DISCIPLINED ENTREPRENEURSHIP ety of ors -
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Who is the “Customer” ? s

*Each customer actually consists of an end user and a decision-making unit.
*End User: The individual (a real person!) who will use your product.

» The end user is usually a member of the household or organization that purchases
your product. Very likely to been integral part of the decision-making unit but may or
may not be the most important person within it.

*Decision-Making Unit: The individual(s) who decide whether the customer
will buy your product, consisting of:

» Champion: The person who wants the customer to purchase the product; often the
end user.

» Primary Economic Buyer: The person with the authority to spend money to purchase
the product. Sometimes this is the end user.

» Influencers, Veto Power, Purchasing Department, and so on: People who have sway
or direct confrol over the decisions of the Primary Economic Buyer.

*Your focus will be on the end user, because if the end user does not want
your product, you will be unable to reach your customer.

Source: DISCIPLINED ENTREPRENEURSHIP

Master Programs in
Adtificial Intelligence for
Careers in EU

End-user profile: What?

What is ite

A description of a narrowly defined subset of
end users with similar characteristics and with
similar needs.

*As a startup, you will have to exclude many
potential customers in order to stay focused
on a key group of relatively homogenous end
users, who will provide the much-needed
initial cash flow.

End-user profile: Why?

Why is needed?

»You need to build your business based on the
customer you are serving, rather than pushing the
product or service you want to sell onto the market.

|t helps you learn about your target customer

»Trying to sell a product to a wide variety of end users
is unfocused. Your sales strategy may not be equally
effective for both 25-year-olds and 50-year-olds; your
feature sets may differ depending on the priorities of
the end user.

»Do not try to describe every end user.

University of Cyprus
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End-user profile: Beware! End-user profile characteristics ~ “*~

* Look for a user subset the same way you looked for a «What is their gender? You may not yet be able to
beachhead market.

«What is their age range? answer many of the above
. . . ) - ° questions; they also may not be
* Typically requires a lot of time, thought, and further *What is their income range? relevant fo your situation—or so
research. *What is their geographic location? you might think at this point. You

«What motivates them? will revisit many of these questions
and more with greater specificity
when you build the Persona.

* Even in your narrow beachhead, the end users are not all
alike *What do they fear most?2

*Who is their hero?

* Further focus by choosing a specific demographic of end *Where do they go for vacation? For dinner? Before work?

Users. *What newspapers do they read? Websites? What TV shows do they watch?
* As a startup, you will have to exclude many potential «What is the general reason they are buying this product2 Savingsg Image? Peer
customers in order to stay focused on a key group of pressure?
relatively homogenous end users, who will provide the «What makes them special and identifiable?
much-needed initial cash flow. «What is their story?

University of Cyprus
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End User Profile for Beachhead Market

Demographics (be sure to determine
which are relevant for your situation but
some general categories are gender, age,
income, geography, job title, education,
ethnicity, marital status, political
affiliations, etc.)

Demographics (be sure to determine
which relevant for you situation but some
general categories are gender, age,
income, geography, job title, education,
ethnicity, marital status, political
affiliations, etc.)

Psychographics (as above this needs to be
customized for your situation but
examples are aspirations, fears,
motivators, hobbies, opinions, values, life
priorities, personality traits, habits, etc.)

Weighting:

1. 1. Weighting:
2. Weighting: 2. Weighting:
3. Weighting: 3. Weighting:
4. Weighting: 4. Weighting:
5. Weighting: 5. Weighting:

135 M. D. Dikaickos Source: DISCIPLINED ENTREPRENEURSHIP frversity of e 136 M. D. Dikaiakos Source: DISCIPLINED ENTREPRENEURSHIP ey of ors -



Demographics (be sure to determine
which are relevant for your situation but
some general categories are gender, age,
income, geography, job title, education,
ethnicity, marital status, political
affiliations, etc.)

Psychographics (as above this needs to be
customize for your situation but examples
are aspirations, fears, motivators,
hobbies, opinions, values, life priorities,
personality traits, habits, etc.)

Proxy Products (what other products does
this end user own and which do they value
the most? Which products have the highest
correlation with your target end user)

R

End User Profile for Beachhead Market

Weighting:
Weighting:
Weighting:
Weighting:
Weighting:

137 M.D. Dikaiakos Source: DISCIPLINED ENTREPRENEURSHIP Fversiy of ors -

Demographics (be sure to determine
which are relevant for you situation but
some general categories are gender, age,
income, geography, job title, education,
ethnicity, marital status, political
affiliations, etc.)

Psychographics (as above this needs to be
customize for your situation but examples
are aspirations, fears, motivators,
hobbies, opinions, values, life priorities,
personality traits, habits, etc.)

Proxy Products (what other products does
this end user own and which do they value

the most? Which products have the highest
correlation with your target end user?)
Watering Holes (e.g., locations, associations,

online platforms — and sequence them in
priority and indicate intensity of each)

Day in the Life (describe a day in the life of
the end user and what is going on in her
head)

s wN e

End User Profile for Beachhead Market

Weighting:
Weighting:
Weighting:
Weighting:
Weighting:

139 M.D. Dikaiakos Source: DISCIPLINED ENTREPRENEURSHIP ey of ors -

Demographics (be sure to determine
which relevant for you situation but some
general categories are gender, age,
income, geography, job title, education,
ethnicity, marital status, political
affiliations, etc.)

Psychographics (as above this needs to be
customize for your situation but examples
are aspirations, fears, motivators,
hobbies, opinions, values, life priorities,
personality traits, habits, etc.)

Proxy Products (what other products does
this end user own and which do they value
the most? Which products have the highest
correlation with your target end user?)
Watering Holes (e.g., locations, associations,
online platforms — and sequence them in
priority and indicate intensity of each)

138 M. D. Dikaiakos

Demographics (be sure to determine
which are relevant for your situation but
some general categories are gender, age,
income, geography, job title, education,
ethnicity, marital status, political
affiliations, etc.)

Psychographics (as above this needs to be
customize for your situation but examples
are aspirations, fears, motivators,
hobbies, opinions, values, life priorities,
personality traits, habits, etc.)

Proxy Products (what other products does
this end user own and which do they value
the most? Which products have the highest
correlation with your target end user)
Watering Holes (e.g., locations, associations,
online platforms — and sequence them in
priority and indicate intensity of each)

Day in the Life (describe a day in the life of
the end user and what is going on in her
head)

s P 1 Weighting:
Priorities (what are your end user’s priorities J§ Weighting:
and assign a weighting to each so that it 3. Weighting:
adds up to 100) & Weighting:
5. Weighting:
140 M. D. Dikaiakos Source: DISCIPLINED ENTREPRENEURSHIP

ooswN e

Weighting:
Weighting:
Weighting:
Weighting:

Weighting:

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus
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End User Profile for Beachhead Market

End User Profile for Beachhead Market
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End user
profile for
SensAble

End-user in the team?

* Huge advantage: you can have a depth of
understanding about your customer that
could be a critical factor in your success:

» You will not have to rely on assumptions, which are often

inaccurate about who your end user is and what they
want.

«|If you don’t have someone from the
demographic already on your founding
team, you should hire a target end user for
your executive team.

University of Cyprus

M. D. Dikaiakos m

End user §

profile for Senséhlﬁ
SensAble

Case study:
Ride-Sharing in
Russia

Context The designers see themselves as artists, not businesspeople. While they might want to
be doing great art outside of the commercial world, they have realized that they need
a paycheck to survive and have made that compromise. They may do some art on the
side but they also are serious about wanting to create products that show off their
artistic skills, and they are frustrated with products that don’t properly convey their
very specific design intent. Hence they have not given up using clay studios, which
convey design intent much better than the new digital tools that are being forced on
them. The new tools are engineering tools that have been modified for designers but
make it very difficult to convey design intent. While the designers are tech-competent
and even savvy when it comes to creative tools, that is not at their core. It is a means
to an end. They might have an Apple computer at home and one in their department,
but at the office, they are primarily working on their Windows-based PC.

Personality The designers like to socialize but would never be confused with fraternity boys. They do
not have much money and are careful to not waste it. They drink carefully and/or do light
recreational drugs when they go out. They like to sit around and listen to technopop
music (like Thomas Dolby) and talk about the arts. They generally wear all black and a
good number of them have body piercings and maybe even artfully done tattoos. While

they do like to socialize, they can also be quiet and introverted much of the time.

Source: DISCIPLINED ENTREPRENEURSHIP
M. D. Dik

SensAble

Table 3.1 SensAble End User Profile

Industrial Designer in Toy and Footwear Companies

Gender Male (90%), Female (10%)
Age 24-35, estimating that the average is close to 31|

Level at Company  Individual contributor and not a manager

Income $50K-$60K per year, depending on the region
Education Rhode Island School of Design, Pasadena School of the Arts, or other high-end
arts school
History This is not their first job in the industry so they have some experience. However, this is

not their end job either. This is something they will do as long as it is interesting and
fulfilling. The industry is tough and they realize they can be laid off if things don’t go
well. This also leads to a lack of strong attachment to their job, so if another job
comes up, they will move on without reservation.

Source: DISCIPLINED ENTREPRENEURSHIP

ikaiako

s ldea: a new ride-sharing service for
a group of customers in Moscow
who did not have such a service.

« Focus on younger tech-savvy
drivers who:

« they thought would be more likely
to use the service,

» they were interested in using the
new infrastructure of mobile
phones and social media to do this
in a capital-efficient way that had
not been possible before.

Source: DISCIPLINED ENTREPRENEURSHIP



End user «Initial end user profile:

profile for » Gender and age: both male and female, with an age range of SeCTIOﬂ 2
ride-sharing 17— 40 years old.

» Occupation: students, young professionals, migrants to Moscow COﬂTeﬂTS
from rural areas of Russia, and middle management.

» “Social level”: “medium or high".

» Technology acceptance: owners of smartphones, fechnologically
advanced, early adopters of new tech products, and active users
of social networks.

«Is this OK???

» DE Step 4: Total Addressabe Market
(TAM) size of Beachhead Market

» Do all males and females ages 17-40 have the same goals,
aspirations, and fears?2

» Is the beachhead market segmented enough? Try “Why would
the end user want to use my product2” Question to further
segment it.

* DE Step 5: Persona of the
Beachhead Market

» What does “social level” mean, and how can you be more
specific?

« DE Step 9 : Identify Your Next 10
Customers

» Which type and brand of smartphone or providers of service?

» Which social networks?

Source: DISCIPLINED ENTREPRENEURSHIP
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(MAI4CAREU)

«It is important to start to understand the size of the market
you are targeting early.

Section 2b: Whois Your Customer? * You will modify this as time goes on, but it is wise to be
thinking about this point early on and develop at least a
rough market size to know you are heading in the right
general direction.

Step 4: Total Addressable Market (TAM)

Size for the Beachhead Market

* Approach:

» Use the demographics from the End User Profile to determine
quantitatively how large your beachhead market is¢

DISCIPLINED ENTREPRENEURSHIP

s Toros further segment the market to have a more appropriately
— sized beachhead market.

e 2 7\]»\ ] » Use this market size number to determine whether you need to

University of Cyprus
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*The TAM for your beachhead market is the amount of annual
revenue, expressed in dollars per year, your business would
earn if you achieved 100 percent market share in that
market.

«To calculate the TAM:

1.Determine how many end users exist that fit your End User
Profile using a bottom-up analysis based on primary market

research
Beachhead TA/V\ calcu'aﬁon 2.Complement this with a top-down analysis fo confirm your
: ; findings.
is your sanity check
that vou are headed 3.Determine how much revenue each end user is worth per year.
in the right direction 4. Multiplying the two numbers results in the TAM.
M. D. Dikaiakos Un ity of Cy m M. D. Dikaia University of Cyprus m

What is an expected TAM?

*You are looking for a market that is big enough for
you to get to critical mass, develop key capabilities,
and get to cash-flow positive in the market.

Entrepreneurs often tend to
inflate the TAM with excessive
optimism, but a big number is

not necessarily better.

*However, if the market is too big, you will likely not
have sufficient resources to compete, and as a
result you may get overwhelmed and:

e either not succeed

«or have to raise money without much of a frack
record for potential investors to evaluate.

University of Cyprus

M. D. Dikaiako H

M. D. Dikaiakos




The goal of the TAM
calculation is not fo impress
others, but to develop a
conservative, defensible TAM
number that you have faith in.

M. D. Dikaiakos

EU
(MAI4CAREU)

Top-down Analysis

« Starts by using secondary market research (market analysis
reports), to determine how many end users meet different
characteristics.

« This data is usually expressed with an inverted pyramid:

«Several horizontal levels;

* Bottom-most level is the smallest - contains all end users who
meet your End User Profile.

*Should be complementary to bottom-up analysis for two
reasons:

» In fop-down analysis, you will offen overestimate the number of end users in
the market because you are not being as specific in your analysis.

» Too much top-down analysis will lead you fo focus on spreadsheets, not
customers.

University of Cyprus
M. D. Dikaiakos Y P
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Bottom-up Analysis

» Best way to calculate the number of end users that fit
your End User Profile.

» Use: Customer lists, frade associations, and other
sources of customer information

* [dentify numbers of:
» Customers
* End users with each customer
« Sometimes this is called “counting noses:”

e you are getting very specific and you know where
each potential customer is.

- University of Cyprus
M. D. Dikaiakos

Top-Down Estimate of
Number of End Users in Beachhead Market

University of Cyprus



From End Users to SSS

* Determine how much annual revenue an individual end
user is worth.

* Multiply the revenue per end user by the number of end
users to calculate the TAM as dollars per year.

* Make some assumptions about how much a customer is
willing to pay per end user.

» Base the number on the budgets of the potential customers you have
identified.

» How much are they spending today to accomplish what your
product does?

» How much have they paid in the past for other new products?

» How much value does your product create for them?

University of Cyprus

M. D. Dikaiakos m
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Why TAM calculation is important?

*Determining the TAM is a fundamental part of creating a successful
product or service.

*You will need to have a clear understanding of your market when
presenting your idea or technology to others, such as advisors and
investors, because they will expect you to present a TAM figure and
explain your logic behind it.

*Do not spend an inordinate amount of fime on the TAM calculation,
because there will be other factors that influence your success as
well, such as gross margin, speed, potential for dominant and
sustainable market.

«You will likely come back and revisit the TAM calculation and modify
it to make it more credible.

*You will also be very interested in the growth rate of the TAM. You
would measure that using something called the Compound Annual
Growth Rate (CAGR).

University of Cyprus

M. D. Dikaiako H

What should your TAM be?

«If the estimated value of your TAM is less than $5 million per year, it
is possible that your new venture has not idenfified a big enough
beachhead market, especially because entrepreneurs often
inflate the size of their market and their expected market share.

» An initial TAM of $5 million per year could be a successful business, if
you can capture the market quickly and convincingly, especially if the
gross margins on your product would be very high (e.g., 90 percent -
software, mobile apps, information-based business models) and you do
not need a lot of employees to do it.

» This could create positive cash flow from the market, which would be a
significant accomplishment and a good beachhead market.

*Generally, a TAM that is between $20 million per year to $100 million per
year is a good target. Anything over $1 billion certainly raises flags.

University of Cyprus

M. D. Dikaiako m
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SensAble Sﬁéh[q

Case Study [ A bottom-up analysis in

reasonable amount of time,
helped count real customers:

» Talking with a few toy companies

» Determining how many other major toy
companies there were, from generally
available free data at the library.

» Personal communication with staff at
the Industrial Design Society of America
who helped refine the list.

Source: DISCIPLINED ENTREPRENEURSHIP



How many
toy
companies?

* Realization that toy companies existed in
three different geographic regions—the
United States, Asia, and Europe, leads to
further segmentation of the market.

Table 4.1 SensAble List of Customers for Toy Industry

Europe United States Asia
* Synapse * Hasbro « Bandai
¢ Hasbro * Mattel * Tomy
* Schleich o Fisher-Price * Unitec
¢ Playmobil * FP Brands ¢ Creata
¢ Mattel ¢ Creata ¢ Hermon Industries
+ Disneyland ¢ Equity Marketing ¢ Luen Shing
¢ Marketing Store * Mattel
* Gemmy ¢ Hasbro
* Gentle Giant ¢ Equity Marketing

+ Whitestone

Z

SensAble

Source: DISCIPLINED ENTREPRENEURSHIP

How many S H
footwear SensAble

compa nies? FOOTWEAR INDUSTRY LIST OF CUSTOMERS

« Adidas (United States, Europe, Asia)
Nike (United States, Asia)

New Balance (United States)

« Stride Rite (United States)
o Spalding (United States)

Reebok (United States, Europe, Asia) * Rockport (United States)
Fila (United States, Europe) o Timberland (Umled States)

Ecco Design (United States, Europe) * Wolverine (United States)

.

.

¢ Doc Martens (Europe)
* Alsa (Europe)  Pou Chen (Asia)
» Feng Tay (Asia)

» ASICS (Asia)

« Gabor (Europe)

e Kurt John (Europe)

¢ Clark (Europe)

« Regra Design (Europe)

Source: DISCIPLINED ENTREPRENEURSHIP

How many
industrial
designers?

« Using good relations with the user base and
built up trust and confidence, helped
determine with high confidence how many
industrial designers were at three customers.

« This data led to:

» Calculating the “designer density,” the number
of designers per thousand employees and the
number of designers per million dollars of
revenue.

» Making educated guesses about other
companies where we did not have sufficient
fime or connections fo “count noses.”

*The same process was followed for the
footwear industry.
SensAble

Source: DISCIPLINED ENTREPRENEURSHIP

Ve[ M . Dctermine how much budget per
estimates designer existed for each customer, which
required additional data as well as some
assumptions and calculations.

« Started by looking at how much
customers were spending today for a
similar but inferior digital product, or what
they were spending to simply get the job
done without a digital product.

e Despite other costs the customer may
incur, the focus on how much the
customer spends per designer is an easier
data point fo tabulate and seemed to
best represent market potential.

Source: DISCIPLINED ENTREPRENEURSHIP



®©

BUdge‘I' « Each customer budgeted for a clay workbench for each o bﬁAblG
N designer, which when fully equipped, cost approximately \&_\z_-_—__/__ 7 technslogies
eStImqtes $20,000 per bench in the United States and Europe, with Table 4.2 SensAble Technologies Beachhead Market TAM Calculation
a five-year replacement cycle. United
« Each customer also budgeted for a digital workstation States Europe Asia
and software for each designer that costs about $15,000 Industrial Designers/Sculptors (Toys) 1,500 1,000 1,000
in the United States and Europe and had a three-year Industrial Designers/Sculptors (Footwear) 750 500 500
replacement cycle. Estimated Annual Growth Rate 8% 8% 8%
« Both of these costs would be displaced by SensAble's Primary Market Research:
product. (We found that these two items often cost less Price per clay workbench $20.000 $20.000 $15.000
for companies buying for designers based in ASiO) Price per digital workstation $15,000 $15,000 $10,000
Life of physical clay workbenches 5 years 5 years 5 years
* We also included an estimated annual growfh rate, Life of digital workstations 3 years 3 years 3 years
based on our primOry market research. Annual expenditure per designer (based on assumption $9,000 $9,000 $6,333
L. . . . that each designer would otherwise have both a clay
» While it did not directly affect the TAM calculation, it was workbench and a digital workbench, and we can
a useful data point for future steps that we could easily replace them both with our offering)
collect during this round of research. Also, a positive TAM Calculation:
growth number is a good indicator of a healthy market Industrial Designers/Sculptors (Toys) $13,500,000  $9,000,000  $6,333,333
OppOl’TUﬂiTy. Industrial Designers/Sculptors (Footwear) $6,750,000 $4,500,000 $3,166,667
§ Total TAM for Beachhead ($/year) $20,250,000 $13,500,000 $9,500,000
Sensﬁhlgg Source: DISCIPLINED ENTREPRENEURSHIP M. D. Dikaiakos ey of ors -

Reading Section 3 « DE Step 5: BH Market Persona

IXSlelalacil Read the article “How to Contents * DE Step 6: Full Life Cycle Use Case
calculate your total - DE Step 7: High-Level Product
addressable market and Specification

make a great TAM slide for
investors” by David Skok

»

 DE Step 8: Quantify the Value
Proposition

« DE Step 9 : Identify Your Next 10
Customers

» DE Step 10: Define your Core

* DE Step 11: Chart your Competitive
Position




Section 2b: Who is Your Customer?

Step 5: the Persona for the Beachhead

Market

73 o f G

DISCIPLINED ENTREPRENEURSHIP

WHY DO YOU NEED A

PERSONA
222

* Choose one end user from one potential
customer to be your Persona.

* Build a detailed description of that real
person.

* Make the Persona visible to all in the new
venture so that it gets referenced on an
ongoing basis.

University of Cyprus

42y. old
Winemaker,

Likes Lady Gaga

Financial Legal R&D  Design  Sales Technical

The Persona ensures that everyone is unambiguously focused on the same target.

University of Cyprus

Source: DISCIPLINED ENTREPRENEURSHIP B
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Who is the Persona?

» A person who best represents the primary customer for the beachhead
market.

* One end user from one potential customer who best exemplifies your End
User Profile.

*«One who can answer definitively all questions about what your potential
customers might want.

« While even a generic Persona can be helpful, it is best to push the process
even further:

» The Persona should be a real person, not a composite.

» No one end-user represents 100% of the characteristics of every end user in
your End User Profile.

» But as you work toward defining the Persona, you will be able to find
someone who matches the profile quite well. You will then focus your
product development around this individual.

University of Cyprus

Master Programs in
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What does he think and feel?
What really matters to him? What occuples his
thinking? What worries does he have?

What does he hear?
What are friends, family and other
influencers saying to him that
mpacts his thinking?

What does he see?
What Is he seeing others do?
What competitors Is he seeing?

Pain
What fears, frustrations or
obstacles Is he facing?

Gain
What is he hoping to get?
What does success look like?

What does he say and do?
What s his attitude towards others? What does he do
n public? How has his behavior changed?

University of Cyprus

Master Programs in
Atificial Intelligence for
Careers in EU

Key to Persona Development “~

« It must be areal person

*Be visual

» Understand all dimensions: Rational, Emotional and Social
« Err to start on side of foo much detail & then take away

» Understand their Priorities

* What do they fear most in the world?2

* What motivates them more than anything else?

* What “water holes” do they go to: i.e., where do they congregate
with others like them?

* Do this as a team — it will help unify your team and will get everyone
on the same (and proper) wavelength

University of Cyprus
74 o

Master Programs in
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Persona

DEMOGRAPHICS
PSYCHOGRAPHICS STORY
MOTIVATIONS WATERING HOLES
FEARS PROXY PRODUCTS

PRIORITIES

University of Cyprus
76 Y )



42, MALE, FRENCH, DIVORCED
LIVES IN BORDEAUX
MASTERS OF
SMALL BUSINE

If you had only

one end user

STORY PTOP, HEADSET
BORN IN A WINEMAKERS FAMILY ECH
STUDIED iN PARIS BUSINESS INTELLIGENCE TOOLS

WORKED IN CORPORATE FINANCE
CAME BACK FOR FAMILY
TAKING OVER FAMILY BUSINESS

to represent your

FINALIZE AUDIT OF BUSINESS
N s 1o DISCUSS PLAN WITH FAMIL
PROVING THAT HE IS WORTH ISCusE FLAN W LY
ANA € WINE TECH SUP s
ING WINEMAKING VALYZE WINE TEC PPLIER

PHlLlPPE WINNING WINE AWARDS AGAIN GET FINANCING FOR WINE TECH
POIROT
LACK OF FINANCING

CONFLICT WITH FAMILY
FAILING TO CHANGE COMPANY

MO TiVATION

End-User Profile,

who would it be?

N University of Cyprus
177 M. D. Dikaiakos i b H
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How to choose the Persona?

*The process of creating a Persona is important: involve all the key
team members, regardless of their role in the group.

» Team members who are involved in the process will end up
enjoying, embracing, and getting a lot of value out of the process
of creating the Persona.

MOST AVERAGE PERSON
(THAT’S YOUR PERSONA!)

* Take the primary market research you have on some of the most
interested customers, as well as the End User Profile, and discuss

the pros and cons of making each customer the Persona. g .
o
» Choose one to be the Persona - you might change it later as you g
geJr more information. = POOR CANDIDATES MOST PEOPLE Ak T N
CALLEg ?)Z‘tl.'ﬁf RSA TARIGgg\'ARRm THE OTHER SIDE

*Don’t spend too much time worrying whether you have the
perfect Persona

L

DEMOGRAPHIC & PSYCHOGRAPHIC TRAITS

» Just make your best guess and get the process started.

University of Cyprus
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Mapping the Persona

«Prepare a fact sheet about the Persona, based on information you
have.

*Include:
» A drawing or photograph of the individual.

» Information about the person’s life (born, raised, education, family,
age, efc.)

» Information about the person’s job (what company, how many
years, training, managers, salary, performance metrics if a B2B case,
etc.).

» A list with the Persona’s Purchasing Criteria in Prioritised Order.
Be specific.

«ldentify key facts specific fo your business that you will want to include
in order for the Persona to be useful to you.

University of Cyprus m
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Interviewing the Persona

« A list provided by the end user will get you started with the purchasing criteria
and their priorities.

» After you have identified what facts you have and don’t have, interview the
end user who is your Persona again and fill in the gaps in what you know.

*Beware!
» You cannotf necessarily believe everything the end user tells you in an interview;

» You should validate what they say. Often the end user actually believes what they are
saying, but will in reality take very different actions

» Allow the conversation to be open-ended, because you will likely learn
additional facts that are relevant to your Persona.

«Go beyond what Persona says; carefully notice all the details about her as well.
» Is her desk organized?
» Does she have pictures in her office? . . .
» What kind of clothes does she wear?2 ﬁﬂﬂ

» Are there particularly odd characteristics?

University of Cyprus

)

Careers in EU
(MAI4CAREU)

Prioritizing Purchasing Criteria

« Prioritization is very important: priorities dictate what
purchasing decisions the Persona makes.

 Crucial: understand how your customer prioritizes their
needs and wants.

*Top priority is:
*The concern that keeps the Persona awake at night.

*The thing that they either fear the most or get most
excited about.

* What will get them fired or promoted and often the
most visible thing that could go right or wrong.

University of Cyprus

effort?

Which does the Persona
enjoy?

Which does the Persona
not enjoy?

What makes it 2 goo!
day for th
What makes it 3 bad
day?

Who is the Persona
trying to please the
most?

please?
Priorities:

Weighting
Weighting:

Priorities (what are your 1
i - 2 _ 0000000000000

3 Weighting

a

5.

Pers:

Wei
Weighting:

Now, revisit the General Information Worksheet and update as needed, especially for
items 3,4, 6, and 7.

NOTE: Persona Proflles for Multislded End User Market Requlres All Sides

sity of Cyprus
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After the interview Persona: More than an exercise

« Add information from the interview to the fact sheet in another team *The Persona should become a touch point as you think about decisions going

meeting to make sure: forward.

» What features should you prioritize and/or drop?

eeveryone is on the same page
» How should you allocate resources?

*no crucial details have been omitted or overlooked. » Who should you hire to sell the product?

«Once you have finalized your fact sheet: » What should your message be?

. ithe
«summarize a few key areas on a sheet of butcher paper > Who should you partner with
» Where do you go o meet your customers?

«post it on the wall so that your team does not forget who they are

. . » Who is influencing your customer’s mindset on your product?2
in business for gy your p

*The process of answering these questions starts to bring alignment among the

«Some companies make a cardboard cutout of the Persona and keep team and resolves misunderstandings that are bound to occur from imprecise
it in the office. communications:
«Other componies pU|| up an electronic version of the Persona when » Once the Persona is done, it is also useful to maintain this alignment going forward.
ma king important decisions in order to discuss what the Persona’s » If done effectively, it will help guide all kinds of decisions and create a consistent vision
perspective would be on the subject. fhroughout the company.
M. D. Dikaiakos University of Cyprus H D, Dikaioke University of Cyprus @\
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Persona Example

Silviu

Bye. » Chuck Kirby, Facilities Manager, IBM NE Data Center in Littleton, MA

Alternative channels

manager (small bank) « 20K Blade servers foday growing at 15% per quarter for past two year and for the foreseeable
Earns 2,500 EUR/mo future

* «Second generation American
ORY. Energetic and ambitious.

Has a family, but is a social person. « Lives in Medford
Likes gadgets (Apple fan), motorbikes,and snowboarding. . . X
Likes good wine & dining w/ friends. » Medford High fo Middlesex Community College
Prefers doing business with people he likes. .
: *Moved to Winchester
50ALS: Go up the ladder (VP/CEOin 10 y).
Do something different/stand out. « Family with 2 kids (12, 15)
Be appreciated for results. . . . .
His bank to become more competitive. » Mid-career, many years at company, technical, maintenance focus, vocational degree
EEDS: To ?efquick measurable results (customer loyalty & satisfaction). *Been in job for 5 years and seen three managers already
To lower his costs.
To move faster/smarter than competitors. » Promotion path forward is to manage more facilities

To find d technol artner. . . . . .
EEl.Ages s S « AFCOM, Uptime Institute, Green Grid, starting to read blogs (Hamilton & Manos)

AINS: Large IT projects are expensive and take long time to implement.

Low competitiveness means more pressure (small bank).

Upper management doesn’t understand the leverage of

usable, user-frieadly technology.

« Ford 150 pickup fruck, Beeper always on, volunteer fireman mentality
» Customers’ Customer and Their Priorities (think mindset of a utility customer):
1. Reliability, 2. Growth, 3. Costs, 4. “Greeness” — PUE

Figure 5.1 Making the Persona visual means everyone on your team will be more engaged in the
process and will keep the Persona in the front of their minds.

. University of Cyprus




Persona

Table 5.1 Chuck Karroll Persona

Case Study

Facilities Manager, IBM NE Data Center, in Littleton, MA

Environment

Personal Information

Career Context

Persona
Case Study

+ Now has just over 20K Blade servers today growing at |5 percent per
quarter for the past two years and for the foreseeable future.

He is second-generation American (parents from Ireland).
Born in Medford, Massachusetts.

Medford High to Middlesex Community College.

Moved to Winchester.

Family with 2 kids (12, 15).

Just turned 40 this year.

Mid-career, 18 years at IBM and not looking to leave.

He is techniaal in the technician sense, not the engineering development
sense.

He is maintenance-focused and his vocational degree is relevant.

* Has been in current job for five years and has had three different managers
already but hopes to keep this job for next five years at least.

Promotion path forward is to manage more facilities.

Makes $65K per year and has the potential for a 5 percent bonus at the end
of the year, based on the unit’s overall performance and his contribution as
determined by his boss, the data center manager.

Hligible for salary increase each year, based on his appraisal (can be between
0 and 12 percent).

He has been consistently ranked a | or 2 (on a scale of 1-5 where | is the
best) in his yearly performance review, with reliability and supporting the
business unit’s growth as two key metrics upon which he is rated.

Source: DISCIPLINED ENTREPRENEURSHIP

Table 5.2 Ed Champ Persona

Name
Title
Age

Income

Schooling

Personal

Career Promotion

Industry
Associations

Ed Champ
Sculpting Manager, Boys’ Toys R&D, Hasbro, Pawtucket, Rhode Island

40 (he is about 10 years older than the developers he hangs out with; but he fits in
well with the group and is thought to be one of the guys—they are almost all
guys—even though he is their supervisor)

$73.5K (he is the highest paid in the group, by a good margin, due to his seniority;
he has been at Hasbro in this location for |14 years and has been a top performer
and promoted through the ranks)

Missouri State University—Bachelors of Fine Arts & Science: Sculpture and
Anatomy (he secretly admires Rhode Island School of Design—RISD—graduates
but that is not how he got here)

Has a girlfriend, but no talk of marriage; he seems to be married to his job. He has a
child from a previous relationship, but the child does not live with him; many of
his friends are gay.

It is very unlikely he will get further promoted as he does not like management and
itis not his forte. He hopes to make more money to keep up with inflation, but
mostly he just loves his job and living in Rhode Island with creative types—and at
his age, the job security is good.

A very strong and active member of IDSA (Industrial Design Society of America)
above all else. There are local meetings which he looks forward to. These can be
epic, in part because of the relevant content, but even more so because he gets

technologies

Source: DISCIPLINED ENTREPRENEURSHIP

Persona
Case Study

Persona
Case Study

technologies

Information Sources

He prefers people to websites when he looks for information and answers
to questions.

Belongs to AFCOM (association for data center management professionals)
and gets a lot of information from them, and especially likes to go to the
Data Center World conference in early October each year in Las Vegas.
Second-biggest influence is the Uptime Institute.

Has started to look at Green Grid but not impressed.

Purchasing Criteria in
Prioritized Order

Other Noteworthy Items

« Also starting to get forwarded e-mail about a blog (Hamilton and Manos)
that other influential facilities managers are starting to read, and he has
recently bookmarked it himself

|. Reliability (highest priority)

2. Growth (high priority)

3. Costs (medium priority)

4. “Greenness” (low priority—extra credit)

« Drives a Ford F-150 pickup truck and always buys American

* He wears a beeper that is always on

« Listens to country music

* He used to be a volunteer fireman and is proud of it. He makes level-headed
decisions when there is a crisis, calling in his training to act fast and put out
fires

Source: DISCIPLINED ENTREPRENEURSHIP

Music

Socializing

Heroes

What Gets Him
Motivated

What He Fears
Most

Priorities

to hang out with people from RISD, Pasadena Arts Center College of Design, and
the like, and talk into the night about the latest in art and design. There are
national meetings as well, and he sometimes he goes to the big SIGGRAPH
conference (often held in Los Angeles) where there are some great parties.

His group listens to technopop artists like Thomas Dolby; while he is not wild
about it, he likes it

His social life often revolves around his work. He likes to hang out with designers;
but they don’t have much money so when they go to bars, they drink wine (but
not beer) and sip whatever drink they get so that it lasts. They have little
disposable income so they have to be very careful to not blow money.
Interestingly, they are more likely to do designer drugs (e.g., ecstasy) than to lose
control by getting drunk. At the bars they go to in Providence, he and his friends
often wear all black. It is also common for them to have body piercings, wear
jewelry, and have discreet tattoos. But always, their life revolves around art and
talking about art.

Milton Glaser, John Lasseter (Disney & Pixar), Steve Jobs

Making great products and seeing them get to market with his design intent.

. Having to leave Hasbro because it is bought or something worse. This is not
true for the other designers, but unique to him.

Putting out a product that he feels is crap because he ran out of time to get it
done right.

Having his design intent ruined by the engineers after he sends it on to them.

[ad

Time to market.
Being able to express his design intent.
. Being assured his design intent is not lost when engineers get ahold of it

wn = w

Source: DISCIPLINED ENTREPRENEURSHIP



Focus on your one Personal
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What about multiple Personas? “

* When your company aspires to address a two-sided market you should
actually start out with two Personas:

» Your core business is two-sided markets; you need one Persona / market.
« For example:

» When eBay first started its auction site, it would have had one Persona for a
buyer and a completely different Persona for a seller.

» Google, af the beginning, should have had one Persona for its target search user
and another Persona for its farget buyer of advertisements.

*«Google and eBay are so large today that they have many personas to match
the many areas of their business, and entrepreneurs sometimes like fo point to
the two companies as reasons why startups foo can have multiple personas.

» However, large companies have the resources to cover multiple markets and use
multiple personas.

» You do not have this luxury, so don't be led astray by what large companies do
with personas.

. University of Cyprus
M. D. Dikaiako

BuildLine case study:
designers,
contractors, suppliers

Champion

Distr./Sup.
(End User)

WHAT ABOUT MULTI-SIDED

MARKETS?

Champion

Primary
Economic Buyer

Designer

(End User) Influence

Design
Project
Manager

-----

Contractor
(End User)

.....

Champion

Influencers

Manager,
Sales Dept.

Primary

Economic Buyer

Source: DISCIPLINED ENTREPRENEURSHIP



BuildLine case study
designers,
contractors, suppliers

Source: DISCIPLINED ENTREPRENEURSHIP

ESSENTIALS

35
P e Recently married. One young kid.
Orignally from NYC.

EDUCATION & CURRENT POSITION

Schoollmajor, current position, and salary
omitted for this worksheet.

HER OFFICE

Works in the brand's flagship store. Designers
and clients from all over the city come to see
their products. She manages the Bathroom
section, where there are two other
employees.

She receives the people and presents the
collection, then she derives them to others,
who repeat over and over the characteristics
of each variant. People come between one
and four times before deciding about a
product.

She needs to push for sales, and keep up with
trends.

i )

ONEWEEKWITH HER W
Typical day: (10am to 8pm, Mon-Sat) 50% of
time at her desk, 50% speaking to clients.
Eventsoutside the routne: tems renovation,
reorganizing the product jon,
organiting sales campaigns.A lo offairs..

Typical weekly objectives: sel sell,sell
Manage stock.

PERSONA 2/3

Jane Frank
New York City Architect

Photograph of her goes here
(omitced for this workbook)

Demographics, facts + Psychographics

And her priorities are:

Professional Personal

L of them.

—

INTHE MIRROR...WHAT SHE VALUES

She sees herself as someone with a sort of
objective sense of taste, but more than
anything with knowledge of what's next in the
decoration field, so she can tell you what to
use, what to buy, depending on who you are.

As a person, she is completely of the social
kind, really open and dynamic always
interested in consuming trends and up to
date, more than in deeply understanding any

HER DREAMS AND WATERING HOLES

Deep in her heart, she would love to apply
that taste sense to open her own store o
interior design studio, for the moment this
paycheck seems logical,and she can also do
that on the side, until one day...

Anyway, that dream does not prevent her from
sleeping This aspect is important, but as much
as having fun, having a family and keeping in
contact with trends.

Waterholes are generally the place wher
mixes with admired people: design exhibiti

John Smith

New York City Architect
BuildLine case study
designers,
contractors, suppliers 1
ESSENTIALS HIS OFFICE
% 3 | Successful or award-winning arc
itect,
Family:Wite and 2 kids 1| firm. Small to mecium size wih 539 "™
Originally from outside the United States. y | employees ranging from principals co
1 | designers and about 3-4levels of erary
H 1 | Clients range from museums to aj 2
mm a‘l’:;r:’zou "e;; ! | galleries, and other companies 1orm:;‘d
EDUCATION & CURRENT POSITION Crie 8 i [ chocices
1
School and Degree: Master's in Architecture =
from an architecture or technology school 1
(name of school omitted for this workbook). + | INTHE MIRROR..WHAT HEVALUES
£ V
Years in industry: 4-15 years. 1| He believes his work happens at the
Tide: Chief Architect and Co-founder of his J | cross-section of architecture, academia and

own boutique firm. the arts. He values creativity,intellect,
innovation, and artistic originality. He
appreciates simplicity and clean lines.
Functionally elegant with a non-obtrusive
form. He also vallues efficiency, hard work,
and passion in the design he produces.

Income:Amount of office profit omitted for
this workbook.

Key Ay —
stakeholders, lead designer and visionary,
Lsuurue and contractors & suppliers

HIS DREAMS

Become a leading voice in the architectural
field. He hopes to make it into renowned
textbooks as gold standards for architectural
design of his time. He would like his firm to

-
ONEWEEK WITH HIM W

Working hours: ~10-12 hours per day on
average. Typical day: May begin at 6 or 8am
and end at 6 or 8pm.

And his priorities are:

Professional Personal

show room openings,fairs, where she works,

BuildLine case study:
designers,
contractors, suppliers

ESSENTIALS

Age: 45
Family:Wife and 2 kids (ages omitted for this
workbook.

Originally from upstate New York.

EDUCATION & CURRENT POSITION

Schoollmajor, current position, and salary
omitted for this worksheet.

HIS OFFICE

His office is halfin the construction fields, half
in the company headquarters. He is pretty
much on the phone every day at every
moment, managing people and fighting to
keep risk under its limits. He decides
‘everything—the sales, the relationships, the
subcontractors...

He has three employees who are direct
collaborators, who can strongly influence his
decisions:the crew and materials coordinator,
the 2nd chief engineer,and the budget
manager.The rest are interpreting drawings,
sourcing materials and people, and bidding
constantly.
-
_

ONEWEEK WITH HIM

Construction works starts early (7am) in the
‘morning, and can go until very late. Usually
has several important field visits per day. He
moves in a pick-up from building sites to
clients’ offices, to product factories, etc.

Events outside the routine: every day there is
one issue to solve. But bidding is the most
important moment, where everything needs
o be played at one time.

PERSONA 3/3

Peter MacDonald
New York State Contractor

5
{

|

1

p

{

!

i

| Ph of him goes here
{ (omitted for this workbook)
|

!

{

{

i

]

|

!

4

and any related ones.

Starts with the latest architectural news in
publications, blogs, and magazines. Answers
‘emails, reviews new proposals and current

remain as a boutique business but be able to
increase its income at litcle cost. On a personal
level, he loves his children, and wants them to

ALSO FEARS AND FRUSTRATIONS...

This job is quite active, but not as creative as
she can be.Will staying here mean renouncing
o losing some of her capacities? And on the

other hand, she canno quit like that...Any.
other design option is risky.

Family and friends are very important, anything.
that contradicts that seems inappropriate.
Finally, her environment is quite a high-end
one. She fears not keeping up with the page in
that job.

INTHE MIRROR... WHAT HEy
S
He

e is 2 “doer” with a fairy i
el geri e s o
ftmanship, He o
find 2 point of connection with designes, ™"
through it although he does not ree
understand what' the point on worryin
much for minor or overcomplicated sy
Overal he has a sense of praciclty i,
e puts on top of every decision and worie
makes.

)
'
'
)
'
'

Although he likes his work and he needs ic 5
feel alive, he is not extremely attached to
what he does, apart from the sense of pride
of well-done work.

His family i

the most important thing,

—_— G

facts +

And his priorities are:

Professional Personal

Getting new works.
Winning bids.

Source: DISCIPLINED ENTREPRENEURSHIP __)

( HIS DREAMS!!!

Making his company grow.Working in bigger
and bigger challenges.

Finding works that are different to what
everybody does.

Becominga recognized working expertin

some particular field of construction.

A house for vacations in a beautiful

countryside landscape. And a future for his
family.
N |
—_——
ALSO FEARS AND FRUSTRATIONS...
Professionall,he fears three types of risk:
;s::y for underpricng a work ina bid—losing

* Risk for technical problems which imply
‘overexpenses.

* Risk for his or his workers' health. In the

‘construction fig
Conprotion fed accidents can happen very

project statuses,attends morning team fikewise succeed arcistically and intellectally

update meetings with senior associates. In the
afternoon he attends client meetings and
throughout the day he works on sketches,
software drawings, fields phone call, checks
in on consultants, contractors and suppliers

ALSO FEARS AND FRUSTRATIONS...
Lack of sble work for his irm and not being

|

for progress. :“e € provide for seaff and family.

Summary of typical weekly objectives/tasks: m’“:‘(mﬁ:-z dﬂm increasing cost of and time

. securi
Review and approve proposals. ipper i e Y mnz_n:::“ ;,:‘
Lead sketches and virtwal drawings for the client %k time constraines with e
fears

Make decisions in existing projects to move Clenes paosion of margin on his projecs 5
through phases. - udn"m“‘“"lhﬂrdlranhhm
‘Check in with ke stakeholders and progress of s collaborme < Bk of ruse and qualty of
materias and projects. . risking his own reputation.

Source: DISCIPLINED ENTREPRENEURSHIP

Master Programs in
Artificial Intelligence for
Careers in EU
(MAI4CAREU)

e

What no to

do

*The Persona exercise can even be extended to make
personas who you explicitly decide not to serve.

«Such an exercise can help you to focus and not distract
yOuUr precious resources.

*You can even talk about how you handle these
customers and efficiently redirect them.

It is very hard and takes practice for entrepreneurs to turn
away business, but it is exactly that type of focus that will
allow you to build a scalable and profitable business.

« Often in entrepreneurship, your success is determined as
much by what you do not do as by what you do.

University of Cyprus



SOME QUESTIONS TO
UNDERSTAND THE CONCEPTS

Ad #1: Data-driven
= 795 million ppl w/o enough food

= Developing countries: 12.9%
= 3.1 million deaths for kids under 5

= 66 million primary school students go hungry
= $3.2 billion is needed
= Won't you give to this cause?

Ad #2: Story-driven

= RajShah - 12 years old, love in New Delhi, works mornings & evenings to support mother,

Anjali, who is sick with diabetes & still has to take care of her parents with limited mobility

= His younger sister, Tanya, is 7
= Going o school but is lethargic & has hard time focusing in school
= Raj has barely eaten for 3 weeks & it is to the point that if he does not get a good meal

in the next 2 weeks lots of very specific bad will happen

= There are 66 milion people like Rqj
= Won't you give $50 to help him help himself and his family?2

203

University of Cyprus

Source: DISCIPLINED ENTREPRENEURSHIP H

WHICH ADYERTISEMENT WILL
MORE EFFECTIVE TO GET
PEOPLE TO DONATE MONEY?

WHY?2



?

WHAT IS A BIGGER CHALLENGE

Problem A (> ) Problem B
FOR A STARTUP? Having enough time b. Motivating people to
to research and figure = keep making progress
out the best strategy . sOyou can generate
& momentum and
< \) convince others to join
VS 206 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus
?
PERSONA OR NOT? Is She the Persona? Is He the Persona?
WHEN YOU SEE A
SPOKESPERSON FOR A FIT FOR A KIN%
PRODUCT, ARE THEY LIKE THE : S e
PERSONA?

R 208 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus




NOT PERSONAS BUT
ASPIRATIONAL FIGURES:
INSPIRE AND ATTRACT THIE
REAL TARGET CUSTOMERS

Module 4: Disciplined Entrepreneurship

Section 3: What can you do for

your customer?

Video * How to Run a User Interview? by
Emmett Shear, Y Combinator
Assignments (2014)

» https://youtu.be/gAws7eXItMk

* How to talk to users? by Eric
Migikowski, Y Combinator (2019)

» https://www.startupschool.org/
videos/63

* How to do a user interview? by
Konstantinos Kazakos, Google
Ventures (2016)

» https://www.youtube.com/watch?e
v=Qqg30iHQ-HCU

Section 3

Contents « DE Step 6: Full Life Cycle Use Case

« DE Step 7: High-Level Product
Specification

 DE Step 8: Quantify the Value
Proposition

* DE Step 9 : Identify Your Next 10
Customers

« DE Step 10: Define your Core

* DE Step 11: Chart your
Competitive Position



Learning

Objectives

Step 6: Goals

After attending this module, studying its case studies
and reading assignments, and watching suggested
videos you should be able to:

Be able to develop a full life cycle use case for your
product.

Produce a high-level product specification.
Quantify your value proposition.

Apply the process to find your next 10 customers
and understand what you get out of this.

Define the Core of your value proposition.
Chart your competitive position.

Understand and apply methodologies for exploring
customer needs.

Understand and apply Lean methodologies for
defining your value proposition.

Re-work on your idea applying the Lean Startup
principles explored earlier.

One-to-one mentoring about your idea.

Describe in detail how your
Persona finds out about your
product, acquires it, uses it, gets
value from it, pays for it, and buys
more and/or tells others about it.

Understand why this expanded
use case is important to identify
and resolve problems in the most
timely and cost-effective manner.

Gain additional clarity and
alignment throughout your team
by detailing the various aspects

of the Full Life Cycle Use Case.

Dikaiako:

Master Programs in
Artificial Intelligence
for Careers in EU
(MAI4CAREU)

Section 3: What can you do for your Customer?

Step 6: Full Life Cycle Use Case

73 o apd “BUx

DISCIPLINED ENTREPRENEURSHIP

win ey

Idon't even know
how we found out
about this
orwhere fo start. ..
getitoutof here

I am not sure whotitis
or what we are supposed
to do with it but {hear
itis supposed to be
rea”y great for us

Yeah,
itis supposed
to rock

ourworld N

Building a Full Life Cycle Use Case further focuses the discussion on what specifically
your product will do for your customer . . . and what your customer will do with it.

University of Cyprus
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Using the Persona

*The Full Life Cycle use-case determines
how your product fits into your Persona’s
value chain.

*The Full Life Cycle Use Case should include:
» how the customer would use the product,

» the acquisition (including the payment for the
product)

» post-installation support processes.

Key factors of Use Case

1.How end users will determine they have a need and/or opportunity for your product?
2.How they will find out about your product?

3.How they will analyze your product?2

4.How they will acquire your product?

5.How they will install your product?

6.How they will use your product?

7.How they will determine the value gained from your product?

8.How they will pay for your product?2

9 .How they will receive support for your product?e

10.If and when the user would purchase your product again?

11.If and how they will spread awareness (hopefully positive) about your product?2

Use primary market research and see your product through the eyes of the customer!

University of Cyprus

 Start by mapping out the process from
beginning to end for your Persona.

« Check to see if it is consistent with other
potential customers as well.
« Advice:

» Easiest way to start is by mapping out how your
Persona uses the product once it is acquired.

» From there, map out the acquisition and post-
acquisition support cases.

in EU
(MAI4CAREU)

10 Stages of Full Life Cycle Use Case

Determine
d &

nee:
catalyst
to action

Source: DISCIPLINED ENTREPRENEURSHIP rversity of Grprs -



10 Stages of Full Life Cycle Use Case

Df.t::m'“e Fm: out
it
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10 Stages of Full Life Cycle Use Case

Determine
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t%a::tyizt" options CRioDE product
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10 Stages of Full Life Cycle Use Case

Determine "
need F'::o::t Analyze
S Gptons Pt

Source: DISCIPLINED ENTREPRENEURSHIP
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10 Stages of Full Life Cycle Use Case

Determine .4

need & L Analyze Acquire
catalyst alzgut options 7‘:" + Ry
toaction  options produc

University of Cyprus
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10 Stages of Full Life Cycle Use Case

Determine " -
nee Flanlgo:: ‘ pualyze Ac?)t!e Pa) Install
catalyst ad options A o Y

to action ptions product

Source: DISCIPLINED ENTREPRENEURSHIP

10 Stages of Full Life Cycle Use Case

Determine

Find out Acquire 0
need & Analyze Use and  Determine
about ) your Pay Install
t;at;ltyizt" options options product get value value

Source: DISCIPLINED ENTREPRENEURSHIP
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10 Stages of Full Life Cycle Use Case

Determine " .
::éf St F:‘l:’o:: ¢ An:ilyrz; A‘y?w:fe Pay Install Uie :llul
o etion  options  °Ptie product get value

Source: DISCIPLINED ENTREPRENEURSHIP
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10 Stages of Full Life Cycle Use Case

Determine .4

need & ol Analyze Acquire Use and  Determine Buy
bout ry P: Install
t‘:::ltyiztn o::t?ouns options pryoo;l:ct ay st get value value more

University of Cyprus

Source: DISCIPLINED ENTREPRENEURSHIP



Master Programs in
Artificial Intelligence for
Careers in EU

Sfdge 10 T

10 Stages of Full Life Cycle Use Case

De“""“i“e Find out

nee about
options

Acquire a
Analyze Use and  Determine Buy Tell
options ouly Pay Install get value value more others

catalyst product

to action

Source: DISCIPLINED ENTREPRENEURSHIP Fversiy of ors -

Cose. SJ“.de: « The hospitality industry (hotels,
NI restqurants, entertainment
venues, etc) lives and dies by the
quality of their customer service.

« Regional managers with many
locations to oversee:

» Need to guarantee the safisfaction of a
large number of customers.

» Look constantly for tools to more
accurately and rapidly measure
customer satisfaction for their specific
environments.

Source: DISCIPLINED ENTREPRENEURSHIP

Master Programs in
Artificial Intelligence for
Careers in EU

What to include?

* Qutline the customer's current

workflow:

» Be visual
» Use diagrams, flowcharts, or other methods
that show sequence (UML).

University of Cyprus
M. D. Dikaiako ) Y m

Cqse. stUdy: *Take advantage of smartphones to provide real-
Satisfier time survey feedback for businesses.

The idea *Primary market research determined that:

» the quickest and most capital-efficient way to get
their company off the ground would be targeting a
specific group of food service companies that
served universities.

«Team’s idea:

» Create posters with a picture of the food offerings
available on each day and put it at the exit of the
eating establishment

» Under each picture put two QR codes that allow
the consumer to easily register either their approval
or disapproval of a food option.

» In such a scenario, the food service companies
could get instant feedback on their menu.

Source: DISCIPLINED ENTREPRENEURSHIP



Mini Use case
“How Will They Use
Your Product?”

Benefits of mini use case

«It is an easily understood segment of the Full Life Cycle Use Case

«Can be presented to potential end customers for feedback.

«Team needs to think through how its product would be used by
the customer to create value.

1) Management creates one or more surveys
on Satisfier's website

*The example forced the team to be specific about many things:
» What their product was (from Step 7 of the methodology)
» Who the Persona was (from Step 5)
» Key people and roles they needed to consider

» How everything interacted and how the entire story would play out?

*Generates common understanding and alignment regarding the
3) Customers rate theirexperience using smartphones 4) Results are immediately available problem be|ng Solved Ond hOW The”’ prodUCT Solved |1"

on Satisfier's website

University of Cyprus

Source: DISCIPLINED ENTREPRENEURSHIP M. D. Dikaiakos A
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A More o o .
Robust Case  Aspiration: Revolutionize the furniture

study: FillBee shopping experience by making it
possible to see what any combination of
furniture in your home would look like
before you buy it.

Way forward

« Build out the front and back ends.

» Explore how does the customer?

ldea: Through a sophisticated 3D
rendering platform that takes in the
dimensions of your house or apartment, a
3D world is created where the user can
use a computer to try out different pieces
of furniture before purchase.

» Find out about your product and

» then decides to bring it in for a test;
» pay for your product;

» get service forit, and

» ultimately help generate a following for your business by
buying more products and/or generating word of mouth
for your company

* What often works conceptually does not
work in reality.

University of Cyprus

M. D. Dikaiako: H

Source: DISCIPLINED ENTREPRENEURSHIP



FillBee * Developed by mapping the Persona’s
Case Study

perspective on how they currently
shop for furniture

NIGHTMARE ON o ewemees
DECOR STREET

FILLBEE PRESENTATION DECK Current state of designing and fu

Source: DISCIPLINED ENTREPRENEURSHIP

FillBee: Full

Life Cycle *In the “how they will use your product” step, the

Use Case FillBee team demonstrates using lots of details how
their buyer Persona would use the product in each

step of the process.

* The more detail provided, the easier it will be o
find weaknesses or flaws in the plan, based on
knowledge of the Persona.

» The deeper your knowledge of the Persona, the better
it will be for your analysis.

« This analysis should increase your confidence level
and will be much more cost-effective than frying
fo fix the problems later on.

* Note: FillBee customers are both furniture buyers
and furniture sellers:

» A Full Life Cycle Use Case is required for each side of
the market.

Source: DISCIPLINED ENTREPRENEURSHIP

UV FillBee worked through many visual iterations
NS -l \\ith o multidisciplinary team to arrive at the
(OG- (e \VAll conclusion that:

* A primary pain point in the furniture
acquisition process is that the furniture
sometimes does not fit in the user’'s home and
has fo be refurned.

» Working backward, they identified “research
+ plan” as the step where improvements can
be made regarding measuring rooms and
furniture.

*FillBee’'s product condenses certain steps,
such as “research + plan,” “browse,” and
“buy” into one online process rather than a
combination in-person/online process.

Source: DISCIPLINED ENTREPRENEURSHIP

Multiple Initial Set! ions Aim E
To get started, Consumers can:
1.) Start with standardized room shape templates
2.) Enter the dimensions of their room
3.) Start with a pre-loaded room layout
4.) Upload 2 pictures of their room
5.) Upload a 360° video of their room

*o=—0"

Design Furnish

Amanda

Phillips
0

Purchase Collaborate

Learn

?

Figure 6.3 FillBee’s Amanda Phillips Use Case; good but still missing some upfront and backend elements.

Source: DISCIPLINED ENTREPRENEURSHIP rversity of Grprs -



To get started, Consumers can: Consumers shouldn’t be confined to one or two local
1.) Start with standardized room shape templates retailers.With FillBee Marketplace, Consumers can:
2.) Enter the dimensions of their room * Select furniture by type
3.) Start with a pre-loaded room layout * Drag and drop the chosen item
4.) Upload 2 pictures of their room * Repeat the previous steps until they've built the

5.) Upload a 360° video of their room perfect room

‘*o=eo"°

Design Furnish

Amanda
B Phillips
Purchase Collaborate
Learn

?

Figure 6.3 FillBee’s Amanda Phillips Use Case; good but still missing some upfront and backend elements.

Source: DISCIPLINED ENTREPRENEURSHIP Fversiy of ors -

Muttiple Initial Set-Up Options Aime Ease of Use Furniture from Multiple Retailers
To get started, Consumers can: Consumers shouldn’t be confined to one or two local
1.) Start with standardized room shape templates retailers.With FillBee Marketplace, Consumers can:
2.) Enter the dimensions of their room « Select furniture by type
3.) Start with a pre-loaded room layout * Drag and drop the chosen item
4.) Upload 2 pictures of their room * Repeat the previous steps until they've built the

5.) Upload a 360° video of their room perfect room

‘*o=o"°

Design Furnish

Design with the Crowd
FillBee’s social and collaboration

Amanda features let Consumers:
Phillips * Share in the decision-making and
design process with their friends
Purchase Collaborate and families
* Keep up on the latest trends in
Learn design and decor

+ Get help from a Pro Designer

?

Real-Time Feedback Feature Helps Consumers Make Better Informed Decisions
FillBee Diagnostics will perform an automated sanity check on the layout consumers create,
providing Consumers with:
* Tailored recommendations based on the Consumer’s prior usage and purchase history
* Automated design-centric alerts such as spacing recommendations between two funiture items
* An automated ratings engine that provides ratings based on design and cost metrics

Figure 6.3 FillBee’s Amanda Phillips Use Case; good but still missing some upfront and backend elements.

Source: DISCIPLINED ENTREPRENEURSHIP RS - |

To get started, Consumers can: Consumers shouldn’t be confined to one or two local

1.) Start with standardized room shape templates retailers.With FillBee Marketplace, Consumers can:
2.) Enter the dimensions of their room « Select furniture by type

3.) Start with a pre-loaded room layout * Drag and drop the chosen item

4.) Upload 2 pictures of their room * Repeat the previous steps until they've built the
5.) Upload a 360° video of their room perfect room

.\o o/.
Desi - Design with the Crowd
esign Furnish

FillBee's social and collaboration

Amanda features let Consumers:
Phillips « Share in the decision-making and
.—e e—. design process with their friends
Purchase Collaborate and families
+ Keep up on the latest trends in
Learn design and decor

* Get help from a Pro Designer

Figure 6.3 FillBee’s Amanda Phillips Use Case; good but still missing some upfront and backend elements.

University of Cyprus

Source: DISCIPLINED ENTREPRENEURSHIP

Multiple I Set-Up Options Aimed at Ease of Use Furniture from Multiple Retailers
To get started, Consumers can: Consumers shouldn’t be confined to one or two local
1) Start with standardized room shape templates retailers.With FillBee Marketplace, Consumers can:
2.) Enter the dimensions of their room * Select furniture by type
3.) Start with a pre-loaded room layout * Drag and drop the chosen item
4.) Upload 2 pictures of their room * Repeat the previous steps until they've built the

5.) Upload a 360° video of their room perfect room

*o=o"°

Design Furnish

Design with the Crowd

Reduced Friction at Checkout
On FillBee, Consumers can:

FillBee’s social and collaboration

* Use FillBee Diagnostics to Amanda features let Consumers:
optimize spend Phillips « Share in the decision-making and

*View discounts and coupons in an design process with their friends
aggregated view Purchase Collaborate and families

* Complete a purchase through one + Keep up on the latest trends in
checkout process, rather than Learn design and decor

from multiple vendors * Get help from a Pro Designer

Real-Time Feedback Feature Helps Consumers Mal tter Informed Decisions
FillBee Diagnostics will perform an automated sanity check on the layout consumers create,
providing Consumers with:
* Tailored recommendations based on the Consumer’s prior usage and purchase history
« Automated design-centric alerts such as spacing recommendations between two funiture items
* An automated ratings engine that provides ratings based on design and cost metrics

Figure 6.3 FillBee’s Amanda Phillips Use Case; good but still missing some upfront and backend elements.

University of Cyprus
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» Creating a visual representation of
the full life cycle of your product
enables you to see how the product
will fit into the customer’s value chain
and what barriers to adoption might
arise.

« Just showing how the customer uses
the product (the typical definition of
“use case”) will not provide an
accurate enough picture to fully
understand what obstacles will come
up when trying to sell your product to
your target customer.

M. D. Dikaiakos

Master Programs in
Artificial Intelligence for
Careers in EU

Current situation

WORKSHEETS

Sketch of How the End User Currently Solves The Problem (or Doesn’t)

Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus m

Large Language Models

3 [N\ WeLell][e ll INntroducing SceneScript, a novel approach for 3D
(e [2131)114 B SCENe reconstruction 0O Meta
this? March 20, 2024

Full Life Cycle Use Case Worksheet << NOTE TO TYPESETTER: MAKE THIS LANDSCAPE / FULL PAGE >>

Stage # 1 2 3 4 5 6 7 8 9 10
Action How do Howdo | Howdo | Howdo | Howdo | Howdo | How do How do Howdo | Howdo
they they they they they pay they they use they they buy | they tell
determine | find out | analyze | acquire | foryour | installor | and get | determine | more of | others
need & about their your product? | setup value the value your about
what is their options? | product? your out of they gain | product? your
their options? product? your from your product?
catalyst to product? | product?
take
action?
Who is
involved
When
Where
How
Misc.

Source: DISCIPLINED ENTREPRENEURSHIP A |




How will the End User Use Your

PrOd U Ct? Reflection on Full Life Cycle Use Case
C |. Looking at these worksheets now, where do you see the gaps in your understanding?

Sketch of How the End User Will Use Your Product

2. How do you intend to fill those knowledge gaps?

3. Which stages of the Full Life Cycle Use Case are you most concerned about as posing risks to the adop-
tion of your new solution?

You have completed your first draft of the Full Life Cycle Use Case! You are probably at least a
bit uncomfortable with some aspects of it, and that’s understandable; plan to circle back to it as you
complete additional steps and gain more understanding. But let’s keep moving forward and start to
define what your product would be within this overall context.

Source: DISCIPLINED ENTREPRENEURSHIP iversiy of PTUS p Source: DISCIPLINED ENTREPRENEURSHIP iversiy of PTUS p
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Section 3

Contents
* DE Step 7: High-Level Product

Specification

« DE Step 8: Quantify the Value
Proposition

* DE Step 9 : Identify Your Next
10 Customers

Section 3: What can you do for your Customer?

Step 7: High-Level Product Specification

« DE Step 10: Define your Core
* DE Step 11: Chart your 4 [T

Competitive Position e
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. Ah hah...
* Create a visual that is what

. ou meant

representation of your Ty i s el
olute a picture 1S Wor

prOdUCT. \ obvious? A;\,fol-rﬁl]y a fhoufand words!

features and not just the
features.

« Focus on the benefits of your / / \\ \
product created by the o [ ?S %

Defining the High-Level Product Specification at this time ensures that it is more focused on
your target customer and also that everyone agrees on what “it” is.

D. Dikaioko Source: DISCIPLINED ENTREPRENEURSHIP friverstty of VPRS-

Master Programs in
Artificial Intelligence for

What is your producf? S

«So far, you have defined your customer, what
they need, and how they will use what you
want to sell them.

ISN“T THIS TOO LATE
IN THE PROCESS?

However, the actual details of the product
are still rather fuzzy.

*You are already at Step 7 and only now

beginning to outline what your product will
look like.

. University of Cyprus
M. D. Dikaiako
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Why not earlier?

oIf you start by defining the product rather than
learning about your customer, your product
will likely not connect with customer needs.

*Even if you believe you know what the
product should be, always start with the
customer needs and work your way back.

*This way, you are tailoring your product to the
specific beachhead market, rather than trying
to force a product on a market.

* A H-L Product Specification is, at its core, a drawing.

» A visual representation of what your product will be when it is
finally developed, based on what you know at this point of
the process.

» It is something you draw without understanding all the
underlying details.

» The exercise of drawing a picture of what your product will
be, forces convergence on a team and removes
misunderstandings.

» This simple visual representation of your product can now
also be shared with potential customers, immediately
generating an unambiguous understanding of your product.

. University of Cyprus
M. D. Dikaiako

WHAT [IS A HIGH-LEVEL
PRODUCT
SPECIFICATION?

& &

Saph

Al EU ‘x
Defartrient of Comiputer Sdientt

High-level Product Specification:
You are not selling the product!

You are merely iterating with
customers so that you

more thoroughly understand the
strengths and weaknesses of your
product specification

M. D. Dikaiakos



Do not build now

Extending the specification

» At this stage, the product does not have
to be built

» To avoid unnecessary costs and something
that your team is too attached to.

*Keep it high level and don’t get
distracted.

* Product specification will change over
time and be refined.

University of Cyprus

Make a brochure

* At this point, you can make a brochure for your product, to:
» Help you see your product from the customer’s point of view
» Provide you with a concrete “straw man” to test with your customer.

» Force you to see your new venture from your customer’s vantage
point, in their words.

» To validate your ideas and learn if you are on the right frack.

 Target the brochure at your Persona, and draw on the work you
have done in the Persona and Full Life Cycle Use Case steps (Steps
5 and 6) as well as the visual representation of the product that you
have already created.

* Note: Often, when enfrepreneurs begin to write down features,
they become too inwardly focused. Creating a brochure helps to
avoid that pitfall.

g University of Cyprus
263

* The process of identifying and outlining your High-
Level Product Specification is strengthened by:

» Describing the various features of your product
» Explaining how these features translate into function

» Describing the benefits your customer gains from each
feature

* Always be specific about what you are offering,
and how each component of the offering benefits
the customer.

» Why does your target customer need your producte

University of Cyprus

Spiraling Innovation

The ultimate best
product solution

for your neWw venture
is arrived at after
many iterations

with customers

and your team.

A marketing brochure
is an effective straw man
to get this process started

ina very fangib]e way.

Figure 7.1 The spiraling process of innovation with a product can be significantly accelerated by making a
brochure—but not getting too attached to it. It is a tool to focus the knowledge capture process.

264 Source: DISCIPLINED ENTREPRENEURSHIP rversity of Grprs -



Case study:
SensAble

*The “digital clay” solution, called FreeForm,
included both hardware (the physical
PHANToM) and software.

*In the new digital clay molding bench, the
hardware was not the critical item as it could
get smaller, more stylish, and be contracted
for production.

*The hard part was going to be designing the
software, so that is what they focused on.

* The goal was to produce a product that:
» would have the ease of use of clay, and

» the benefits of having digital files so that designs could
be saved, modified, and sent electronically around
the world, and upgrades and enhancements could
be provided to users as well.

Source: DISCIPLINED ENTREPRENEURSHIP

Figure 7.4 SensAble replaces and expands current tool set.

High-Level Product Specification

User Selections

Materials: Tools: End Effector:
O Soft Clay O Sculpt # Point
0 Medium Clay 0 Hot Sword e Ball
0 Hard Clay O Push/Pull ¢ Triangle
0O Blue Foam 0 Extrusion B Square
O Ren O Dremel « Half Elipse
0 Metal O Scribe X Hook
O Other O Other X Other
Template:
O Yes
o No

Figure 7.5 SensAble user selections.

Source: DISCIPLINED ENTREPRENEURSHIP

Case study:
SensAble
Tech

Case study:
Altaeros

Energies

* The High-Level Product Specification was
developed as a set of PowerPoint slides
showing:

» the tools that designers used at the time

» how that tool set would not only be
replicated, but expanded with the new
digital clay molding bench

» drop-down menus that would allow the user
to digitally select the materials, the tool, the
end effector, and whether a template was
to be used

* This made it much easier to focus and test
the viability of some concrete ideas with
the team and potential customers.

Source: DISCIPLINED ENTREPRENEURSHIP

*ldea: building a wind turbine in the sky, high
enough to get consistent wind, and anchored
to a platform in the ocean.

* Problems:

» Lots of questions regarding what exactly this
meant in terms of implementation.

» Building an image of what the product would
be, uncovered disagreement within the team of
what the product would look like.

*By the end of the product specification design
process, the team:

*had a common understanding of the
product, and

« could easily use the product spec as a basis
for more in-depth customer research.

Disciplined Entrepreneurship: 24 Steps to a Successful Startup, Bill Aulet, Wiley 2013.



Case study:
Altaeros @

Energies

Lifting shroud &
wind turbine

elevate lightweight wind turbine to harness

" « Shroud uses buoyant and aerodynamic lift to
strong winds 200-600 meters in the air

Conductive tether &
( base-station l

* Tether holds AWT in place at optimal height
and delivers electricity down to onshore
base-station or offshore buoy, and onto
electrical grid or end user

Figure 7.2 High-level product spec: Altaeros.

Source: DISCIPLINED ENTREPRENEURSHIP

Lifetime

Supply:
Beachhead

 After some analysis and talking to
many potential customers, they chose
parents of college students as their
beachhead market as they had:

» The financial means to buy the subscription
» A strong interest in supporting their children

» A strong wish to staying in touch with their
children, especially when it came to areas
like personal hygiene.

» Describe product to these key
constituencies in as easy and efficient
a manner with a brochure.

Source: DISCIPLINED ENTREPRENEURSHIP

Case study:
Lifetime

Supply

Brochure
design

ldea: provide customers with lifetime supply of any
of the products that they offer.

*Persona: A well-to-do young male, lvan the
Investment Banker, would not want to go shopping
but knew he would need white athletic socks for
the rest of his life and this product would not
change. As such, the new venture would take @
payment and provide lvan this service in
perpetuity.

*Primary market research results:

» Making this a subscription business, where both sides
had the option to renew annually and where the
pricing could be adjusted.

» Convenience was a major aftraction of this service:
make it accessible from the mobile phone, with
customers being able to reorder with one fouch on
their mobile phone.

*Hard part: decide what exactly to build and getting
people fo buy into their service.

Source: DISCIPLINED ENTREPRENEURSHIP

* Building the brochure forced the team to clarify
many questions:

» What are the benefits to the student?

» What are the benefits to the parents?

» What are the products that Lifetime Supply will offere
» How should we start to think about the pricing?

* However: By choosing to include pricing, the tfeam
created a detail with the potential to distract both
itself and potential customers.

« If customers disagree with the prices presented,
they may be less likely to give feedback on the
venture's main idea, which is providing supplies to
college students on an all-you-can-use basis.

Source: DISCIPLINED ENTREPRENEURSHIP



How it Works Why buy?
1t's super convenient

Stay supplied
Great products '
> b A

Five more reas Shower Supply Oral Hygiene Supply Snack Supply

Jditic
i‘ i' parents

Free Shipping
Ne ship your product

ses
o
T

Subscribe

Ship & Re-ship

Shaving Supply Deluxe Bundle - save $55 Undergarments Supply

Deodorant Supply Breath Supply

273 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]
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 DE Step 8: Quantify the Value
Proposition

» DE Step 9 : Identify Your Next 10
Customers

» DE Step 10: Define your Core

« DE Step 11: Chart your Competitive
Position

n
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Section 3: What can you do for your Customer?

Step 8: Quantify the Value Proposition

« Determine how the benefits
of your product turn into
value that the customer gets
out of your product.

» Calculate quantitative
metrics (in most cases) to
show this value to the
customer.

a in EU
(MAI4CAREU)



Superfantastic!!!
Awesomel!!
Soooo much better
than anyone else’s!!!

Value for customer

* When a customer purchases a product, they are
asking themselves

S P i w7 “What value do | get out of this product?”
I Wonder He should 9ef
why this isn’t some numbers!

» Customers must justify the investment required to
acquire your product by offsetting this against:

working...

* how much money your product will make for

them, or
* how you will improve therr life in a way that
The relentless march for specificity continues. The Quantified Value Proposition gives you a concrete reO”y mo‘l"l’ers ‘I‘O ‘I’hem.
understanding of the measureable benefits your product will bring to your target customers.

277 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus | University of Cyprus i
Quqntified Vqlue Proposiiion (MAI4CAREU) TypeS Of benefits (MAI4CAREU)
« Converts the benefits your Persona gets « Products often have a large number of benefits

from your product into a tangible metric - may help a customer fo
that aligns with the Persona’s top priority - simplify a process or

(or priorities). -reduce their environmental impact or

* Focus on what pofential customers want « gain additional sales for their own products.
to gain rather than going into detail on

) In a simple view of the world, benefits fall into
technology, features, and functions.

three categories:

better faster cheaper

University of Cyprus University of Cyprus
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Alignment - Fit

* Create a value proposition focused on the criteria you
identified as your Persona’s top priority.

« If their top priority is time to market for producing goods,
and your product’s value is that it will lower the cost of
production, your value proposition—"Our product saves
$XX per month”"—will not persuade your target customer to
buy your product.

Once you know the priority of
your Persona, simply focus all
your efforts on this factor
when quantifying your value

» Your value proposition is not aligned with their highest priority, S
propaosifion.

so purchasing your product will not be a high priority for the
target customer, and will get lost in their pile of less-than-
urgent things to do.

« If your product also lowers the fime to market, you should
focus your Quantified Value Proposition on that.

M. D. Dikaiakos

Quantifying Value Proposition

«Set up a simple comparison of the “as-is” state with
the “possible” state that you are confident will exist

when the customer is using your solution. Persona uantified Value Proposition
. T As Is State

*In both cases, you make it as quantifiableas | - - X

possible. Possible State

. . . Priorities: - -- Y

*The d|f.f.erence in value b.e.’rween them is your 1 Aaaaa Value Prop =A of X & Y

Quantified Value Proposition. 2.Bbbbb Measured in dimension of Priority #1
«|t is that simple! Don't make it too complicated. 3.Cecce

4.Ddddd

M. D. Dikaiako frversity of e 252 Source: DISCIPLINED ENTREPRENEURSHIP rversity of Grprs -



Case study:

tech

Case study:
SensAble
tech

Toda

* Persona selected: industrial designer in the toy
industry.

» The Persona could be applied to the footwear
industry as well because the two industries are similar.

* Persona’s top priority: fime to market for new
toys.

« For new toys based on currently hot movie or
video game characters, less time to market
means:

» Less turnaround time before being able to sell toys
around that temporary window of opportunity.

* For new toys based on a movie, less time to
market means:

» The company can gather more information about
how successful a movie might be before
manufacturing toys for it.

Source: DISCIPLINED ENTREPRENEURSHIP

Development Times

;
S
Process || 4-14 Days |2 Weeks 2 - 3 Months 16 Weeks
Model Types: Engineering '(Ij'ool T:avny i Total
2D Drawings Manufacturing ev? opment - Development
3D CAD Models | Rework e Software Time
3D Hand Models CNC Milling
Ideation Tech Package Looks like Commercialization
Phase Design Works like
4 Days 3 Days 3 Weeks 8 Weeks*™*
Model Types: Engineering Digital tool cavity via Total
FreeForm Native | Manufacturing STL Development
File Rework CNC FreeForm Files Time
CNC Milling

EreeForm .
Process
50%

~ Reduction in
Asian Tool Suppliers 70% 70% Time
Reduction in Reduction in FreeForm
Time Time

Source: DISCIPLINED ENTREPRENEURSHIP

Case study:
SensAble
tech

Case study:
Meater

* Determine the average time to market for a new
toy using the current software available.

1. Examined the development process the way the
customer does, using the customer’s own words to
describe the process.

2. lterated with toy manufacturer unfil they felt the
process was understood properly.

3. Then went to another toy manufacturer to check if
their process was similar.

* After enough iterations, a very good “as-is” state
for the process was captured, without gefting info
insignificant details.

* The process was validated with footwear
companies and found to be identical.

Source: DISCIPLINED ENTREPRENEURSHIP

« This team started with biosensor technology that
was significantly better than what was currently
available in the market at the fime in ferms of size,
efficiency, and pricing.

* Appropriate beachhead market: cattle ranching
industry.

*The proposed solution was a biosensor that could
be affixed to a cow's ear, much like how cows are
currently tagged, to detect disease earlier.

«Sick cows identified earlier can be separated from
the herd, reducing infection rates, and allowing
more effective treatment of diseases due to earlier
detection than current methods.

* Persona’s (a rancher) top priority: making as much
money as possible.

Source: DISCIPLINED ENTREPRENEURSHIP



* Determine the current economics for a typical
herd of cattle (the "as-is” state), verifying it with
numerous ranchers and refining it until it was clearly
valid and credible.

Quantified
Value
Proposition study

* Determined the “possible” state from using their
product, making some conservative assumptions
they could support with compelling validity
evidence.

* Showing how much money a rancher would save
by using their product - the Quantified Value
Proposition.

» A compelling and highly specific Quantified Value
Proposition that made it much easier to engage and
quickly close their target customer on acquiring the
product.

» Also provides great help in later steps when the feam
looks to determine its Business Model and Pricing
Framework.

Source: DISCIPLINED ENTREPRENEURSHIP

Section 3

Contents

* Step 9 : Identify Your Next 10
Customers

* DH Step 10: Define your Core

« DH Step 11: Chart your Competitive
Position

Lost revenue
50 deaths ]—[ ($997/head) l

Treatment cost
($16/head)

Loss to disease:
$63K

200 cattle

develop BRD

efficiency
($15/head)

150 illnesses

Reduced feed ]

Lower quality
grade ($58/head)

Current process

Lost revenue

Process w/ Meater previiasion

25 deaths

—

Loss to disease:
$36K

Treatment cost
($16/head)

150 cattle
develop BRD

[
[

Reduced feed

g 125 illnesses efficiency
A F ($15/head)
_ Lower quality

- grade
($58/head)

University of Cyprus
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Section 2: Who is Your Customer?

Step 9 : Identify Your Next 10

Customers

B o egf BV
DISCIPLINED ENTREPRENEURSHIP



« [dentify at least 10 potential
customers, besides your
Persona, who fit the End User
Profile.

« Contact them to validate
their similarity to your
Persona, and their willingness
to buy your product.

Explicitly identifying the next 10 customers after the Persona increases your level of confidence
that you are on the right path and may also help you refine earlier steps.

Source: DISCIPLINED ENTREPRENEURSHIP

Master Programs in
Artificial Intelligence for

Why Step 9? s

Master Programs in
Artificial Intelligence for
Careers in EU

How to complete Step 97

«Focusing solely on one Persona could lead you to build a very
specific business without the ability to sell to other customers.

1.List more than 10 potential customers (aside from your
Persona), and include any pertinent information you have
about them from your existing research.

» Each of these customers should be similar to each other and the Persona; if not, revisit

» If the Persona is done correctly, this will not happen.

*Having a list of 10 potential customers beyond your Persona, will be

highly beneficial to you, as you proceed: the list, and potentially revisit your selection of Persona. It is important to have
anyy Y Y P homogeneity in your list. They should all be powerful purchasing references for each
» If you are successful in this step, you can be significantly more confident that your other.
business has a high probability of success—and you will be able to convince others, 2C t t h of th tential ; list d
such as future partners, employees, customers, advisors, and investors. Lontacreacn o € porential customers on your list an
» If you run into issues in this step, you will be able to go back and determine the prese_r?f VO,W Full Life Cyd_e_ Use Case, ngh—L.e.veI Product
flaws in your plan are and improve them before going further. Specnﬂco’rlon, and Quantified Value PI’OpOSITIOI’] (S’reps 6—8) .
*By listing and interviewing 10 potential customers, you are directly » Be sure while having these conversations that you are operating in “inquiry” mode, not
. . . . "advocacy/sales” mode. Determine whether the customer’s needs and ideas are in
‘res‘rmg every hypo‘rhesw you have built over the pOST elghT STepS' line with what you've established thus far from your Persona, Full Life Cycle Use Case,
» You may encounter some negative feedback if your plan is not Quantified Value Proposition, TAM assumptions, and so on.
quite right. That is not only okay, but probably good. »(Especially validate with these customers the hypothesis you have regarding the
Persona’s top purchasing priorities.

. University of Cyprus
M. D. Dikaiako

University of Cyprus
B M. D. Dikaiake y oLy 2]
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How to complete Step 9?

3.If a customer validates your hypotheses from the previous steps, now is a good
fime to ask the customer if they would consider providing a letter of intent to
buy your solution, once it is available.

* You are sfill in “inquiry” mode, so you are asking, “If a company were to offer
this product, would you be interested in purchasing it2" rather than “Will you
buy this product2” If they are exiremely enthusiastic, you can even ask them
to prepay for the product, which is a fantastic level of commitment.

4.If a customer’s feedback is not aligned exactly with your assumptions, take
good notes and think how this affects your analysis.

* Do not overreact to each new interview, even if there is a major disconnect,
unless you see a pattern. You will know intuitively if there is a major
disconnect after a few interviews.

5.After you have contacted each customer, you may have new data. Go back
and modify your earlier assumptions and determine whether to contact
additional customers.

* Your end goal is a homogenous list of 10 customers who are truly interested
and aligned with your Persona and other assumptions.

University of Cyprus

M. D. Dikaiakos H

WHAT HAPPENS IF YOU DO
NOT GET POSITIVE RESULTS2

Master Programs in
Atificial Intelligence for
Careers in EU
(MAI4CAREU)

How to complete Step 97

6. If you find that you cannot create a list of 10 customers
who are excited about your High-Level Product
Specification, then you may need to reconsider your
beachhead market.

7. While this step is conceptually simple, contacting
customers and getting information from them will
require a good amount of work, but will be invaluable
as you move forward.

A Do not share this list of customers or the information
you gather with others outside your company.

University of Cyprus

M. D. Dikaiako B
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Dealing with negative feedback “

* Getting negative results will happen: you will get
feedback that does not support your hypotheses.

*How the entrepreneurial team responds to them wiill
be a fundamental factor to the team’s success.

« Treat negative feedback as valuable information that
there may be an error in the research and data you
have been using up to this point.

* Negative results at one step is not the end of the
venture in most cases, but moving forward with a
faulty plan that was based on hope and not facts is a
recipe for failure.

University of Cyprus

M. D. Dikaic B



Summary of Next 10 Customers

General Info Fit Engagement
£:3  Customer Name Relevant Title Email, Demo- Psycho- Use Case ValueProp  Overall Contacted Level of Source
Info Phone graphic graphic Interest —

Letter of
Intent?

1

2

3

a

5

6

7

8

9

10

Note -1: Like with other worksheets, this is meant to give some structure but it can and should be customized as
appropriate for your situation

Note — 2: Relevant Info is other relevant info that is not captured elsewhere, such as “Total Megawatts Installed”
for the Methane Capture example from Disciplined Entrepreneurship.

Source: DISCIPLINED ENTREPRENEURSHIP Universiy of Cyprs gy

Source: DISCIPLINED ENTREPRENEURSHIP

Source: DISCIPLINED ENTREPRENEURSHIP

Engagement
# Demo-graphic  Psycho-graphic Use Case Value Prop Overall Contacted Level of Interest Source
—Lor?

1

A A A A A YES A From Persona
2

B B C B B YES A School Friend
El C B B B B YES A Neighbor
4

© A B A B YES A From Persona
5

B B B A B YES A Family friend
6

B B B B B YES A Alumni Database
7 B B B B B YES A Classmate
8 C A B B B YES A Classmate
9

C B B B B YES A/B Friend of a Friend
10

C C C B B/C YES A/B From Persona

Legend:

Fit: A = Excellent, B = Medium, C = Poor
Level of Interest: A = Signed a letter of intent, B = unwilling to sign letter of intent, C = refuses to buy
the product

“Use Case” means that the Full Life Cycle Use Case resonated with how the end user operates. “Value
302 Prop” means the benefit your product delivers is in line with that end user’s top priority.

of Cyprus m

Master Programs in
Artificial Intelligence
for Careers in EU
(MAI4CAREU)

Lecture 27/3/2024

# Demo-graphic Psycho-graphic Use Case Value Prop Overall Contacted Level of Interest — Source
Lol?
A A A A A YES A+ (NEEDS IT NOW)  From Industry
Group
2 A A A A A YES A From Persona
El B A A A A YES A Cold Call /Email
4 A A A A A YES A From Industs
Group
5 B A A A A YES Needs to Know Cold Call /Email
More but Interested
6 A A A A A Early Stages Needs to Know From Industry
More but Interested Group
7 A A A A A Early Stages Needs to Know From Persona
More but Interested
8 B A A A A Early Stages Needs to Know From Industry
More but Interested Group
El A A A A A Not Yet Needs to Know From Industry
More but Interested Group
10 A A A A A Not Yet 2 From Industry
Group
Legend:

Fit: A = Excellent, B = Medium, C = Poor
Level of Interest: A = Signed a letter of intent, B = unwilling to sign letter of intent, C = refuses to buy the product
“Use Case” means that the Full Life Cycle Use Case resonated with how the end user operates. “Value Prop” means
303 the benefit your product delivers is in line with that end user’s top priority. ’ H




01 Segmer‘\\’f»youfmorke’rs

02 Select a beachhead market
03 Build an end-user profile

04 Calculate TAM for beachhead
05 Profile the beachhead persona
09 Identify first customers

Source: DISCIPLINED ENTREPRENEURSHIP

* DH Step 6: Full Life Cycle Use
Case

* DH Step 7: High-Level
Product Specification

* DH Step 8: Quantify the Value
Proposition

M. D. Dikaiakos

06 Full life cycle use case

07 High-level product specifications
08 Quantify value proposition

10 Define your core

11 Chart your competitive position

Source: DISCIPLINED ENTREPRENEURSHIP

* Use the Persona to determine the full
lifecycle of your product use case,

* Exploring the 10 stages of the full life

cycle
10 Stages of Full Life Cycle Use Case

Use and  Determine Buy Tell
catalyst - ooiions - OPtions pr’L"J'..'d &7 Install get value  value more others
ction

M. D. Dikaiakos




DH Step 7:
High-Level
Product
Specification

Step 9:
Identify Your Next
10 Customers

* A High-Level Product Specification
is, at its core, a drawing.

« Goal: Use it to iterate with
customers so that you more
thoroughly understand the
strengths and weaknesses of your
product specification

OTP Bank Romania

Strategy and Objective

M. D. Dikaiakos

* [dentify at least 10 potential
customers, besides your Persona,
who fit the End User Profile.

* Contact them to validate their
similarity to your Persona, and their
willingness to buy your product.

Explicitly identifying the next 10 customers after the Persona increases your level of confidence
that you are on the right path and may also help you refine earlier steps.

M. D. Dikaiakos

Step 8:
Quantify the
Value Proposition

Section 3

Contents

« “What value do | get out of this
producte”

» Converts the benefits your Persona
gets from your product into a
tangible meftric that aligns with the
Persona’s top priority (or priorities)

Quantified Value Proposition

As Is State

X
Possible State
o+ Y

Value Prop =A of X & Y
Measured in dimension of Priority #1

M. D. Dikaiakos

* DH Step 10: Define your Core
* DH Step 11: Chart your Competitive

Position
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Section 3: What can you do for your customer?

Step 10: Define Your Core

. agf B

DISCIPLINED ENTREPRENEURSHIP

LLLLLLL er

Master Programs in
Artificial Intelligence for

Core and Moats v
Core
Moats
315 M. D. Dikaiako University of Cyprus H

Explain why your business can provide
customers with a solution that other
businesses cannot nearly as well.

You need to figure out something that you do that will make you better than anyone else at producing
a solution for your customers. This will be the new venture’s eventual crown jewels.

Master Programs in
Artificial Intelligence for

What is the “Core”? ey

What is it that your product does that your competitors cannot
duplicate, or cannot duplicate easily?

«The Core is something that allows you to deliver the benefits your
customers value with much greater effectiveness than any other
competitor.

«It is that single thing that will make it very difficult for the next
company that fries fo do what you do.

» It could be a very small part of the overall solution, but without it, you don't have
nearly as valuable a solution. What is it that you do better than anyone else?

«The Core provides a certain level of protection, ensuring that you
don’t go through the hard work to create a new market or product
category only to see someone else come in and reap the rewards
with a similar business of their own.

«It is your business’s last defence against the competition.

University of Cyprus



Categories

Examples from categories that
could inspire (or become) your
Core:

* Determining your core is a very situation-
specific exercise.

* Requires great thought; there may be * Network Effects

multiple options. e Customer Service

e Llower Cost

e User Experience

University of Cyprus
M. D. Dikaiakos ’

M. D. Dikaiakos
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for rfificial Inf for
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Network Effect

«If Network Effect is your Core, you become the standard by

achieving so much critical mass in the marketplace that it does CB mSightS DATA NETWORK EFFECT

not make sense for potential customers to use another product. () -
. P Ny
*The value to the user of this product falls under Metcalfe’s Law: the — L
value of the network to any individual on that network is related to
MORE CLIENTS AND
the square of the number of users on the network. NEWSLETTER SUBSCRIBERS
» The company with the most users is the most valuable; hence it is logical for new res,ssgrnci2?3:&?%2?;?3:233“;22;Sil:érs,
users to choose that network. e
» As aresult, the network becomes even more powerful; it is a positive feedback BETTER PRODUCT MORE DATA IS SUBMITTED TO US
|00p. Our platform & research improves as a Media attention and exposure in our research
. result of these algorithms & more data (market maps, rankings, etc.) is‘ valuable
*Examples: eBay (for both buyers and sellers), LinkedIn, Facebook, o s R e i3 e

and Google for Advertisers.

BETTER MACHINE LEARNING ALGORITHMS

Submissions contain links to sources, competitor details,
market sizes, etc. which improve our technology (The Cruncher)

University of Cyprus
M. D. Dikaiakos v P

[ . Source: Marius Ursache University of Cyprus - gy
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Customer Service

By establishing processes and culture that focus on excelling at
customer service, this potential core allows you to:

» Retain customers at a very high rate as compared to competitors, and
thereby avoid costly churn.

» Attract and obtain customers in a much more efficient way than others in the
market, as your customers are thrilled with their experience with you and
become salespeople for you by creating positive word of mouth.

* This core requires:

» An incredibly strong commitment from the entire organization and a fanatical
focus to execute a high level of customer satisfaction in a consistent fashion.

» Extraordinary measures that are hard for others to follow, such as “no
questions asked refunds” or other costly policies.

« This strategy is difficult fo execute such that a competitor is unable to
copy and negate your core, but when it works, it can be very effective.

University of Cyprus
M. D. Dikaiakos . H
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Lower Cost

«Develop the skills, relationships, processes, volumes, financial overhead,
and culture to outcompete anyone else in the market on cost and
become the long-term low-cost player.

« This has been a successful Core for Walmart and it is also part of the
strategy behind many Asian companies, especially with Chinese
companies that have recently entered sectors like clean energy (PV) and
electric vehicles (EV).

« It may be facilitated by achieving economies of scale.

« Often not a Core, but an entry strategy for companies who then choose to
compete on something else.

» For example, Honda entered the U.S. market as a low-cost provider of weed
whackers, scooters, motorcycles, lawnmowers, and cars; but, eventually
they no longer were the low-cost option. In fact, their Core was the
capability to build great motors

» the low cost was just a way to get into a new market.

University of Cyprus

323 M.D. Dikaiako Compur H

Customer
Service

Low Cost

A systemic view of Zappos' growth model

The key to Zappos' success is to consistently deliver an outstanding customer
experience. The model is driven by a culture of employee empowerment tightly
aligned with the company's purpose.

Source: Accenture analysis

@ RYANAIR

THE LOW FARES AIRLINE

CROWDED
AIRPLANES
CHEAP
TICKETS
LOW COSTS HIGH |
ESTRUCTURE ROTATION |
LOW FIXED
COSTS

“THERE IS NO AIRPLANES PUNCTUALITY
TIME TO LOSE” uuugNEVER STOPPED, AND ——
POLICY OVER THE LAND QUICKNESS

D. Dikaiako
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User Experience

*There are a multitude of new strategies that have evolved
into potential Core strengths and a common one now is
user experience (UX).

» Often embraced by the market in places where design and
fashion talent is available to address this challenge.

HOW DO YOU DEFINE YOUR
CORE?

*The strategy here would be to become the best at
developing and continually improving the UX through the

company's emphasis on it.

Al EU sﬂ"x&" Do TS
How to define your Core? Core definition process
« This step is more inward-looking and less * It must integrate many different considerations:
research-based than the others. » What the customer wants?
. Rely on: » What assets you have?

» What you really like to do?

) . . . .
internal introspection, combined with  What ofhers outside your company can do?

» external data gathering and analysis. » What the personal and financial goals of the owners are?
« Process at first broad and generol e |t mus’r be done efficiently onq very spe‘C|f|co‘I|y such that you
arrive at an answer you are highly confident is accurate.
« End definition of your Core should be * You cannot be changing your Core like other elements in this
concrete and specific. process; it has to remain fixed over time, once you lock in on it.

University of Cyprus

B University of Cyprus B



IP and your Core

» One common starting point when determining your Core is to
conclude it is your intellectual property.

«However, the effectiveness of IP as a Core depends heavily on your
industry:

» In the medical & biotech industries: patents are incredibly important in
ensuring success of a product or a new company.

» In other industries, there may be some value, but often patents are

insufficient for ensuring business success. They tend to be static and markets
are dynamic.

- Capability is generally better than a patent—but it is best to have both
for sure.

» Forinstance, feams with high levels of capability in an area will continually
produce innovative goods, over fime

(except in such specific cases as
biotech).

University of Cyprus
M. D. Dikaiakos ’

“Intangible capital tends to be

heterogeneous: one ideq, one

brand, one operating process is
usually not like any others.

One conseqguence of this
heterogeneity is that the tactics
that intangible-rich businesses
use to maintain competitive
advantage (moats) around
their business model - are also
highly varied and tend to

require bespoke analysis.”
[“Restarting the Future”, Haskel & Westlake, 2018]

- Some companies find an advantage in the marketplace by creating a
process and culture that innovates incredibly fast:

» Stay close to the customer
» Use strong product management
» Use agile development to
franslate initial head start into a sustained / growing advantage.
« Difficult to sustain as a unique Core as the organization scales

* Most companies do not rely solely on their speed of innovation as their
Core:

» rather use it as a motivator and a moat before they finally settle on a Core.

« All businesses should aim to innovate quickly, regardless of their definition
of Core; but, few businesses will find lasting success in rapid innovation
without something else as a Core.

University of Cyprus
330 M. D. Dikaiako L :
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Core vs Competitive position

*Your customers very likely will not see your Core as the reason they
buy from you.

*They will instead look at your Competitive Position (Step 11).
*Your Core:

« Will drive your ability to deliver certain benefits to the customer,
which has to translate info value for the customer, which then
leads to a better Competitive Position.

*Is how you are building a capability to differentiate yourself from
your competitors, and it cannot be easily replicated by others.

*Is the most concentrated way to gain differentfiation from your
current and potential competitors so you can really focus your

small amount of resources to gain maximum value for your new
venture.

- University of Cyprus
M. D. Dikaic
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First-move advantage vs Core

*The term refers to a company being successful solely by being the
first in the market.

*However, most companies that are first to market end up losing the
market to a later entrant who outperforms the first company, so:

First-mover advantage by itself cannot translate into a sustainable
Core and could be seen as a disadvantage.

« First-mover advantage can help a company with a well-defined
Core, but it cannot win the market by simply by being first.

« This must be tfranslated into something else:
» locking in key customers
» achieving positive networking effects for your company

» recruiting the best talent in a certain areaq, etc.

University of Cyprus m

You need to figure out something that you do that will make you better than anyone else at producing
a solution for your customers. This will be the new venture’s eventual crown jewels.

"t Source: DISCIPLINED ENTREPRENEURSHIP
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Locking up suppliers & Core

* One way to gain a competitive advantage is to anticipate the
key elements of your solution and lock in vendors on an exclusive
or a functionally exclusive arrangement.

»Locking up key suppliers is a good “outside the core moat”
strategy to slow down your potential competitors and should be
aggressively used when appropriate, but it is not your ultimate
Core, just a trap along the way for those who might follow.

It is a very valuable strategy to have multiple traps along the
way to make it hard on your competitors; but, you should have
only one Core.

*The Core is the Crown Jewel that is the final barrier through
which the competitors should not be able to break through.

University of Cyprus

Defining Your Core Worksheet

What is your value proposition (from Step 8)?

- What assets does your team have? Prioritize from strongest to weakest.

- 1. Strongest

[ |
[ |
. 10. Weakest

- What are your proposed moats for your business?
1. Strongest
72,
38
4.

-
- 6. Weakest

- What are potential Cores for your business?

.
.
3

[
&

University of Cyprus
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What is your quantified value proposition?

Case study:

What assets does your team have? Strength

[Very strong -] SensAble
tech

 Very strong -}
Strong
Strong
Weak
Weak
(Very weak -}
What are your proposed moats? Strength
(Verystrong _~}
Strong S
Strong S
Weak v
Weak v
(Veryweak -}
(Veryweak -}

What are your potential cores? Strength
(Very strong -}

( Very strong _~ ]

Strong

Strong

Weak
Weak

4« 4«

4

(B B |

m University of Cyprus m

SCUNASICEN - Aspiring to achieve a high level SensAble
SCURICIRIEE of success in a relatively short SeiEs ] 417
period of time.

« 2 Co-founders wanted to return
to Kentucky in four to five years,

* Wanted to do something big
that could scale quickly and be
of interest to venture capitalists,
which would be a five-year
timetable.

Source: DISCIPLINED ENTREPRENEURSHIP

* A unique hardware robotic device
called the PHANTOM, a device that
was renowned for its clever design.

* An extremely fundamental patent
for “force reflecting haptic
interface” (U.S. patent #5,625,576)
which was one of the most
referenced patents of its time.

*Thomas Massie, the driving intellect
behind the technology, and a
rising engineering star at MIT, fully
invested in the company.

* What was their core?

Source: DISCIPLINED ENTREPRENEURSHIP

s Become dependent on others
* Unpredictable time frames

*Need to become legal experts
to ensure others did not ignore
or circumvent our patents

» not interesting and not aligned to
personal goals and passions

* Aggressively pursued building
intellectual property portfolio
with their IP lawyer and MIT

» one of the outside moats of our
castle

Source: DISCIPLINED ENTREPRENEURSHIP



SensAble
Core:
The harc “are?

SensAble Core:

The software

* Needs lot of time and money to
achieve success

* Hardware companies not as
attractive to investors as software
companies

« Robotics was extremely out of favor
during the mid-1990s.

* SensAble was not a robotics company
at all. After all, their beachhead
market was not about robotics, but
about design.

* Aggressively protected and
developed PHANTOM hardware, even
though it was an outside wall, not the
Core.

Source: DISCIPLINED ENTREPRENEURSHIP

The software behind PHANToM was very
complicated:

» Not just the interface software but also

» how it represented weight, shapes, texture,
deformations, and many other physical
properties of the objects rendered for fouching
in the computer and

» then how the user interacted with them.

Ended up defining the Core as “the
physics of three-dimensional touch.”

» This Core was to be embodied in a software
engine that rendered 3D objects on the
computer, not for visual representations, but for
fouching them.

Source: DISCIPLINED ENTREPRENEURSHIP

SensAble Core:

The = oplier?

advantage
of the Core

* We had been able to lock up
the supply of a key
component (the high-fidelity
motors) that made our
hardware far superior fo what
other companies were
offering, presenting a
substantial barrier to entry.

* But if market conditions had
been right, our competitors
would have found a way to
produce the key component
themselves.

Source: DISCIPLINED ENTREPRENEURSHIP

«Translate the Core into a sustainable advantage
that would grow over time

*ldentfified key people on our feam who had the
skills to support the Core.

*ldentified the people outside the company who
were leaders in this field and moved quickly to
build strong relationships with them and lock them
in with SensAble.

s|dentified the organizations and institutions where
these people would be found (specific
departments at MIT, Brown University, and Stanford
University) and developed visibility, reputation, and
relationships there to recruit the best and the
brightest future stars.

*This became a top priority of Thomas Massie as the
CTO and he reviewed this at least quarterly in his
technical strategy discussions.

» Made sure fo have a strong skills development plan in this area and

our incentive system reflected this as a priority with strong
compensation and large stock option grants.
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Data as Core in Al Companies “*

«The Core is what you have that your
Summary competitors do not, that you will protect
over time above all else, and that you
continually work over time to develop and
enhance.

* The metaphor of a moat doesn't work with
Data Learning Effects:

CUSTOMER GENERATED

» Data Learning Effects: economies of scale
fo data + data processing capabilities +
data network effects

* Once you agree on a Core, it should not
change without a great deal of thought;
instead, you should continually make your
Core stronger.

8
1 l s
« When unique data is the source of a rel . ‘ . @
competitive advantage-the water in the o R gD IR
moat-and that data is automatically Pt
increasing, af an increasing rate, thanks to
the output of an intelligent system, the moat
changes shape.

» However, it can change as you discover what
your customers value most and what you do
best.

«The metaphor of a loop is more useful s ‘ » Defining your Core is nof easy and may
because it goes in the same direction with @ o seem abstract, but it is an essential step to
each iteration but can increase in size. G maximize the value of your new business.

r~
Source: Ash Fontana (2021)
345 “The Al-First Company” Q M. D. Dikaiakos
3 Dimensions:
» Unigue: Difficult for anyone
else to duplicate

s Important: Ties directly to your

WHAT MAKES EOR quantified value proposition

A GREAT CORE? « Grows: Increases in strength

over fime relative to
competitors

M. D. Dikaiakos



WHAT MAKES A BAD CORE?

Source: Marius Ursache

Section 2

Contents

Section 3: What can you do for your customer?e

Step 11: Chart Your Competitive Position

«DH Step 11: Chart Your Competitive | V A
Position

Wi v




* Show how well your product
meets the Persona’s fop two
priorities.

* Show how well the Persona’s
priorities are met by existing
products in comparison to
your product.

* Analyze whether the market
opportunity you have
chosen fits well with both
your Core and your
Persona'’s priorities.

Customer decision making

Hmmm...
I wonder which one
better suits my
priariﬁes?

How does‘ your core
map to wha‘i'your customer
rea”y wants?

The Competitive Position is where you take your Core and translate it into something that produces
real value for the customer, something that they will care deeply about.

354 Source: DISCIPLINED ENTREPRENEURSHIP

Competitive Positioning Chart ~ “~

« Customers usually make purchasing decisions on a
comparative basis, considering all options and determining
which solutfion best fits their priorities.

*The Competitive Positioning Chart helps you:
» analyze how much better you are vis-a-vis your competition;

» highlight areas of weakness.

«Taken together with the Quantified Value Proposition, it
shows that your product is needed and you are the right
organization to provide it.

*The Competitive Position is the link between your Core and
your Persona'’s priorities, and shows that they logically
make sense for the target market you have chosen.

University of Cyprus

*Shows visually how well you fulfil your Persona’s top two
priorities versus how well your competition does so.

*The goalis to show that your Competitive Position both
leverages your Core and that your product satisfies your
Persona’s priorities far better than existing or logical future
products.

If both of these are not true, you may need to revisit your
market selection or your Core.

» Flexibility with your Core it usually limited.

» Inability to translate your Core into benefits for your customer does
not necessarily mean your Core is wrong, because the Core is a
reflection of your team’s assets and capabilities; instead, there may
be a better market opportunity where your Core is more suited.

University of Cyprus
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Competitive Positioning Chart =

AirBnB

Priority 2

More
Personal

Priority 1 e 0 Priority 1 &

Less More

° Expensive Affordable
Priority 2

Less Cold

University of Cyprus . University of Cyprus
357 M. D. Dikaiakos . b m 358 M. D. Dikaiakos ’ v B

Master Programs in
Artificial Intelligence for
Careers in EU

Rememberl!

Dropbox

Customers don't care about your features.
Y They care about their priorities

“ ‘ Persona Competitive Positioning

Somewhere Everywhere

<3
4
¢

Good
¥

...............................................

Priorities:

He
'

Alt
#3

Bad

Complicated

Bad Priority #2 Good

il

University of Cyprus University of Cyprus

359 M. D. Dikaiakos

E 360 m



$0UR
P PRODUCT

WELCOME To THE

. ) B LAND OF itk Hony
AND NEW LEVE(S
OF VALVE

e WHO IS YOUR TOUGHEST
v v \| 2 COMPETITOR?
COMPETITOR 2 % %
GOMPETITOR #4 STATUS QUO
41 Source: DISCIPLINED ENTREPRENEURSHIP Universityof Cyprus g acangy 4 Unvesio NS

The toughest competitor of all

*The customer’s STATUS QUO «If you have a good Core and people convert from the
status quo to a new solution, the market will take off and

» Often, your largest obstacle will be convincing customers to ) LIMRE
both you and the other small competitor will win big.

make a change from their status quo.

- Comparing your product to the status quo ensures that you *In such an outcome, it is likely that the two of you will
have a valid real market and not a conceptual, fictitious merge, both get bought by bigger firms, or both go
one. public.

*The much bigger share of the TAM comes from getting *Once you have your Core and Competitive Position,
people fo change what they are doing today, overcoming don't focus too much precious time on competitors;
natural human and organizational inertia. rather, spend most of it working with customers,

«It is far better to address the untapped market of “customer developing your Core, and getting products outf the
doing nothing” than focusing on some other brand-new door.
startup.

University of Cyprus B University of Cyprus B
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Step1: Charting competitive position Step2: Charting competitive position

. Key: ge’r the rlgh’r information from your Create a simple matrix/graph as follows:
primCIry cusTomer reseorch * Divide both the x-axis and y-axis intfo two halves.

e . o ere * On the x-axis, write the number-one priority of your Persona.
* Identifying the top two priorities of your

*On the half of the x-axis closer to the origin, write the “bad state” of

Persona and assume that these two this priority (e.g., if the priority is “reliability” then write “low” here).
prior]ﬂes are all that matter. +On the other half of the x-axis, write the “good"” state of this priority
(e.g.. "high" for “reliability™).
* Your core is prObObly msplra’rlonal Ond *On the y-axis, place the number-two priority of your Persona. Write
ThOUQhTfU| and your produc’r’s feo’rures the “bad state” on the half of the y-axis closer to the origin, and the
! . “good state” on the other half of the y-axis.
are greo’r, bUT They dO HOT dICTOTe The * Plot your business on the graph, along with those of your
customer’s priorities. competitors (current and future). Also include the customer’s “do
nothing” or “status quo” option.
University of Cyprus ®| University of Cyprus @

Master Programs in Master Programs in
Artificial Intelligence for Artificial Intelligence for
i Careers in EU

Linkage of Various Steps Is Critical bass Competitive position chart

* If you have done good primary market research,

sersoms Quantified Value Proposition Competitive Positionin your business should be positioned in the top- right
— B x ™ quadrant of this graph, at the high end of the
pe—— S v ’5’ i “good” states of each priority.
2 sonee ot it iy # 3z
2 oo Bl Good * The bottom-left quadrant is where you absolutely do
prie 2 not want to be.
“C(,re”ls,,,,pms » Other locations on the chart are not necessarily bad.
Competitive Position
‘  But if you find yourself somewhere other than the
Resource Plan top-right of the chart, you should reevaluate your

Supports Building Core

product compared to your competition.

Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus H| University of Cyprus ®|



XYZ Company’s Position in ABC Beachhead Market SensAble’s Competitive Position in Toy/Footwear
Industrial Design Market

High XYZ Company . High Clay I:SensAbIe

@ reeForm
5o
3
Dunder Mifflin o
~ s
* b=
o 3
g 2
o Contoso =
a &
[
[a)

& CADI/CAM

5 solutions

Low Initech Customer’s Fabrikam C Low
status quo Alias/Wavefront
Low High Slow Fast
Priority #I Speed of Product Design
Figure 11.1 Competitive Positioning chart. Figure 11.2 SensAble’s Competitive Position.
369 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ] 370 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus @
NILN -l °Solution fo use solar energy to SunSpring
Case SfUdy filter water. Case SfUdy - SunSpring's value proposition is increased efficiency, flexibility,
mobility, reliability, and operation simplicity vis-a-vis its
competitors

« Beachhead market of filtering
drinking water for military tfeams

PVRO Competitors

3

. . g Spring
stationed in places that were off i Aqua@Sun
the grid or lacked access to %{____a;p;crg _________
reliable electricity. 2

Lo =5 & XGmowrenr  BLUE SPRINC’
« Cost was not a top priority for the g <
e 2
military. — —
o Efficiency

* Rather, the key elements were
reliability and efficiency.

Figure 11.3  SunSpring’s Competitive Position.




* Defining your Competitive Position is a
quick way to validate your product
against your competition, including the
customer’s status quo, based on the top
two priorities of the Persona.

«If you are not in the top right of the
resulting chart, you should reevaluate
your product, or at least the way you
are presenting it.

* This will also be a very effective vehicle
to communicate your qualitative (not
quantitative) value proposition to the
target customer audience in a way that
should resonate with them.

Master Programs in
Artificial Intelligence
for Careers in EU
(MAI4CAREU)

Module 4: Disciplined Entrepreneurship

Section 4: How does your

customer acquire your product?

M. D. Dikaiakos

Reading Review and apply the following tools:

IS ehInELRLel © ‘Creafte a Customer Empathy Map” in é
Easy Steps! by Conceptboard:

Practice

* Value Proposition Canvas by Strategyzer.

+ Competitive Mindshare Maps: a
visualization of how products are
positioned in a competitive landscape.

* Read Chapter 5 (Define your Value
Proposition). The Lean Product
Playbook by Dan Olsen. Wiley 2015.

What's Nexi?

Determine the customer’s
decision-making unit

Map the process to

acquire a paying customer
Design a scalable revenue engine

Source: DISCIPLINED ENTREPRENEURSHIP



Section 4

Contents

* DH Step 12: Determine the
Customer’'s DMU

* DH Step 13: Map the Process to
Acquire a Paying Customer

« DH Step 18: Design a scalable
revenue engine

Master Programs in
Artificial Intelligence for

Step 12: What is this step? =5

* Define the DMU (Decision Making Unit) for the
target customer:

» Makes the ultimate decision to purchase your product,
and will be advocating for purchasing it

» Will be involved when your product or service is acquired

e Carefully define each party and the nature of
power in the acquisition process.

* Meet the influencers who have sway over the
purchasing decision.

University of Cyprus

Master Programs in
Artificial Intelligence
for Careers in EU
(MAI4CAREU)

Section 4: How does your customer acquires your product?

Step 12: Determine the Customer’s

Decision-Making Unit (DMU)

3{% Rl B8
DISCIPLINED ENTREPRENEURSHIP

Wi ey,

Master Programs in
Artificial Intelligence for
Careers in EU

Step 12: Why do we do it?

« To sell your product successfully, you need to identify all the
people who will be involved in the decision to acquire the
product for the end user.

« Some people will actively approve or block acquisition,
while others will present opinions that can sway the
acquisition process.

* This process:

* Has been presented in many different ways in sales
training programs and put to practice for decades.

» Works for both B2B cases and B2C cases, though B2C
cases may involve fewer people, each of whom may
have multiple roles.

University of Cyprus

M. D. Dikaiakc m



Master Programs in
Arfificial Intelligence for
Compliance

Careers in EU
Influencer officer

#2

Influencer
1

Step 12: Why do we do it now?

Economic
bUyer

Champion

* At this step, you should be confident that your Persona
will get substantial value from your product and that
your offering is unique.

*Now, you need to become equally confident that your
Persona and Next 10 Customers can buy your product.

The Decision Making Unit Rarely is the purchasing process simple.
Your target customer almost surely has a decision-
making group of more than one person. Understanding
this group and explicitly mapping out each person’s role
and interest is of critical importance not just for the sale,
but also much earlier in the process when you are
developing the product and all of its attributes.

* When almost any product of significance is acquired or
adopted for use, whether in a B2B or consumer market,
multiple people will have to be convinced that your
product is worth purchasing.

University of Cyprus

381 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus [ 7

Master Programs in

Master Programs in
Artificial Intelligence for Artificial Intelligence for
Careers in EU

Careers in EU

Primary Roles in DMU

«Champion: The champion is the person who wants the customer to
purchase the product, typically but not necessarily your end user.

Multiple people can play this role. The champion can also be referred
to as the “advocate.”

*End User: This is the person who will actually use the product to create
the value described in the Quantified Value Proposition (step 8).
Hopefully this person is your champion as well; the end user typically
plays a significant role in the purchase of a product.

«Primary Economic Buyer: This is the primary decision maker; everyone
else looks to this person to sign off on spending money to purchase
your product. Most often, this person controls the budget. Sometimes,
the primary economic buyer is also the champion and/or the end user,
which makes your job easier, but does not completely neutralize
influencers or individuals who object to the purchase.

University of Cyprus

Additional Roles in DMU

«Primary and Secondary Influencers: offen have a depth of experience in the subject
matter, and can influence the rest of the DMU.

» Primary / secondary: play a major / some role in the decision-making process
» Influencers may have formal Veto Power, or may be trusted enough to have de facto veto.

» Other influencers may include media publications, individual journalists, outside contractors,
friends and family, industry groups, websites, blogs, efc.

«Person with Veto Power: These individuals have the ability to reject a purchase for any
reason. Often, in a B2B environment, this individual outranks the advocate or end user
in a corporate hierarchy.

» In a consumer market, an individual rarely has Veto Power; rather, the primary influencer(s) may
have the authority or be well-respected enough to exert a de facto veto..

» Unions and collective bargaining agreements may also block purchase of your product
because of certain provisions that have become essentially regulations in the business in
question.

«Purchasing Department: handles the logistics of the purchase. Can be another
obstacle, as this department often looks to drive prices down, even after the decision
to purchase has been made by the Primary Economic Buyer. They can try to disqualify
you based on certain purchasing rules that the company has set.

University of Cyprus
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Master Programs in
Artificial Intelligence for

How to Determine the DMU? =

* Operate in “inquiry” mode rather than “advocacy/sales” mode:

» If the customer believes that your product provides a strong value proposition,
the conversation will flow naturally.

*This is an excellent tfime to ask the customer:

“Assuming we could produce the product we have described, what
would need fo be done to bring a product in to test out?

“"Who besides you (make sure you make them feel good!) would be
involved in the decision to bring our product ing”

ECONOMIC CHAMPION
BUYER

HEAVY LIGHT VETO PURCHASING
INFLUENCER INFLUENCER POWER DEPARTMENT

“Who will have the most influence¢ Who could stop this from happeningg”

"Assuming the product does what we believe it will do, whose budget will

the money come from to pay for ite Does this person need anyone else to

sign off on this budgete¢ Who will feel threatened by this and how will they
reacte”

391 M. D. Dikaiakos

University of Cyprus E b D University of Cyprus



Determine the Decision-Making Unit (DMU)

How to Determine the DMU?

B End User Persona (Step 5! Economic Buyer Persona Champion Persona
Demographic
Summary
. Psychographic
*Refer back to your prior research: Summary
. Proxy Product:
» Your Persona fact sheet should document who or what influences the
Persona. W
«If the Advocate or Primary Economic Buyer are not your Persona: W
» Build a fact sheet for the individual in each role. 1» 0 3
4 in order) 2. Do 2.
. . " 3. 3. 3
» Think about how you will appeal to them, so you get a "yes” or at least a . a. a. 4
" Key S 1. 1
“neutral” response. rassothis B3 o 2
Person g By 3
+Once you have gathered this information: T D N Y N ) e
» Plot it out visually so the information is unambiguous. “
» Show this map to your Persona & Next 10 Customers to get feedback W
ey ]
» Communicate the map within your feam. The DMU for each customer “
should be similar, and you should see patterns emerging.
WD, Dikaiakos University of Cyprus m 394 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus B

Case study:

UETL LTSI - New water filtration/purification system
Water Filtration

MWF - End

user profiling

* The team initially thought the end user

- Beachhead market: cooling data centers, would be the data center manager.
specifically those at large companies or real estate
entities that manage large data centers shared by

multiple clients.

 Primary market research finding:
actual end user is the facilities

» Initially planning to sell system to new data center manager:

constructions because that would not involve having
to replace an existing system or sell against a solution

» Reports to data center manager.
that already worked for the data cenfter.

» Controls budget that would purchase a

» Inquiries came primarily from new data center ) )
water filtration system.

constructions as opposed to refrofit situations.

«TAM was calculated to be $50 million per year, with
a compound annual growth rate of 20 percent:
aftractive, properly sized market, would rapidly
attract competitors as well.

» After a half-dozen interviews with
facilities managers at data centers a
clear picture of the end user emerges.

Source: DISCIPLINED ENTREPRENEURSHIP Source: DISCIPLINED ENTREPRENEURSHIP



Persona’s Persona’s

e Career information

profiling priorities

» Performance incentives—
promotions, wages, and
recognition

« How established he/she is af the
companye

 Information sources used (he will
be vetting everything that the
team tells him against these
sources)

Source: DISCIPLINED ENTREPRENEURSHIP

Case study:
Mechanical
Water Filtration

MWEF Case
Study

* Persona: Chuck Karol
» Primary Economic Buyer
» Advocate
» End user

Source: DISCIPLINED ENTREPRENEURSHIP

« First priority: preventing data
center downtime.

« Second priority: meeting the
business unit's growth objectives.

* Third priority: not exceed budget.

e Fourth priority: environmental

issues.

Source: DISCIPLINED ENTREPRENEURSHIP

Table 5.1 Chuck Karroll Persona

Facilities Manager, IBM NE Data Center, in Littleton, MA

Environment

Personal Information

Career Context

+ Now has just over 20K Blade servers today growing at 15 percent per

quarter for the past two years and for the foreseeable future.

+ He is second-generation American (parents from Ireland).

+ Born in Medford, Massachusetts.

+ Medford High to Middlesex Community College.

* Moved to Winchester.

« Family with 2 kids (12, 15).

 Just turned 40 this year.

* Mid-career, 18 years at IBM and not looking to leave.

+ He is technial in the technician sense, not the engineering development

sense.

+ He is maintenance-focused and his vocational degree is relevant.
* Has been in current job for five years and has had three different managers

already but hopes to keep this job for next five years at least.

* Promotion path forward is to manage more facilities.
+ Makes $65K per year and has the potential for a 5 percent bonus at the end

of the year, based on the unit’s overall performance and his contribution as
determined by his boss, the data center manager.

« Higible for salary increase each year, based on his appraisal (can be between

0 and 12 percent).

* He has been consistently ranked a | or 2 (on a scale of 1-5 where | is the

best) in his yearly performance review, with reliability and supporting the
business unit’s growth as two key metrics upon which he is rated.



MWE Case
Study

DMU

analysis

Information Sources « He prefers people to websites when he looks for information and answers
to questions.
* Belongs to AFCOM (association for data center management professionals)
and gets a lot of information from them, and especially likes to go to the
Data Center World conference in early October each year in Las Vegas.
« Second-biggest influence is the Uptime Institute.
* Has started to look at Green Grid but not impressed.

« DMU definition and validation
shows:

» A number of other key players to
consider besides Chuck

» The DMU within the company is rather
complex.

« Also starting to get forwarded e-mail about a blog (Hamilton and Manos)
that other influential facilities managers are starting to read, and he has
recently bookmarked it himself

Reliability (highest priority)

Growth (high priority)

Costs (medium priority)

“Greenness” (low priority—extra credit)

Purchasing Criteria in
Prioritized Order

hWwph =

Other Noteworthy Items « Drives a Ford F-150 pickup truck and always buys American
* He wears a beeper that is always on
« Listens to country music
¢ He used to be a volunteer fireman and is proud of it. He makes level-headed
decisions when there is a crisis, calling in his training to act fast and put out
fires

Source: DISCIPLINED ENTREPRENEURSHIP Source: DISCIPLINED ENTREPRENEURSHIP

Secondary

Data Center « Typical data center manager is generally

Manager more involved in the purchasing process
than Chuck’s data center manager was.

influencers
« The Hamilton and Manos blog

* The AFCOM meetings Chuck
attended.

* Data center managers typically view
themselves as secondary buyers, since the
facilities manager’s budget is contained
within the data center manager’s budget,
providing the data center manager with

e Occasional Uptime Institute veto power.

events that he was involved with

. . . * However, if the facilities manager made a
(including their newsletter).

strong and convincing case for
purchasing something, it would be unlikely
the data center manager would veto the
decision.

Source: DISCIPLINED ENTREPRENEURSHIP Source: DISCIPLINED ENTREPRENEURSHIP



Chief
Information
Officer

External

contractors

* The CIO of the organization is
involved in a tangential way:

» The CIO would never drive the decision,
but if a purchase ran counter to his
goals or he saw the purchase as risky,
he would veto it.

» He would ask questions to test the
proposal but had little influence.

» He was also very unlikely to block a
decision jointly supported by the
facilities manager and the data center
manager.

Source: DISCIPLINED ENTREPRENEURSHIP

*The team, underestimated the influence external
contractors had on the decision-making process.

* External contractors had a heavy influence on the
facilities manager because they built and
retrofitted data centers on a regular basis, while
the facilities manager did not.

* Therefore, the facilities manager looked to them as
a major source of information on water cooling
solutions.

*The team realized that they needed to build a
Persona-like fact sheet on the confractors and
come up with a value proposition as to why their
solution was a positive event for them too.

*The team also needed to understand the internall
group within the company who recommended
and handled outside consultants on a regular
basis.

Source: DISCIPLINED ENTREPRENEURSHIP

Chief Green
Officer

« Companywide |
« Technical expertise
« Powerful in Retrofit

« Designs and recommends
« Powerful prescriber in new
facility with uneducated

customer

Most powerful
prescriptors

* The team initially thought the company’s
Chief Green Officer (CGO) would be an
advocate for the product.

* However, the research showed that the
CGO was not taken seriously by the
facilities manager.

* The CGO could advocate to the CEO of
the company to secure some one-time
funds in support of the purchase, but the
CGO was a secondary player who was
more helpful as a source of information to
the company on how they could adjust
their sales strategy, rather than a driver of
the process.

Source: DISCIPLINED ENTREPRENEURSHIP

Master Programs in
Artificial Intelligence for
Careers in EU
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CUSTOMER:
Facilities Manager

« Technical [ 1|
decision maker

« Pays bills

« Has problem

« Owns budget

« Makes it happen

+ Uptime

« IT knowledge

« No knowledge about
power or water

« Overall perspective
and priorities

« Gets budget AN

« Decision maker

« Technical knowledge but
not in water

« Business perspective

Primary responsibility for I
power and cooling expense |

Other

________
Facilities |

Business '| '|| manager |

lines 9%
IT orga- 28%

o « CEO
nization

« Green Czar
« PR

Cust M
« Builds « Veto ustomer oney

« May try to substitute for « Asks for competitors’
cheaper solution bids

Influencer Veto

Y = Champion

408 M. D. Dikaiake
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Section 4: How does your customer acquires your producte

Step 13: Map the Process to Acquire a

Paying Customer

%‘ R _f &
DISCIPLINED ENTREPRENEURSHIP

BILL AULET

Wi Ey

Once they see my product,
‘I’hey are 9oin9 to have to have it
and sales will immedia‘i’e]y
go to the moon!
Acfua”y itdoesn’t work
thatway... companies have
a process to buy things
and it takes a while.
Tsuggestyou learn it

and more realistically
manage expectations

/

Source: DISCIPLINED ENTREPRENEURSHIP

Section 4

Contents

* DH Step 13: Map the Process to
Acquire a Paying Customer

« DH Step 18: Design a scalable
revenue engine

What are we

. * Map out the Decision Making Process
doing? (DMP) by which a customer decides to
purchase your product:

» the various steps with the different
players

» note the roles and various approval/
authority levels for each person

« Estimate the sales cycle for your
product.

« |[dentify any budgetary, regulatory, or
compliance hurdles that would slow
down your ability to sell your product.
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Why a DMP mqp? s

» Understand and be realistic about the time frame involved for each step and give a
reasonable (80% certainty) range.

«Sales cycle length importance:
» Crucial determinant in how expensive it will be to acquire new customers.

» Critically important to project cash flow accurately.

WIHIY D@ Y@U EDD » Need to go from initial contact to paying customer quickly enough to create sustainable

business.
A DMP MA@? «Be sure to account for the budgeting process if your product/service requires this.
» Build the foundation for the Cost of Customer Acquisition (COCA) calculation.

» Reach a point where you make more money from current customers than you spend
attracting new customers. It always costs more than you would think to acquire
customers.

«|dentify hidden obstacles that will inhibit your ability fo sell your product and get paid.
» If something about your business will be a deal breaker, you want to know now.

«Be able to show potential lenders and/or investors that you understand the customer’s
buying process, which for many is a prerequisite fo investing in your business.

University of Cyprus

Master Programs in
Artificial Intelligence for
Careers in EU

Master Programs in
Artificial Intelligence for
Careers in EU

How to map the DMP? Clarification

*The following items from the Full Life Cycle Use Case (Step 6) will . .
be the basis for mapping the process to acquire a paying « What is the difference befween STep #6

customer: (Full Life Cycle Use Case) and this one?
» How customers will determine they have a need and/or

opportunity to move away from their status quo and how to * Two Views of Similar Process
activate customers to feel they have to do something different

(purchasing your product)? » Step #6: Customer (End User) View

» Step #13: Seller’s View

» How customers will find out about your product?
» How customers will analyze your product?

» How customers will acquire your product?e

» How customers will install your product?

i 2
» How customers will pay for your product® 10 Stages of Full Life Cycle Use Case

ermine
ede  FNdOU  pnayze  Acquire Use and  Determine Tell

atse  gbeut Gy Pyl ST PGl R . N
D University of Cyprus



Master Programs in
Artificial Intelligence for
Careers in EU

Mapping the process

*Goal: capture more detail about the DMU, and map out the
internal purchasing mechanisms of target customers.

*Basic components of the process include:
» Lead generation
» Access to influencers
» Pre-purchase planning
» Purchasing
» Installation

*Factor in any regulations from governmental or quasi-
governmental organizations that would potentially impact
your ability to sell your product.

«Some elements in your map will vary depending on the
industry.

University of Cyprus

M. D. Dikaiakos

Converting Full Life Cycle Use Case (Step 6) to First Draft Sales Funnel

Full Life Cycle Use #1 - Determine #2-Find

#3 - Analyze Options #4- Acquire #6-Install  #7-Use  #8-Determine

#5- #9-  #10-Tell

Case Stages Need & Catalystto  Outabout Your Pay & Get Value Buy Others
Action Options Product Value More
Tl #1-Identification: ~#2~ Consideration: Create #3 - Engagement : #5—Purchase: Close  #6— Loyalty: Customer Support #7- Advocacy:
Lead Generation  Awareness to Potential Customers  Develop Initial Dialogue Deal & Pay Output: Satisfied Customers Sell More & Positive
Output: Leads Output: Suspects Output: Prospects Output: Customers Word of Mouth

Outputs: Repeat
Customers and/or
Evangelists

#4-Purchase Intent:
Develop Interest to
Intent

Output: Qualified
Prospects

Master Programs in
Artificial Intelligence for
Careers in EU

Details to be considered

*For each component in the process, include:
*Who are the key players from the DMU that will be involved?
*What is their influence on the process?

» Put this in femporal order and develop educated estimates on how
long each component will take.

* What is their budget authority (amount and type)?
*How long will it take to complete each component you identify?2

» List them in temporal sequence noting any that can run in parallel.
(Be diligent. You need to have at least 80 percent certainty in each
step.)

* What are the inputs and outputs of this component?

University of Cyprus

M. D. Dikaiakos B

Process to Acquire a Paying Customer (Step #13)

[Stage# | 1 2 3 4 5 6 7 8 9 10
General Determine Need & Find Out about  Analyze Options Acquire Your Pay Install Use & Get Value Determine Value Buy More Tell Others
Description of Catalyst to Action Options Product

Stage

Cycle Use Case)

Who is involved
from the DMU?

Budget limits &
other con-
siderations

How much time
will this stage
take? (give a
range)

Action pian to
accomplish stage

Risk mitigation
strategy

419 M. D. Dikaiakos University of Cyprus E 420 M. D. Dikaiakos University of Cyprus m
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Budgeting/Purchasing Authority“*

* An individual can only purchase items up to a certain dollar

Sales Funnel Element Full Life Cycle Use Case Stage Estimated Time to Complete . .
n/a amount without approval from a more senior person.
Output: Leads . . .. .
e T Y VAT EY TSR 1 - Determine Need & Catalyst to Action » Sometimes, approval comes directly from one decision maker, while
Customers & other times, it kicks off a long and involved process with the
Output: Suspects #2 - Find Out about Options . 4 . .

purchasing department and its regulations.

#3 — Engagement : Develop Initial Dialogue #3 - Analyze Options

outputs rospects » Identifying these limits may help with your Pricing Framework later on:
& a price lower than an individual’s limit means you can eliminate

# 4 - Purchase Intent: Develop Interest to Intent

Output; Qualified Prospects certain players from the DMU.

oot oo g e Yourfrodue » This could dramatically reduce your sales cycle.

#5 — Purchase: Close Deal & Pay

e * |[dentify if payment will come from the yearly operating budget or
fhe longer-ferm capital budget

» This could mean the difference between a three-month sales cycle
and a one-year sales cycle, which could mean the success or failure
of your new venture, especially if you are not aware of it a priori.

- University of Cyprus University of Cyprus
421 M. D. Dikaiakos | ot H 422 M. D. Dikaiako X ! m
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Case study:
Water Filtration « Secured first pilot program in a new data center in less

than nine months, so they could have assumed that this
was the sales cycle.

System

* Make sure you take into consideration the
time it takes to move through each step in
the process.

« But upon performing an analysis of developing the map
of the Process to Acquire a Paying Customer more
generally, they realized that the way they had secured
the pilot was not repeatable for other customers.

* When they looked at the length of the acquisition
process for new data centers after the pilot, they
discovered that the sales cycle would take an average
of 2.5 years.

« Once you have made all your time
estimates, go back and validate whether
the estimates are reasonable.

« The team looked toward retrofits as a better way to enter
the market due to its shorter sales cycle.

» Are you occoun’ring for delcys? « The middle range for installing the product in retrofit
projects was just over a year. (Even a year-long sales
cycle is challenging for a startup, so even shorter would

» Are you being aggressive or conservative in your Ay
e |geal.

estimates?

University of Cyprus

M. D. Dikaiako H




Acquisition
o] {eYe=X13 M [e| (=Tl -New project
Filtr. System

« Contact CIO to get approval and gain access to internal
company specialist

» Contact internal company specialist / green czar / Corporate
Facilities Manager to influence Engineer

« Contact design engineer to work together in definition of water
system, give specifications, and have them prescribe MWFS

» Contact general contractor and Purchasing to ensure purchase
and proper installation

« Retrofit

» Contact Facilities Manager and help him sell to Data Center
Manager

« If necessary, contact CIO to get approval and gain access to
Data Center Manager and internal company specialists

« Contact Facilities Manager / Data Center Manager/ Purchases
to ensure purchase of our product and proper installation

M. D. Dikaiakos

Master Programs in
Artificial Intelligence for
Careers in EU

1st Worksheet for Step #13 (DMP)

tage 1 2 3 4 5 s 24 8 ] 1
General DetermineNeed &  Find Outabout ~ Analyze Options  Acquire Your Pay Install Use & Get Determine Buy More Tell Others
Description of Catalyst to Action Options Product Value Value
Stage

this stage?
(from the Full
Life Cycle Use
Case)

Who is involved
from the DMU?

‘Budget limits &
other con-
siderations

‘How much time
will this stage
take? (give a
range)

‘Action plan to
accomplish
stage

Risks
Risk mitigation
strategy

New vs

New Project

Retrofit timing

Lead Access to Access to Design phase Construction Installation
generation influencers  design phase: actual
engineers sale to

contractor

1-2 months ~ 2-4 months  2-4 months  6-12 months 12-15 months 1 month

Retrofit project

Access to facility Access to

Lead
generation manager influencers

Negotiation with  Installation
Purchases and
Budget Owners

1-2 months 4-6 months 2-4 months 2-3 months 1 month

M. D. Dikaiakos

Master Programs in
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Careers in EU

2nd Worksheet for Step #13

. - -]
Sales Funnel Element Full Life Cycle Use Case Stage Estimated Time to Complete

#1 - Identification: Lead Generation n/a
Outpt ads

#2 - Consideration: Create Awareness to Potential #1 - Determine Need & Catalyst to Action
Customers &
Output: Suspects #2 - Find Out about Options

#3 — Engagement : Develop Initial Dialogue #3 - Analyze Options
Output: Prospects

&

# 4 - Purchase Intent: Develop Interest to Intent

Output: Qualified Prospects

#5 - Purchase: Close Deal & Pay #4 - Acquire Your Product
Output: Customers &

#5 — Purchase: Close Deal & Pay
Output: Customers

Total time for sales cycle:

= - a

University of Cyprus

M. D. Dikaiakos m



3rd Worksheet for Step #13 (DMP) "= sales Funnel Evolufion

Draft Sales Funnel

* This is just the first draft

I « There will be many updates of this as you
- — go forward in the process
R el — « It will provide key metrics to measure your
e success, failures and bottlenecks

nnnnnn

#6 Loyalty e thid
—
satified
‘customers
#1 Advocacy Action plan for Advacacy:
Evangelists

University of Cyprus m
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What is Going On? Il

What is Going On? |

* Mental Model

» Persona « Habit

» FLUC
» QVP (faster, cheaper, same quality) *Easy 10 chonge?

* We Have Done Steps #1-13

» DMU & DMP

* This All Makes Sense But The Dogs Aren’t Eafing
the Dog Food

» Customer Adoption is Not Happening

University of Cyprus B University of Cyprus B



» Getting the first customers can be very
difficult

« All Decision Making Processes for the
customer are not the same ... Even ifitis
the same customer!

« Timing matters

 To get that first customer, you must

overcome an enormous amount of inerfia

because it is significantly easier for the

customer to not buy your product and

keep doing what he or she is currently

doing.

» The stafus quo is an extremely powerful force to
overcome, especially before a product is widely
accepted and people change their purchasing

habits accordingly.
M. D. Dikaiakos

NEWTON’S FIRST LAW OF MOTION

AN OBJECT AT REST WILL REMAIN AT REST...

-UNLESS ACTED ON BY AN UNBALANCED FORCE]

435

Source: DISCIPLINED ENTREPRENEURSHIP pnersiy ol yprs -y

NEWTON’S FIRST LAW OF MOTION

222

AN OBJECT AT REST WILL REMAIN AT REST..

University of Cyprus

434 Source: DISCIPLINED ENTREPRENEURSHIP

NEWTON’S FIRST LAW OF MOTION

ANOBIECT AT REST WILL REMAIN AT REST... -UNLESS ACTED ON BY AN UNBALANCED FORCE]

AN'OBJECT IN MOTION WILL CONTINUE
WITH CONSTANT SPEED AND DIRECTION...

University of Cyprus

436 Source: DISCIPLINED ENTREPRENEURSHIP



NEWTON’S FIRST LAW OF MOTION

AN OBJECT AT REST WILL REMAIN AT REST... -UNLESS ACTED ON BY AN UNBALANCED FORCE.

AN OBJECT IN MOTION WILL CONTINUE
WITH CONSTANT SPEED AND DIRECTION...

437 Source: DISCIPLINED ENTREPRENEURSHIP
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WoO Examples Corn

« Seasonality (selling lemonade in summer and Christmas wreaths in
winter)

« Crisis (e.g., blackout, security breach) or impending potential crisis
(e.g., forecast for a storm, the potential Y2K computer bug)

4
* End of fiscal year (extremely relevant for business, but also for some
consumers due fo faxes) Q

+Budget planning cycle /

- Life transitions (e.g., graduation, first job, first home, pregnancy)

* Change in leadership (e.g., company hires a new chief informafj

officer) |
)

* Change in regulation (e.g., enactment of the Affordable Care

»Searching the Internet and finding your product (more on this later)

University of Cyprus

M. D. Dikaiako B

Master
Artificial Int

Windows of Opportunity & Trigger

* A Window of Opportunity is a time period
in which your target customer (end user,
economic buyer, and/or champion) will
be particularly open to considering your
offering.

* A Trigger is a specific action you take
within that Window of Opportunity to
create an urgency and/or strong
incentive for the customer to act.

University of Cyprus

1CE-COLD

g

[SALE]

Know your Windows of Opportunity and take advantage of them with well-
designed Triggers—timing is crucial!

]

440 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus H



HOW TO CREATE A TRIGGER
EXPIRING  TINELIMITED SCARCITY FREE  SALES REP
DISCOUNTS OFFER GIFT  INTERACTION

441 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]

Master Programs in
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Exq m ples (MAI4CAREU)
Windows of rtunit Trigger
Expedia - you are looking at a =» 1. “2seats remaining at this price”
flight
IBM — end of fiscal year at a ®» 2. “Ineed to schedule my people
utility for December”
Students - beginning of the » 3. Back to schools sales or give

school year

Enterprise SW — competitor is aways

acquired by Oracle ®» 4. Time bound Trade-in Program
Hubspoft — Visiting welbsite = 5. Free Website Grader
Security Company — after a . ’
high visibility breach = 6. Free audit of customer’s status
Politicians —-Bad Obamasound % 7. Immediate letter to ‘faithful’
bite soliciting donations

M. D. Dikaiako University of Cyprus B

You need well-designed inggeré

*A salesperson suddenly appearing, in person, on the
phone, or in an online chat interface

«Offering a discount that expires after a short period of
time

eIndications of scarcity of supply
Limited time availability to join a special community
*Special offer of additional value to reward quick decision

«Clear action that will help you avoid a disaster—such as
a security assessment to avoid a devastating event

*Cybersecurity breach that just hit a competitor and is
making headlines today

University of Cyprus B
WORKSHEET

Now use the following worksheet to identify Windows of Opportunity for your product and choose one to focus on. Once you have chosen the

Window of Opportunity, develop a spectrum of options of Triggers for that specific Window of Opportunity and choose which one you will focus

on first o test for effectiveness.

Windows of Opportunity and Triggers

Window of Opportunity Candidates: Who is the Window of Opportunity relevant to!

What? When? Why?

Champion End User Economic Buyer

When

Inivare
444 M. D. Dikaiakos University of Cyprus



Where are
. THE SALES PROCESS MAP
we going?

(=l
-g )

N

GETTING
THE CUSTOMER
TO BUY MORE

oane
Understanding and utilizing Windows of Opportunity

and Triggers help tremendously in kicking off the

sales process and getting your customers to buy

your product.

Source: DISCIPLINED ENTREPRENEURSHIP

Who is your customer?

01 Segment your markets

02 Select a beachhead market
03 Build an end-user profile

04 Calculate TAM for beachhead
05 Profile the beachhead persona
09 Identify first customers

Source: DISCIPLINED ENTREPRENEURSHIP

Lectiure 10/4/2024

06
07
08
10
1

What can you do for your

customer?

Full life cyCIe use case

High-level product specifications
Quantify value proposition
Define your core

Chart your competitive position

Source: DISCIPLINED ENTREPRENEURSHIP



How does your customer Step 13: Map the process to \”'
acquire your product? acquire a paying customer ﬁ

Windows of Opportunity: )y
« Seasonality Q
« Crisis /
« End of fiscal year
. ~
* Budget planning cycle ¢
12 e Life transition
decision-making unit . .
13 Map the process fo « Change in regulation
acquire a paying customer . Chcnge in Ieadership
18 Build a scalable revenue engine
A Source: DISCIPLINED ENTREPRENEURSHIP A |

ersity
| X

ucaney A | Univesivel Gor . Uni
Step 13: Triggers ‘_‘ Step 13: The sales process ‘7

oA

EXPIRING TIME-LIMITED SCARCITY FREE SALES REP 1
DISCOUNTS OFFER GIFT INTERACTION

University of Cyprus
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Module 4: Disciplined Entrepreneurship

Section 5: How do you Scale

your business?

Section 5

Contents

* DH Step 14: Calculate the Total
Addressable Market Size for Follow-
on Markets

* DH Step 24: Develop a Product Plan

How do you
scale
your business?

14 Calculate TAM size for
follow-on markets
24 Develop a product plan

Master Programs in
Artificial Intelligence
for Careers in EU
(MAI4CAREU)

Section 5: How do you Scale your Businesse

Step 14: Calculate the Total Addressable

Market Size for Follow-on Markets

Q:@‘ oo 8w

DISCIPLINED ENTREPRENEURSHIP

Wi Ey




SLCUEREEICE  After attending this module,

Objectives

Broader TAM Sizing

*What?

studying its case studies and
reading assignments, and
watching suggested videos
you should be able to:

« [dentify follow-up markets
and estimate their size (Step
14).

« Understand how to identify
follow-up markets and
estimate their size (Step 24).

» Calculate/Estimate the annual revenues from the top follow-on
markets after you are successful in your beachhead market.

*Why?

[ EU
(MAI4CAREU)

» Shows the potential that can come from winning your beachhead
and motivate you to do so quickly and effectively.

*How?

» Refine the TAM for the initial market and develop an estimate the

broader TAM that includes the follow-on markets.

» Will not be as certain and specific as the first market.

» At any time as more information becomes available, go back and
update other sections and not be constrained by this simple linear

framework.

University of Cyprus

Tamso ?lad
we nailed
that first one.

N

While maintaining a relentless daily focus on your
beachhead market, you should also do some small
amount of analysis on what happens if and when you
win the beachhead market; from a general standpoint
and without a great deal of detail, what do you project
will be your next markets and how big will they be?

458 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]

Moving Beyond Beachhead

1.1s the target customer well funded & readily
accessible tfo our sales force?

2.Do they have a compelling reason to buy?

3.Can we today, with the help of partners, deliver a
whole product?

4.1s there entrenched competition that could block
use

5.If we win this segment, can we leverage it to enter
additional segmentse

6.Can we show results in an acceptable timeframe?
University of Cyprus B



Follow-on Markets Definition

Follow-on Markets Definition

*Selling the same customer additional products or applications, which is often
referred to as up-selling.

» Keen awareness of your target customer can be used to determine what additional
products you could create for or even resell to the customer.

» Use existing sales and distribution channels to sell new products, leveraging the

New
investment and positive relationship. Product
» However, making addifional products will likely stretch your business beyond your
Core, which may hurt your Competitive Position in those markets, unless your Core is
something related to customer relationships.
*Sell the same basic product to “adjacent markets,” which are markets similar
to your beachhead. Euzen'i
roauc
» Selling to these new markets usually requires additional features, product refinement,
and/or different packaging, marketing communications, or pricing.
» You are leveraging the same Core, and building off the expertise and scale
developed in the beachhead market. f’\”"e"' New
arket Market
» You will have to establish new customer relationships in each adjacent market, which Segment Segment
can be risky and expensive.
D. Dikaiak University of Cyprus m 462 M.D. Dikaiakos University of Cyprus B

Master Programs in Master Programs in
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Careers in EU Careers in EU

Why look at follow-on markets?  ~=~

. . « While the Core of innovation-based startups often naturally leads to
*Keeps you cognizant of the long-term potential of explore adjacent markets, you can pursue either strategy, or a

your business as you begin to design your product mixture of the two, after dominating your beachhead market
and build capabilities.

Analogy of bowling pins:

* You will excite management, employees, and @ 1 (BHM)- the pins on the left side of
investors by showing that the business has the Follow-On Market Candidates:  111€ T(eTT are adjacent
markerts;

potential to be overwhelmingly successful. P
#3-
e e the pins on the right side of

«You will also get a better sense of other potential the set are additional

markets if your beachhead market turns out to be e e e s gpplications for the
#-_____ customerin a particular

much more problematic than you envisioned and

i : s market
you have to either abandon it or revisit other e e e e
©) pTlO N [Geoffrey Moore

Other Potential Markets - Crossing the Chasm]

University of Cyprus
B M. D. Dikaiako yoLLyE 2]

University of Cyprus
M. D. Dikaiako



¢ #1 (Beachhead Market):
%
/ % FoI!ow—on Markets:

University of Cyprus m

Broader TAM
Sizing
Example e

Athletes

Sunscreen
for daily

Long-

lasting
cosmetics,

SMART SKIN CARE Long-lasting protection for your skin

 Think through the various adjacent markets and upselling
opportunities that logically make sense with your product.

* You should be able to identify at least five or six follow-on markets.

* Use the same general methodology to calculate the TAM for
each follow-on market that you did for your beachhead TAM in
Step 4.

«If you want to attract venture capital and/or build a big business,
the general rule is that the broader TAM (for 10 or less follow-on
markets), plus your beachhead market TAM, should add up to
over $1B.

* Use all the techniques of Step #4, making sure the units are
correct; but you need a lot less primary market research for now.

«Don’'t spend too much time for now.

University of Cyprus

M. D. Dikaiakos ’ ) 2 B

*Determine how much annual revenue an
calculation individual end user is worth.

* Multiply the revenue per end user by the
number of end users to calculate the TAM
as dollars per year.

*Make some assumptions about how much
a customer is willing to pay per end user.

» Base the number on the budgets of the potential
customers you have identified.

» How much are they spending today to
accomplish what your product does?

» How much have they paid in the past for other
new products?

» How much value does your product create for
them?

D. Dikaiako
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How do you
make money
off your product?

Module 4: Disciplined Entrepreneurship

Section 6: Business Models

Design a business model
Set your pricing framework
Calculate the lifetime of
an acquired customer (LTV)
Calculate the cost of
customer acquisition (CAC)

Section 6 NEIai[elaRANCTolgpllglel  After attending this module, studying ifs case studies and
. . reading assignments, and watching suggested videos
COHTenTS Objectives you should be able to:
« Understand and explain the Business Model Canvas
methodology.

» DH Step 15: Business Model Design

« Understand innovative Business Model Patterns and
apply them to your idea.

» Business Model Patterns

« Appraise techniques to help you design Business
Models.

« DH Step 16: Pricing Framework

« Understand the significance of Business Models.

« Understand, analyze and apply Freemium, Bait & Hook
and Open Business Models.

* DH Step17: LTV
* DH Step 19: COCA

« Understand the significance of Business Models.

« Understand and explain the Business Model Canvas
methodology.

« Understand innovative Business Model Patterns and
apply them to your idea.

« Appraise and apply techniques and tools to help you
design Business Models.




Readings

« Chapter 2: Patterns. Business Model Generation, Alexander

Osterwalder and Yves Pigneur, Wiley 2010.

« Chapters 16, 17, 19. Disciplined Entrepreneurship, Bill Aulet,

Wiley 2013.

e Business Model Canvas: A Complete Guide.

» https://www.cleverism.com/business-model-canvas-complete-
guide/

e Cost Structure Block in Business Model Canvas.

» https://www.cleverism.com/cost-structure-block-in-business-
model-canvas/

« Pricing Your Product by Sequoia.

» https://www.sequoiacap.com/article/pricing-your-product/

» What's your TRUE customer lifetime value (LTV)?2 by David

Skok.
» https://www.forentrepreneurs.com/Itv/

» The 3 Pricing Strategies Your Startup Should Choose

From by Tomasz Tunguz, Inc.

» https://www.inc.com/linkedin/tomasz-tunguz/only-3-pricing-
strategies-your-startup-tomasz-tunguz.html

« The 10 Most Popular Startup Revenue Models by Founders

Intitute.
» https://fi.co/insight/the-10-most-popular-startup-revenue-models

D. Dikaiako

* Nine Business Models and the
Metrics Investors Want by Anu
Hariharan, Y Combinator
(August 2019)

4

» Transcript:

« Concrete Steps to Calculate
COCA by Bill Aulet, MIT.
» hitps://youtu.be/Tn23iwj3gvw

Master Programs in
Artificial Intelligence
for Careers in EU
(MAI4CAREU)

What are we
Step #15

doinge

* Examine existing business
models across industries for
capturing some of the value
your product brings to your
customer.

Section é: Business Models

Step 15: Business Model Design

* Use the work you have done
in other steps to brainstorm
an innovative model for your
venture.

DISCIPLINED ENTREPRENEURSHIP

BILL AULET
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Why are we doing this? i
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Why are we doing this? Tl

amount of time
spentonvalue

conors rmotation *Entrepreneurs often invest a lot of time in

» developing the End User Profile, the product definition,
and the value proposition, showing how they will
create value for the customer,

amount of time
spenton creating
value innovation

*but barely any time figuring out how that value
translates into a profitable business.

*Why spend all this time focusing on innovation
related to technology and product design without a
commensurate amount of time on innovating with

your business model?
Me thinks you need to getthings more in balance!

Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus m WD, Dikaiake University of Cyprus B

Companies that spend time and
effort on innovative business models
can see enormous payback.

WHAT IS A BUSINESS
MODEL?




Business

odel =~
Generation

What is a Business Model?

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

The business model is like a blueprint for a strategy to
be implemented through organizational structures,
processes, and systems.

A business model can be described through nine
basic building blocks that show the logic of how a
company intends to make money.

University of Cyprus
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* A business model is a framework by which you extract from
your customers some portion of the value your product
creates for them.

«Itis the idea that the amount of money your venture gefs
paid is based on how much value the customer gets from
your product, and not some arbitrary markup based on your
Costs.

*You should constantly be working tfoward achieving business
models and pricing that are value-based even if you have to
make temporary shifts along the way to get there.

» Pricing matters surprisingly less than designing an effective business
model, because the latter has a more direct influence on your ability to
extract value over the lifetime of your business.

University of Cyprus
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Design are there to Capture Value?

1. Customer: Understand what the + One Time Upfront Charge (plus maintenance)
customer is willing to do.

(MAI4CAREU)

» Use knowledge from Decision-Making Unit ’ Licensing
Customer (step 12) and Process to Acquire a Paying ° Subscrip’rion/Leosing * Advertising
Customer (step 13). . Shared Savings + Transaction %
2.Value Creation and Capture: Assess how « F i
reemium
much value your product provides to » Consumables . Cell Phone Plan (or
Your Value » your customer and when. Then o ; ; .
determine which ways of capturing O&M (Operating and Mainfenance) PPA in energy)
value match up well. » Cost Plus « Utility model (per
» Use your Quantified Value Proposition . Upse” h|gh morgin add ons usage)
analysis (step 8). « Franchise model
D 3. Competition: Identify what your . . ~ .
competition is doing (step 11). Micro-fransactions

4. Distribution: Make sure your distribution * Parking meter
channel has the right incentives to sell * Other
your product.

University of Cyprus
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Consumables Cost Plus Scenario

For the customer, the benefit is a low up-front cost, with ongoing e Customer pays a set percenfgge above the cost of
costs based on usage, which the customer can usually conftrol. producing the product.

*The customer might not have an easy way to pay for a large up-

front cost but has much more capability to procure once usage has » Common in government confracts as well as situations where
started. Once usage has started, they can justify the purchase of you and your customer want to share the risk of producing the
some consumable product the solution uses. product.

*The amount of consumable that needs to be purchased is directly
related to usage; and, in many cases, your customer can pass the
cost on to their own customers.

» Attractive when product is immature and there will be scope
creep - the offering should mature and then migrate to a
different business model.

*This is a very popular model for medical devices, but it is also used . . . .
frequently in the consumer space: » Requires agreement on the accounting assumptions, trusting

_ that the numbers are correct and will continue to be correct.
» Razor/razor blade model made famous by Gillette.

» HP is another example: almost all if not all of their profit on printers comes from » It can also create incentives that reward activity rather than
selling inkjet cartridges. progress, which is bad for both you and your customer.

University of Cyprus
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Upsell with High-Margin Products™

Temporary Access to It

*The central product is sold at a very low margin, but the overall * Somewhat similar to the Od\/erﬂsing model.
margin is increased from the sale of very high-margin add-on
products. * Reselling user data requires first attracting end users
«Often used in consumer electronics stores or websites and with a free product, then receiving money from
frequently in new car sales: third parties who pay for access to demographic
» In a consumer electronics retailer, frequently an item like a and other information about your users.

camera might be sold aft just above cost, which atftracts the

customer, but then they buy add-ons that have a higher » This is a major source of revenue for Linkedln, which sells a

margin and customers are sold a warranty extension for one, spemolfr')_gikodgl;e for rzchuVrers fhat gives access fo a wide
two, or three years that also has a very high margin. array of Linkedin user aata.

» When buying a car, it is the additional items like warranty » The medical industry also resells access to user data for
extension, accessories, rustproofing etc that are the high- market research.
margin products where sellers make the lion's share of their
profits.

Transaction Fee Parking Meter

- Online retailers often pay or receive a « Charge very low prices but very high late fees.
commission for referrals that lead to sales. *Used also by credif card companies and (for a while)
Blockbuster.

) One.ObVIO?S e)f@mple IsheBGy' Wh]ICC|h . » The problem that Blockbuster discovered, however,
receives atee from eachn successiul auction, is that loyal customers can become alienated by

paid by the seller. such late fees, so when Netflix emerged with the
tagline “no late fees,” Blockbuster lost significant

« The model is similar fo how credit card market share and never recovered.

companies work, where a percentage of
each transaction goes to the credit card
company.

*The lesson is: do not take advantage of your
customer’s naiveté as a central pillar of your business
model.

University of Cyprus

B University of Cyprus B



Operating and Maintenance

Microtransactions

* A new business might not want to really sell a
product but rather get paid for running a
plant or other operation for a fee.

* While this is similar in some ways to a
consulting agreement, the customer has
more incentives to control or cut costs, as it
will directly impact the customer’s income.

* This model is common in the energy sector.

* A new successful model that came into vogue with
online computer games, and is now being tested to
try to save newspapers, is microtransactions.

* In this model, the customer is asked to provide their
credit card and then they make very small (defined
as less than $12; often they are $1 or less)
transactions for digital goods (which have virtually
no marginal cost because they are electrons).

e There are many of them so they can add up.

University of Cyprus
M. D. Dikaiakos ; H

Section 7

Contents

» DH Step 16: Pricing Framework
« DH Step 17: Lifetime Value of an

Acquired Customer
* DH Step 19: Cost of Customer

Acquisition (COCA)

Outline

Design a business model

Set your pricing framework
Calculate the lifetime of

an acquired customer (LTV)
Calculate the cost of
customer acquisition (CAC)




After attending this module, studying its
case studies and reading assignments,
KlelnllpleROJSICIMIZEN  ond watching suggested videos you
should be able to:

Section 7

« Understand and explain the concepts
and challenges of pricing your
product.

» Explore and develop Pricing
Frameworks (Step 16).

» Describe, analyze and evaluate the
Lifetime Value of an Acquired
Customer (Step 17).

» Understand the significance of
Customer Acquisition (COCA),
analyze and calculate COCA.

Master Programs in
Artificial Intelligence for

Pricing Framework e

e What?

» Determine a framework to test pricing for your new
product and make a decision on what the initial
price will be.

» Create a first-pass strategy that will allow you to
calculate the Lifetime Value of an Acquired
Customer, which along with the Cost of Customer
Acquisition is an important variable that indicates
the profitability of your business.

*Why?

» Small changes in pricing can have a huge impact

on your profitability.

. University of Cyprus
M. D. Dikaiako

Section 7: Pricing, LTV and COCA

Step 16: Pricing Framework

DISCIPLINED ENTREPRENEURSHIP

Wi Ey

Now that you have a business
model, it is time for initial
Pricing decisions.

Again, always look aft this from
the customer’s perspective
and not just yours.

Consider competition as well
when determining your pricing
strategy.



Step #16: Pricing Framework

« How?

» Use your Quantified Value Proposition and
Business Model to determine an appropriate first-
pass framework for pricing your product.

» An iterative and ongoing process where you start
at some point that is the best guess for that

moment and then you spiral closer and closer to
a better answer.

University of Cyprus
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Improving pricing
can have big effect on profits.....
butbe patient until market matures
and you have enough info

Source: DISCIPLINED ENTREPRENEURSHIP

Importance

*The Pricing Framework is extremely important in influencing
your profitability, so it is important you price your product
correctly.

*For companies in the Global 1200, a price that is 1% higher
would lead to an 11% increase in overall profits, because:
once costs have been paid, the remaining revenue is all profit
[“The 1% Windfall”, citing McKinsey study.]

+Of course, there is always an upper limit to your price due to
the dynamics of the Decision-Making Unit, Process to Acquire
a Paying Customer, and sales cycle.

*The Pricing Framework is your attempt to strike a balance
between attracting as much revenue as possible and
attracting as many customers as possible.

Basic Pricing Concepts o

« Costs Shouldn't Be a Factor in Deciding Price.

» Use the DMU and the Process to Acquire a Paying
Customer to Identify Key Price Points.

« Understand the Prices of the Customer’s Alternatives.
« Different Types of Customers Will Pay Different Prices.

« Be Flexible with Pricing for Early Testers and “Lighthouse
Customers.”

« It Is Always Easier to Drop the Price Than to Raise the
Price.

University of Cyprus
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Cost vs Price

«Set your pricing based on the value the customer gets from your product, rather
than on your costs.

«Cost-based strategies almost always leave money on the table.

» In software, for instance, the marginal cost (the cost of producing one more copy of the
software) is virtually zero, so pricing based on cost would make it extremely difficult to make
any money.

«Instead, use your Quantified Value Proposition, determine how much value your
customer receives from your product, and charge some fraction of that. The exact
fraction depends on the competition and the industry, but:

*20% tends to be a reasonable starting point, leaving 80% of the value for the
customer, who is taking a risk by incorporating your product into their infrastructure.

Some companies, like Microsoft and Intel, have been able to take advantage of
monopolistic positions to price even higher, but short-term gains through this
strategy may create long-term problems for your business if your customers think
you are gouging them and other companies emerge with different or lower-priced
products.

University of Cyprus
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Cost vs Price: Remarks

*Don’t give out your cost numbers to anyone who
does not have areal need to know. Definitely do
not tell your sales group!

»Any good salesperson will use any and all of their
resources to make a sale, even if it means driving the
price down to costs. This mentality is in fact why you
hired them, love them, and what makes them
effective.

*If you open yourself up to conversations about costs it
can lead back to inappropriate conversations about
your pricing, which will lead to decreased morale,
productivity, and potentially profitability.

University of Cyprus
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Cost vs Price: Remarks

*The percentage of customer value that you can capture with
your pricing depends on your business model and how much risk
you are pushing onto your customer.

» A monthly subscription model, where a customer is paying over time,
but can also cancel at any time, will allow you to price higher than an
up-front charge model, where the customer is taking additional risk by
paying for the product in full before knowing how beneficial the
product will be for them.

«|f costs come up in conversations about your product, make it
clear that your price is not based on cost. Immediately turn the
discussion around to how much value you create for the
customer.

» “My business is very simple. My customers give me two dollars and
they get back ten. That is why we are so successful.” [Steve Walske]

University of Cyprus
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Identifying Key Price Points

* The Decision-Making Unit and Process to Acquire a Paying Customer provide
invaluable information about how your customer’s budget works.

¢ Knowing an individual's purchasing authority limits can help reduce friction in the
sales process.

« One example of using this information to inform your pricing comes
from Kinova of Monfreal, Quebec.

» Kinova sells the Jaco assistive robotic arm for disabled people in
wheelchairs.

»  When Kinova entered the market in the Netherlands, primary market
research found that consumers could get reimbursed up to 28,000 euros
from their health insurance for purchasing the product.

» If the price went above 28,000 euros, Kinova would need the consumer to
pay the extra amount out of pocket, creating friction in the sales process.

» Despite an extremely strong value proposition that could have supported
a higher price, Kinova priced its product at 28,000 euros, which
dramatically decreased the company’s sales cycle length and Cost of
Customer Acquisition.

» As aresult, the company quickly ramped up sales and enjoyed a much
larger market share than it would if it had priced the product at a higher
amount.

University of Cyprus
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Prices of Customer’s Alternatives “*

« It is imperative to understand, from the customer’s
perspective, the alternative products available,
and how much the customer would pay for each,
including the customer’s status quo.

» Carefully research what other alternatives would
achieve similar benefits for the customer, what the
prices of those alternatives are, and how much
better your solution is.

« Data collection and analysis is very critical in this
step.

University of Cyprus m
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Customer waves

«Technological enthusiasts are the first people to buy a product. They love
technology and will buy one of anything. Some are consumers, while others
work in university R&D labs, national labs, or companies like General Electric.

» They will only buy one (hence half the number you expect) but since they want to
have it right away, before anyone else, they are willing to pay a much higher price
(hence twice the price).

«Early adopters are also price-inelastic but are very interested in feeling like they
got a special deal and will require lots of attention and exira service; so make
sure to build that into your pricing model.

«The early majority (pragmatists) is where you will make yourself a great and truly
scalable company. That is the price point that most of us think about when we
are talking about and planning for a pricing strategy.

«The late majority (conservatives) are later in the process and your pricing
strategy will be very clear by then; they like well-defined, conservative plans.

«Laggards/skeptics come so late in the process that you may have already sold
your company at this point.

University of Cyprus
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Customer Types

“The bad news is you will sell half as many units as you
think you will. But the good news is you will be able to sell
to the first group of buyers at twice the price you think
you will." [Mitch Kapor.]

« Different types of customers will pay different amounts,
depending on how early or late they are buying relative
to other customers.

* A differentiated pricing strategy and structure for these
distinct customer segments will mean substantially
higher profits for your business.

University of Cyprus B
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Early Testers and “Lighthouse ===

(MAI4CAREU)

Customers.”

*Early testers will collaborate with you to improve your product

Lighthouse customers strongly influence the purchasing decisions of others in the
industry.

» These customers may help you create case studies or do on-site seminars where you can
promote your product, or otherwise be strong references in the market.

*Allow for flexibility on pricing with these two groups of customers. How?
» Discounting an up-front charge or through a free or low-cost trial period.

*However, do not give your product away to them, and do not discount any ongoing
revenue stfreams. Why?

» That would signal that your product has a very low value, setting a dangerous precedent.

*Have early customers sign an agreement where their pricing terms be kept confidential,
and be firm with other, later customers who try to secure the same pricing terms.

» You do not want your early one-time-only deals to define your general pricing strategy.

* Additionally, if you have the option to discount hardware or software, prefer to discount
the hardware and hold the line on software pricing.

» Customers can more easily understand hardware value versus software value, and it will be
easier to reestablish higher hardware pricing as opposed to reestablishing software pricing.

University of Cyprus B
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Price: Easier to Drop than Raise “*

Case Study:

« Developing an exciting new thin-film technology that captured solar
energy and could release the energy on demand.

H e|IOS - Beachhead market: remotely deicing windows on corporate and
government fleets of automobiles.

«It is best to price high and offer discounts initially, rather
than price too low and find you need to raise the price
later.

« Primary alternatives: drivers manually deicing their individual cars, or
mainfenance employees manually deicing a fleet.

» Union rules and desires also had to be included. To get to a good
educated guess on pricing, the tfeam had to clearly understand its
Quantified Value Proposition, as well as the rational and emotional
qualities of the Decision-Making Unit.

« Usually, first customers have larger budgets than later
customers who are more likely to accept less-than-cutting-
edge technology in exchange for a lower price.

« The team created a first-pass Pricing Framework, and then once they
calculated their Lifetime Value of an Acquired Customer and Cost of
Customer Acquisition in later steps, they went back and revised their
Pricing Framework based on those calculations.

* Also, you will find it difficult to convince customers to
accept a higher price when they are used to paying a
lower price.

« In the revised pricing framework, they set the price at $100 per unit, which
would provide $100K in the first year of sales (based on the target
customer’s average vehicle fleet size of 1,000). With average 20 percent
fleet turnover, they would net $20K per year afterward.

« Sometimes, a price increase is necessary as you learn more
about the market, but successful price increases do not
happen frequently.

« They compared their tfechnology to window tinting, concluding that
customers would judge their pricing against what they were used to
paying for tinting. The strategy also discussed a discounting strategy for
pilot customers to jump-start positive word of mouth.

University of Cyprus
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much value your customer gets from your ' ' (MAIACAREV)
product, and capturing a fraction of that

value back for your business.

» Costs are irrelevant to determining your pricing
structure.

* You will be able to charge a higher price to SEEon 72 Fieing, MY @liel CRies

early customers as opposed to later . .
customers, but be flexible in offering special, Siep 17: Calculate the Lifetime Value
one-time-only discounts to select early testers
and lighthouse customers, as they will be far
more beneficial to your product’s success
than the average early customer.

(LTV) of an Acquired Customer

* Unlike your business model, pricing will
contfinually change, both as a result of b .
information you gather and as you progress . e e R wd w3
throughout the 24 Steps, as well as in response S
to market conditions. g i

M. D. Dikaiakos
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M - Company founded in August 1998 to sell products over the Internet to
Cqse SfUdY- consumers for their pets.
pe‘l‘s.com « Concept: people spent alot of money on their pets; the company could

capture those sales and become very large and profitable with a new
business model that did not involve the costs of maintaining brick-and-
mortar retail stores.

* Raised millions of dollars from investors, aggressively advertised website,
acquired customers.

« No rigorous analysis of unit economics done:

» Because of the low margin on the products they were selling and the very high
costs of customer acquisition, the company was losing money with each new
customer it captured.

» The company was bleeding cash but management said it was simply a matter of
volume, that when the customer base was large enough, the company would be
cash-flow positive.

» This was wishful thinking rather than genuine economic analysis because
management had not developed a clear path to increase the LTV, nor had they
developed a clear path to significantly reduce the COCA.

» So the bleeding of cash just increased as they got more customers.

« Soon the investors realized that the math for Pets.com did not work. In
November 2000, the company was shut down and assets were
liguidated.

« $300 million dollars of investor money had been lost.

Master Programs in
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Step #17: LTV Calculation o

*What?

» Add up the revenue that you can expect to receive from an
individual customer.

» Discount the revenue based on how much it will cost you to repay
investors over time.

» Can you acquire customers at a cost that is substantially less than

what their value will be to your new venture over the customer’s
lifetime?

*Why?
» Determine how profitable your business will be in the beachhead
market.
» The LTV serves as the most fundamental checkpoint both to
determine how viable the business is, and to make sure you clearly

understand what will drive the sustainability and profitability of the
business so that you stay focused going forward.

5 bl University of Cyprus

Case study:

« Groupon is an American worldwide e-commerce
marketplace connecting subscribers with local
merchants by offering activities, travel, goods and
services in 15 countries.

Groupon

« Business Model:

» Originally, Groupon offered a single deal per day. In order to
activate the deal, a certain number of people would have to
buy in. These daily deals were available for 24 hours, and
early offers included two-for-one pizzas and 50% off at local
retailers. Once a deal was activated, anyone who purchased
it would receive a voucher that could be redeemed later.

» This reduced risk for retailers, who can treat the coupons as
quantity discounts as well as sales promotion tools.

v

In the early years before revenue splits began to adjust as
necessary, Groupon made money by keeping approximately
half the money the customer pays for the coupon. More
recently that split could vary depending on many factors.



Case study:
Groupon

Case study:
Groupon

*The company leveraged word-of-mouth
advertising through social media to become
a fast-growing company—in terms of revenue.

LA 44\ —4
» By October 2010, Groupon was available in 150 cities

in North America and 100 cities in Europe, Asia and
South America, and had 35 million registered users.

Groupon all-time stock chart

» By the end of March 2015, Groupon served more than
500 cities worldwide, nearly 48.1 million active
customers and featured more than 425,000 active
deals globally in 48 countries.

* However:

» Groupon had not established a viable Core, so as
competition increased, its LTV would likely go down
and its COCA would go up as it fought in a crowded
marketplace to find more customers.

$0
2012 2013 2014 2015 2016 2017 2018

Source: Yahoo Finance recode
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LTV Importance Key Inputs for LTV calculation
« It is very important to understand what drives » One-time Revenue Stream, If Any.
. » Typically, if there is an up-front charge for your product, it is a one-time
fhe value of LTV: source of revenue.
» the underlying factors so you can understand * Recurring Revenue Streams, If Any.
your risks » Subscription and maintenance fees, as well as repeated purchases of
consumables, are all recurring revenues.
» how you can increase LTV over time. » Additional Revenue Opportunities.

» If there are opportunities to “upsell” the customer, where the customer

¢ ThIS WI” CI|SO help YOU When YOU geT reol purchases additional products with minimal additional effort from your
pgy]ng customers Ond yOu need to GﬂO'YZ@ sales team, include these as revenue streams.

Wh(]'l' ’rheir LTV iS omd hOW I.I. iS ’rrending. » Remember to consider the DMU and the sales cycle you calculated

earlier. Underestimating either of these could lead you to a distorted view.

University of Cyprus
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Key Inputs for LTV calculation = Key Inputs for LTV calculation  *

*Gross Margin for Each Of Your Revenue Streams. « Next Product Purchase Rate

» This is the price of your product minus the production cost of making an individual . .
product. Cost does not include sales and marketing costs or overhead costs like R&D » For eoc;h one-time revenue stream, this is the percentage of customers
or administrative expenses. who will buy a replacement product from you when the current product
. has reached the end of its life.
*Retention Rate.

» For each recurring revenue stream, this is the percentage of customers who confinue * Cost of CQPHQI Rate for your business.

to pay the recurring fee for the product. Usually expressed as a monthly rate or a

yearly rate. (The opposite is “churn rate,” which is the % of customers you lose.) » Expressed as a yearly rate, this is how much it costs you, in debt or equity,

to get money from investors for your business.
» Assume, for simplicity, that once the customer has stopped paying a recurring fee, the

customer will no longer be receptive to up-selling. Do not assume that on a multiyear » For a new entrepreneur who lacks a frack record and is just getting
or multimonth contract customers will make all of their payments. Early termination of started, the appropriate number is most likely between 35 and 75 percent
a contract by the customer should be incorporated into the retention rate. per year.

*Life of Product. » This number is so high because an investor gives you money he cannot

» For each one-time revenue stream, this is the length of time you expect the product to get back for years at a time (an illiquid investment). The investor is also
last before the customer will need to either purchase a replacement or discontinue taking a great risk because you are a brand-new business. These two
use of the product. factors mean that investors will charge you quite a premium for capital.
University of Cyprus m University of Cyprus B
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LTV calculation considerations Net present value

. — . *Net present value is the present value of the cash flows at the required
LTV = Net Present Value of your pl’OfITS from year 0 rate of return of your project compared to your initial investment.

ThrOUgh year o. *By looking at all of the money you expect to make from the investment
. . . and translating those returns into today’s dollars, you can decide
As a brand-new business, you will calculate the LTV whether the project is worthwhile.

over a five-year period.

Year n Total Cash Flow
(1 + Discount Rate)"
Where “n” is the year whose cash flow is being discounted.

Net Present Value = 2
» When projecting more than five years out, the

compounded cost of capital for a startup is so high that it

negates what value your customer provides you beyond «The discount rate will be company-specific as it's related to how the
five years. company gets ifs funds.
. . «|t's the rate of return that the investors expect or the cost of borrowing
» The customer still has value to you beyond five years, but money.

you also have to factor your cost of capital rate into the «If shareholders expect a 12% return, that is the discount rate the company

calculation. will use to calculate NPV. If the firm pays 4% interest on its debt, then it may
use that figure as the discount rate.

University of Cyprus
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Present
Value

Present
Value

*The present value is a financial concept
that calculates the value of future cash
inflows or outflows in today's dollars.

Present
Value

* |t determines what a future payment or
cash flow is worth today, based on the
time value of money.

*The time value of money is the principle
that money today is worth more than the
same amount of money in the future

*Why?

*Because money can earn interest or
grow in value over time, so:

* A dollar received today is worth more
than a dollar received in the future.

Present

Calculating Present Value: Value

* The formula to calculate the
present value (PV) of a future
amount (FV) using a discount
rate (r) for one yearis:

FV=PV(FV)x(1+7r)= PV(FV) = Fv
(147
For n years:
FV
FV=PV(FV)x (1 +r)* = PV(FV) =
(1 +ry

*Imagine you're considering an investment that
will pay you $1,000 one year from now.

*To decide whether this investment is
worthwhile, you need to compare this future
$1,000 to what its value would be today,
considering you could have invested your
money elsewhere.

« This is where the discount rate comes into play.
*Let's use a discount rate of 10%, which

reflects the return you'd expect from the
best alternative investment with a similar risk
profile, or

» could represent the overall return you
require to make any investment worthwhile
given the risks involved.

«This rate is crucial because it factors in the time
value of money, inflation, and the opportunity
cost of investing in one project over another.

« For example, if you expect to receive
$1000 in one year, and the discount
rate is 5%, the present value of the
future cash flow would be:

«PV=%$100/ (1 +0.05)! = $952.4

 This means that $952.4 received
today is equivalent in value to $1000
received in one year, assuming a 5%
discount rate.

*In general, the present value
concept is used to evaluate
investment opportunities, financial
instruments such as bonds, and other
financial decisions that involve future
cash flows.



 For a startup, the present value is
Present financial concept that calculates the Net Present
Value value of future cash inflows or outflows in Value
today's dollars. In other words, it
determines what a future payment or
cash flow is worth today, based on the

time value of money. +To calculate the NPV of a startup, you would estimate

the expected cash inflows and outflows over a certain

*The present value formula is: period, usually several years.

CF » You would then discount each year's cash flows by the
V= appropriate rate, which takes into account the time
(1 + r)" value of money and the risk associated with the

investment. The discount rate is typically the cost of
capital for the startup or the rate of return that investors

*where PV is the present value require.

» The formula for calculating the NPV is:
(Cash inflows — Cash outflows)

(1 + Discount rate)!

* CF is the future cash flow

°ris the discount rate NPV =

*n is the number of periods until the future
cash flow is received.

«where tis the time period, usually measured in years.

D. Dikaiako:

«If the NPV of a startup is positive, it

Net Present indicates that the expected future cash
inflows are greater than the present value
of the cash outflows, and the investment
is expected to generate a positive return.

« For each revenue stream, use the gross margin and the retention
rate to calculate your profit for the first year your customer buys

«If the NPV is negative, the investment is the product from you (*Year 0”), as well as the subsequent five
expected to generate a negative return years.
and may not be a good investment. - Then, total the profit across all revenue streams for each year.

« It's important to note that calculating the « Calculate the Present Value at Above Cost of Capital, which
NPV of a startup can be challenging discounts the profit to take into account that your investors will
because startups often have uncertain need to recoup with interest their investment in your business.
and \{oloTiIe cash flows, making it difficult «The present value for year 0 is equal to that year's profits. To
to eshmg’re fu’{ure cash flows and the calculate the present value for each year's profits beyond year O,
appropriate discount rate. use the following formula:

« Additionally, startups often have high risk, Present Value = Profit x (1 - Cost of Capital Rate)t

which can also impact the discount rate

. . where t = number of years after year 0.
used in the calculation.

University of Cyprus

Dikaiako! M. D. Dikaiakc m




Master Programs in

LTV calculation considerations

» For each revenue stream, use the gross margin and the retention rate
to calculate your profit for the first year your customer buys the
product from you (“Year 0”), as well as the subsequent five years.

»Then, total the profit across all revenue streams for each year.

» Calculate the Present Value at Above Cost of Capital, which discounts
the profit to take into account that your investors will need to recoup
with interest their investment in your business.

«The present value for year 0 is equal to that year's profits. To calculate
the present value for each year's profits beyond year 0, use the
following formula:

Present Value(t) = Profit(t) x Net Present Value Factor(t)
Present Value(t) = Profit(t) / (1 + Cost of Capital Rate)t

where t = number of years after year 0.

University of Cyprus

Example of
LTV
calculation
« Calculate the LTV based on @
hypothetical company that
makes a “widget.”

Widget

*In the business model, there is a
one-time charge for the widget,
with an annual recurring charge
for maintenance.

Master Programs in
Atificial Intelligence for
Careers in

LTV calculation considerations

*The LTV only will not tell you how attractive your business is; you also need to
calculate the COCA.

* An LTV of $10,000 per customer is great if your COCA is $1,000 per customer, but
is poor if your COCA is $50,000 per customer.

» Check VC capitalist’s David Skok blog for more information.

« For software as a service (SaaS) companies, Skok believes a sound rule of thumb
for the ratio of LTV to COCA should be 3 fo 1:

» COCA does not include many other costs in your business such as research and
development, finance and administration, and other overhead (not to mention profit).
Therefore, there needs to be a significant allowance for these factors.

» There is also usually at least some over- optimism built into the LTV and COCA calculations
despite your greatest efforts to make it real, so a 3:1 ratio ensures there is plenty of room
for error.

» A new venture is a highly variable system, so having a high ratio of 3:1 or greater will
ensure that you have the ability to manage through the tough times when the
unexpected happens (e.g., product delays, competitive reaction, recession).

University of Cyprus

*One-time revenue: The widget is priced at $10,000.

-¥3111sq]e)i[e] s -Recurring revenue: Yearly maintenance fee of 15
percent of the widget's price after a six- month
warranty period. The fee would therefore be $750
in year 0 and $1,500 in subsequent years.

Wldget *Additional revenue opportunities: None.
*Gross margin for each revenue stream:
» Widget: 65 %.
» Maintenance: 85 %.
*Retention rate:
» Maintenance: 100 % per year in the first year;
» 90 % per year in subsequent years.
«Life of product: Five years.

*Next product purchase rate: 75 % of those
customers who are sfill paying the maintenance
fee atf the tfime of next product purchase.

«Cost of capital rate: 50 %.



CGCYHCINEIEY - \ery high cost of capital that new

of LTV companies have: limited ability to attract Year0 Year! Year2 Year3 Yead  Years
investments gets very expensive. Revene Time Series: Widger
Price of widget $10,000 $10,000
Wldge’r » Profits fomorrow are much less valuable than

foday’s profifs.

» This makes the subscription and consumables
business models not as clear a winner as one
would think.

 Gross profit margin for your various streams
of revenue

» Customer retention rate. It is typically
cheaper to keep an existing customer
than to find a new one, making this a big
leverage point.

. Jniversity of C S
M. D. Dikaiakos 542 M. D. Dikaiakos University of Cyprus B
Year 0  Year | Year2 Year3 Year4 Year 5 Year 0  Year | Year 2 Year3 Year4 Year 5
Revenue Time Series: Widget Revenue Time Series: Widget
Price of widget $10,000 $10,000 Price of widget $10,000 $10,000
Next product purchase rate 75% Next product purchase rate 75%
(beyond year 0) (beyond year 0)
Gross margin for widget 65% 65%
Profit from widget $6,500 $4,875
This is the price of your product minus the production cost of making an individual product. Cost
does not include sales and marketing costs or overnead costs like R&D or administrative
expenses.
R 8 Iniversi -
543 M. D. Dikaiakos University of Cyprus u 544 M. D. Dikaiakos University of Cyprus m



Widget

Year 0 Year| Year2 Year3 Year4 Year 5
Revenue Time Series: Widget
Price of widget $10,000 $10,000
Next product purchase rate 75%
(beyond year 0)
Gross margin for widget 65% 65%
Profit from widget $6,500 $4,875
Revenue time series: Maintenance
Price of yearly maintenance contract $750 $1,500 $1,500 $1,500 $1,500 $750
Retention rate 100% 90% 90% 90% 90% nla (see next product
purchase rate)

Cumulative retention rate 100% 90% 81% 729%  65.6% 65.6%
Cumulative retention rate = r‘ where

r = retention rate and t = no. of

years after year 0
Next product purchase rate 75%
Gross margin for maintenance 85% 85% 85% 85% 85% 85%
Profit from maintenance $637.50 $1,147.50 $1,032.75 $929.48 $836.40 $313.65

- A 4h | University of Cyprus
545 M. D. Dikaiakos ¢ e o S -
Widget
Year 0  Year | Year2 Year3 Year4 Year 5
Revenue Time Series: Widget
Price of widget $10,000 $10,000
Next product purchase rate 75%
(beyond year 0)
Gross margin for widget 65% 65%
Profit from widget $6,500 $4,875
Revenue time series: Maintenance
Price of yearly maintenance contract $750 $1,500 $1,500 $1,500 $1,500 $750
Retention rate 100% 90% 90% 90% 90% nla (see next product
purchase rate)

Cumulative retention rate 100% 90% 81% 729%  65.6% 65.6%
Cumulative retention rate = r where

r = retention rate and t = no. of

years after year 0
Next product purchase rate 75%
Gross margin for maintenance 85% 85% 85% 85% 85% 85%
Profit from maintenance $637.50 $1,147.50 $1,032.75 $929.48 $836.40 $313.65
Sum of profits $7,137.50 $1,147.50 $1,032.75 $929.48 $836.40 $5,188.65
Cost of capital rate 50% 50% 50% 50% 50% 50%
Net present value factor 100% 50% 25% 12.5%  6.25% 3.125%
Net present value factor = (I — r)*

where r = cost of capital rate and

t = no. of years after year 0
Present value above cost of capital $7,137.50  $573.75 $258.19 $116.19 $52.28 $162.15
Net present value of profits (LTV) $8,300.06

547

Net present value is the present value of the cash flows at the
required rate of return of your project compared to your initial

investment.

University of Cyp:

rus

Widget

Year0 Year| Year2 Year3 Year4 Year 5
Revenue Time Series: Widget
Price of widget $10,000 $10,000
Next product purchase rate 75%
(beyond year 0)
Gross margin for widget 65% 65%
Profit from widget $6,500 $4,875
Revenue time series: Maintenance
Price of yearly maintenance contract $750 $1,500 $1,500 $1,500 $1,500 $750
Retention rate 100% 90% 90% 90% 90% nla (see next product
purchase rate)
Cumulative retention rate 100% 90% 81% 72.9% 65.6% 65.6%
Cumulative retention rate = r' where
r = retention rate and t = no. of
years after year 0
Next product purchase rate 75%
Gross margin for maintenance 85% 85% 85% 85% 85% 85%
Profit from maintenance $637.50 $1,147.50 $1,032.75 $929.48 $836.40 $313.65
Sum of profits $7,137.50 $1,147.50 $1,032.75 $929.48 $836.40 $5,188.65
546 M. D. Dikaiakos “"{ L‘J“""H‘“r?'l‘yﬂ' F‘YPFU* !
Wid c ei‘ Year0 Year| Year2 Year3 Year4 Year 5
~F
Revenue Time Series: Widget
Price of widget $10,000 $10,000
Next product purchase rate 75%
(beyond year 0)
Gross margin for widget 65% 65%
Profit from widget $6,500 $4,875
Revenue time series: Maintenance
Price of yearly maintenance contract $750 $1,500 $1,500 $1,500 $1,500 $750
Retention rate 100% 90% 90% 90% 90% nla (see next product
purchase rate)
Cumulative retention rate 100% 90% 81% 729%  65.6% 65.6%
Cumulative retention rate = r* where
r = retention rate and t = no. of
years after year 0
Next product purchase rate 75%
Gross margin for maintenance 85% 85% 85% 85% 85% 85%
Profit from maintenance $637.50 $1,147.50 $1,032.75 $929.48 $836.40 $313.65
Sum of profits $7,137.50 $1,147.50 $1,032.75 $929.48 $836.40 $5,188.65
Cost of capital rate 50% 50% 50% 50% 50% 50%
Net present value factor 100% 50% 25%  12.5%  6.25% 3.125%
Net present value factor = (I - r)*
where r = cost of capital rate and
t = no. of years after year 0
Present value above cost of capital $7,137.50  $573.75 $258.19 $116.19 $52.28 $162.15
Net present value of profits (LTV) $8,300.06

548

M. D. Dikaiakos
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Case study:
Helios

« The biggest factor that entrepreneurs initially overlook
in determining the Lifetime Value of their customers, is
the cost of capital.

difference.

*« When entrepreneurs do this calculation, they are
usually surprised at how low the Lifetime Value of a
customer is for their business.

» Besides LTV, you need to know the absolute number of
the revenue stream and users in the out years.

« This will be a key defterminant in the value of the asset
you have created, which will make it much easier for

an attractive and valuable acquisition target.

» Operate with real numbers and understand what
drives those numbers!

«They determined the price should be $100 per unit. This
price (the expected net price after discounts) included
the window cover and the software to remotely conftrol
the deicer on a smartphone for one year.

«Based on their business model, pricing decisions, and
research on how much the average customer would
buy in a typical fransaction, the feam determined that
the yearly revenue per customer in the first year would
be $100,000.

- The typical customer fleet they targeted had 1,000
vehicles (some had more and some had less, but 1,000
was the average fleet size of their target market) and
hence the $100K net revenue per new customer
estimate for the first year.

«In subsequent years, an average of 20 percent of the
fleet would be replaced, so the new vehicles would
need coating to be applied as well, providing a
recurring revenue stream.

» If you have access to low-cost capital, it can make a huge

you fo get lower-cost money and potentially make you

M. D. Dikaiakos

Helios

LTV
assumptions

«The Business Model Decision. Your choice can greatly
affect your LTV and the amount of revenue you earn.

» Recurring revenue models such as subscription models often
increase revenue but require additional capital from
investors up front, and thus have a very high cost of capital.

» A one-time charge up front can reduce the amount of
capital you need to get started, but is not as lucrative on an
ongoing basis.

LTV Is about Profit, not Revenue. Your gross margin and
cost of capital rates are integral to determining an
accurate LTV. The most common mistake entrepreneurs
make on LTV calculations is they simply tally up the
revenue streams; but it is the profit that matters.

«Overhead Costs Aren’t Negligible. To simplify the LTV
calculation, overhead costs (R&D and administrative
expenses) are not included when determining the gross
margin of a product; but to account for this, the LTV
must be substantially higher than the COCA.

» Overhead costs can be spread out over the total units of a
product sold; so as volume sold goes up, the overhead cost
per item goes down.

M. D. Dikaiakos

* 5% price increase each year

« 90% customer renewal rate (an
aggressive assumption)

« 97% gross margin because there will
be additional marginal service and
maintenance costs for each fleet

* 40% cost of capital, as the business
happens to have access to some
lower-costs funds to get started



Table 17.2 Lifetime Value Calculations for Helios
Numbers may not add up exactly to LTV per Fleet due to rounding.

Year 0 Year | Year2 Year3 Year4 Year5

Revenue per Year (Assumes 5% Yearly Price

Increase) = $ 100,000 $18,900 $17861 $16,878 $15950 $15,073
Gross Margin Profits from Revenues = $ 97,000 $18333 $17325 $16,372 $15471 $14,620
Net Present Value at Above Cost of Capital = $ 97,000 $11,000 $ 6237 $ 3,536 $ 2,005 $ 1,137

NPYV of Profit Stream or LTV per Fleet= $120,915

Pricing (Unit Price) $100 Business Model is a one-time charge with no

recurring revenue

Average Yearly Revenue per Feetin Yr | $100K
Gross Margin 97%
Price Increase per Year 5%
Life of Product 5 years
Retention Rate 90%
Cost of Capital for Company (est.) 40%

Source: Disciplined Entrepreneurship: 24 Steps to a Successful Startup, Bill

553 M. D. Dikaiakos Aulet, Wiley 2013.

Case study:
Pet Rocks

«In 1975, advertising executive
Gary Dahl invented the idea of a
Pet Rock.

* It was a pet that required no
maintenance and no cost after
the initial purchase. "oy

« |t sold for $3.95 each.

Source: Disciplined Entrepreneurship: 24 Steps to a Successful Startup, Bill
Aulet, Wiley 2013.

Case Study:

Helios
Remarks

calculation

Pet Rocks

* Make a big inifial sale to a fleet and move on, rather than
building a “sticky” product that leveraged happy existing
customers to gain additional sales.

« Collect largest payment in the first year ==> weak incentives to
continue to work with customers and gain follow-on orders for
the 20% annual turnover of vehicles.

« 90% retention rate figure, seems aggressive based on other
companies’ experiences.

« Surprising that the LTV was not higher; but the choice of the
business model and pricing left the company with these
economics for LTV.

«To sell a new fleet would take a lot of time, effort, and ultimately
cost. The COCA would be in excess of $30K and probably in
excess of $50K because of the high number of sales calls
required.

« After Helios did their LTV calculation, they saw they would need
fo revisit their business model and pricing to find if there was a
better way to monetize, as well as potentially expand their value
proposition by adding more functionality and thinking about
new ways to leverage the smartphone app that would activate
the deicing system on vehicles.

*One-time revenue: The widget is priced at $3.95.
*Recurring revenue: None.
« Additional revenue opportunities: None.

»Gross margin for one-time revenue (which is the
only revenue): 25 percent.

*Retention rate: Doesn't matter because there is
no revenue stream and they won't buy more.

e Life of product: Infinite.

*Next product purchase rate: 0% (they would not
buy more—the joke doesn't scale).

«Cost of capital rate: 50 percent.

«Gary Dahl got $1 per rock sold and the
company (really just Gary Dahl) made $1 million.



What LTV
Is Not!

Lifefime Value of an Acquired Customer
(LTV): the profit that a new customer will
provide on average, discounted to
reflect the high cost of acquiring capital
that a startup faces.

LTV = Z NPV (Profits for 5 years)

How much a new customer is worth to
your venture over the life time with you

M. D. Dikaiakos

« It just is a Net Present Value of Unit Profit
of one more product.

* Note that a customer might acquire
multiple products in a typical
transaction but more on that later.

* Does not include Marketing and Sales.

* Does not include Research and
Development Expenses.

e Does not include Overhead Expenses.

« Just revenue, less direct materials and
labor costs converted back into today'’s
$'s.

* Because we are paying Marketing and
Sales costs now to acquire this customer.

M. D. Dikaiakos

» Gross Margins (Pricing & Costs)

Key
considerations

» Cost of Capital
* Retention Rate

* Ability to Upsell or Capture Value in other
Dimensions

* Note that Profit is what matters and not
Revenue

* You will be comparing the LTV to COCA.
« Skok’s Law: LTV must be at least 3X COCA

e It is important to be realistic, not
optimistic, when calculating LTV, and to
know the underlying drivers behind LTV so
you can work to increase it.

M. D. Dikaiakos

 https://hbr.org/2014/11/0-
refresher-on-net-present-
value



elelacl Rcad the book “Genious Makers” by

ISt g —Cde Mefz.

» The book discusses among others the
establishment and evolution of the
OpenAl company.

« Discuss and answer the following

questions:

» How was the market price of
DNNResearch established?

» What was the value reflected in that
price?

» What was the mission and business model
of OpenAl and how it evolved until
todaye

Genius
Makers

Design a business model

Set your pricing framework
Calculate the lifetime value of
an acquired customer (LTV)

Lecture 18/4/2024

What's Next?

Determine the customer’s
decision-making unit

Map the process to

acquire a paying customer
Design a scalable revenue engine



for n EU
(MAI4CAREU)

Section 4: How does your customer acquires your producte

Step 18: Design a Scalable Revenue Engine

Map the Sales Process to Acquire a Customer

%

DISCIPLINED ENTREPRENEURSHIP

Wi Fv

NUnnlYA I - Determining the Process to Acquire

last step a Paying Customer defines:

(#13) )
» how the DMU decides to buy the

product

» obstacles that may hinder your
ability to sell your product:

« elongated sales cycles
« unforeseen regulations

* hidden obstacles.

« Step #18 makes sure you have
identified all the potential pitfalls in
the sales process.

Section 4

Contents

» DH Step 18: Design a scalable
revenue engine

«Sales process:

«Critical input to Cost of Customer Acquisition (CoCA)
estimation in Step 19.

«Comprises the selection of sales channels.

* Allows you to understand the unit economics of your
product and then adjust accordingly to increase
profitability.

«You can map the sales process if you have an estimate
of the Lifetime Value (LTV):

This helps indicate which sales methods are
affordable and practical for your startup.

University of Cyprus

M. D. Dikaiakc m



Thatis the only wa
we will solve the riddle

Careers in EU
(MAI4CAREU)

Dude of the COCA in this case.
)
you rea”y want
toknow each step! / How much it will cost to bring a new customer to your product?

How much you will have to spend on your sales process to gain
customerse

* Determining the Cost of Customer Acquisition (COCA) is
challenging and often much more grossly miscalculated:

» The COCA concept is relatively simple.

» Entrepreneurs dramatically underestimate how much it costs to
gain a new customer when they first start.

*Need for:
Understanding the details of customer acquisition will make clear to » Rigorous, honest, fact-based assessment.
you the drivers of costs so that you will know over time how to make » Start b . ; ted sal
the sales process shorter and more cost-effective. art by mapping out your expecied sales process.
569 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus m 570 M. D. Dikaioke University of Cyprus B

Master Programs in
Artificial Intelligence for
Careers in EU

Master Programs in
Artificial Intelligence for
Careers in EU

Overlooked factors What are we doing in this step? “

»Cost behind all of the sales and marketing efforts required to reach your

sales prospects. These may include: *In this step focus on the sales process:
» The salaries of salespeople, printing of brochures, creation of websites, costs of » short-term

trade show exhibits, advertising in industry publications, development of white )

papers, efc. » medium-term

*Long sales cycles that cost a lot of money. N Iong-’rerm
» Entrepreneurs tend to remember only the shortest sales cycles.

 All the customers who did not buy your product, and the sales and * I\/\Op out sales channels:

marketing costs associated with reaching those customers. » Field sales

» How many frogs did you kiss before you found your prince (i.e., your first .
customer)?2 » Inside sales

» Corporate shake-ups that affect the customer’s Decision-Making Unit. » Internet sales

» New managers bring in new products and people to accomplish their goals.

» Third-
» This can hamper the effectiveness of efforts to sell to the customer. Third por’ry resellers

DISCIPLINED ENTREPRENEURSHIP University of Cyprus B D, Dikarc University of Cyprus m
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Master Programs in
Artificial Intelligence for
Careers in EU
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Categories of sales channels

Categories of sales channels

Option Pros

2. Inside Sales: Also known as * Much cheaper than field
“telesales” in the past, but sales
today no longer just telephone Maintain direct connection

l Cons

Option Pros Cons
|. Field Sales: Direct sales-

¢ Lower touch, resulting in less
customer engagement and less
demonstration of the com-

* Excellent for demand gen- * Very expensive (salary, bonus,

people who are employees eration when creating new expenses) . : : \ i
. sales reps.They use e-mail and with prospects, potential pany’s commitment to the cus-
of the company. They call on markets; may well be the * Requires an LTV of $30K or . .
. . . . other electronic communica- customers, and customers tomer
prospects in person at some only option for demand likely higher A . . .
tion to create and continue * Able to get nuanced feed-  Still expensive because the

point in the process.They pro- generation

vide high-touch connection * High-touch approach cre-
and line of communication to ates excellent feedback
the potential customer. Also loop

known as “outside sales.” « High-touch approach also
generally creates deep cus-
tomer loyalty

* Hard to scale up as hiring them
is hard and expensive and the
success rate is unpredictable

« Takes a long time to become
productive

« A challenge to manage

a dialogue with the customer,
but do not visit the customer
in person.

back from prospects because
a human is in the loop

High productivity because
of lack of travel

Good systems exist to fur-
ther increase productivity
and track progress of sales
funnel and sales reps

salesperson is interacting one-
on-one with customers

Some products just can’t be
sold without an in-person
demo or meeting with the
customer

Source: DISCIPLINED ENTREPRENEURSHIP e Source: DISCIPLINED ENTREPRENEURSHIP

Master Programs in
Artificial Intelligence for
Careers in EU
(MAI4CAREU)

University of Cyprus B

Master Programs in
Artificial Intelligence for
Careers in EU
(MAI4CAREU)

Categories of sales channels

Categories of sales channels

Option

3. Internet Sales: This is a gen-
eral catch-all category for sales
done by computers through
automatically generated
e-mails, big data analysis, social

media, preference engines, etc.

The key differentiator is that
there is no human in the loop.

Pros

¢ Direct interaction with the
customer

* Ability above all others
to systematically capture
even more data on the
customer and track their
progress—as well as spot
patterns and make intelli-
gent recommendations

* Lowest cost by far

* Actually preferred by some
prospects

l Cons

* Low touch

¢ Can’t read some nuances that
only humans can

* Some prospects do not react
well to it

« Privacy considerations

¢ Can be hard to build customer
loyalty

¢ Risk for high LTV prospects/
customers that others who
use the higher touch channels
above will steal these valuable
customers

Option

Pros

Cons

Source: DISCIPLINED ENTREPRENEURSHIP

University of Cyprus

4. Third-Party Resellers: These

people sell your product but
are not employees of your com-
pany. They include Value-Added
Resellers (VARs), distributors,
stores, catalogues, independent
sales agents, etc.

« Instant geographic coverage

+ Easy to manage

* Understand cultural con-
text and have preexisting
contacts in their data-
bases

* Lower cost than field sales

* Don’t have to hire, fire, and
manage salespeople

* Good for quick demand
fulfillment

« Potential temporary solution

* Potential good solution for
a mature product

¢ They own the customer, not
you (very bad!)

¢ Unlikely to have direct interac-
tion with prospects, hence miss
important learning about cus-
tomer needs

¢ Poor at demand generation

* Expensive compared to inside
sales and Internet sales

* Most likely low loyalty to you
and your product (just another
product in their portfolio)

Source: DISCIPLINED ENTREPRENEURSHIP
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AFFORDABILITY

IN THE
LONG-RUN

WHICH FACTORS DETERMINE
THE SALES CHANNELS USED?

M M
Arfificial Inte Arfificial Int

Which channels are affordable? “ Which channels are affordable? “

Estimated LTV What you can afford for sales channels in the long term Estimated LTV What you can afford for sales channels in the long term
~$30 Only Internet sales; no human can be in the loop. ~$30 Only Internet sales; no human can be in the loop.
~-$300 Predominantly if not all Internet sales, with maybe a very small amount of inside
sales for the most important prospects.

Source: DISCIPLINED ENTREPRENEURSHIP ey of ors - Source: DISCIPLINED ENTREPRENEURSHIP ety of ors -
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Which channels are affordable?

Estimated LTV

What you can afford for sales channels in the long term

~-$30 Only Internet sales; no human can be in the loop.

~$300 Predominantly if not all Internet sales, with maybe a very small amount of inside
sales for the most important prospects.

~$3,000 Mix of Internet sales and inside sales and maybe some third-party resellers,

especially if the product is mature or requires low support.

Source: DISCIPLINED ENTREPRENEURSHIP
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Which channels are affordable?

Estimated LTV

What you can afford for sales channels in the long term

~$30 Only Internet sales; no human can be in the loop.

~$300 Predominantly if not all Internet sales, with maybe a very small amount of inside
sales for the most important prospects.

~$3,000 Mix of Internet sales and inside sales and maybe some third-party resellers,
especially if the product is mature or requires low support.

~$30K Mix of all channels, with heavy reliance on inside sales and judicious use of field sales
on big accounts.Third-party resellers can play a role in this scenario for geographic
coverage and quick scale-up.

~$300K Likely led by field sales, with support from inside sales and some third-party resellers

in selected areas for geographic coverage.

Source: DISCIPLINED ENTREPRENEURSHIP
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Which channels are affordable? “

Estimated LTV

What you can afford for sales channels in the long term

~-$30 Only Internet sales; no human can be in the loop.

~$300 Predominantly if not all Internet sales, with maybe a very small amount of inside
sales for the most important prospects.

~$3,000 Mix of Internet sales and inside sales and maybe some third-party resellers,
especially if the product is mature or requires low support.

~$30K Mix of all channels, with heavy reliance on inside sales and judicious use of field sales

on big accounts. Third-party resellers can play a role in this scenario for geographic
coverage and quick scale-up.

Source: DISCIPLINED ENTREPRENEURSHIP
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Which channels are affordable? “

Estimated LTV

What you can afford for sales channels in the long term

~$30 Only Internet sales; no human can be in the loop.

~-$300 Predominantly if not all Internet sales, with maybe a very small amount of inside
sales for the most important prospects.

~$3,000 Mix of Internet sales and inside sales and maybe some third-party resellers,
especially if the product is mature or requires low support.

~$30K Mix of all channels, with heavy reliance on inside sales and judicious use of field sales
on big accounts. Third-party resellers can play a role in this scenario for geographic
coverage and quick scale-up.

~$300K Likely led by field sales, with support from inside sales and some third-party resellers
in selected areas for geographic coverage.

~-$3M Dominated by field sales, with other channels in a supporting role.

Source: DISCIPLINED ENTREPRENEURSHIP
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Which channels are affordable?

Sales process mapping

Estimated LTV What you can afford for sales channels in the long term
~-$30 Only Internet sales; no human can be in the loop.
~$300 Predominantly if not all Internet sales, with maybe a very small amount of inside

sales for the most important prospects.

~$3,000 Mix of Internet sales and inside sales and maybe some third-party resellers,
especially if the product is mature or requires low support.

~$30K Mix of all channels, with heavy reliance on inside sales and judicious use of field sales
on big accounts. Third-party resellers can play a role in this scenario for geographic
coverage and quick scale-up.

~$300K Likely led by field sales, with support from inside sales and some third-party resellers
in selected areas for geographic coverage.

~$3M Dominated by field sales, with other channels in a supporting role.

~$30M The field sales representatives are the all-powerful dictators; other sales channels

don't even look at highly qualified prospects or customers without their approval.
Customer intimacy and professionalism is crucial in this scenario.

Source: DISCIPLINED ENTREPRENEURSHIP Fversiy of ors -

Sales Channels for the Short, Medium, and Long Term

A. Determine what proportion of sales will come from
different channels, in the short, medium, and long
term.

B. Use the Sales Channels worksheets to define:
1. Periods of time and proportions
2. Sales goals to achieve during each period
3. Assumptions and risks involved.

C. Define what milestones you need to reach during
each period so that your company is prepared to
shift to the sales strategy for the next period.

Shor t Term—Initial Medium Term—Gaining
Market Entry Market Traction Long Term—Steady State
How long—when does this time period start and end?
(Include units—e.g. months, years.)
What % of the sales (measured by revenue) for:
- Fieldsales % % %
- Inside sales % % %
- Internet sales % % %
- Third-party reseller % % %
Key milestones for this time period, which,when l. l. I.
achieved, indicate it is time to move to the next time 2. 2. 2.
period: 3. 3. 3.
Key assumptions: I I I
2 2. 2
3 3. 3
Highest risk factors: l. I l.
2 2. 2
3 3. 3
Summary for time period:
Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus H
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Sales process change over time

* COCA starts very high and decreases over time.

» Much more time and investment required at the
founding of a new business than does once a
business has matured and begins to scale.

*The sales process is typically broken into three
time periods for the sake of analysis.

» Short ferm, medium term, and long term.

» Use different sales methods or combinations of
methods in each period.

DISCIPLINED ENTREPRENEURSHIP Universty o s -y
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Period 1: Short term

«Focus: create demand for your product and fulfill orders for the product.
«Product is still new. Need direct interaction with customers to:

» explain value proposition and why product is unique

» rapidly iterate to improve product based on customer feedback,

Short term, medium term, and

«This is the missionary sales stage: ends when you start to see demand for your product

|O ng 'I'erm are d eﬁned in |Orge that you did not directly generate.
*Done by direct salespeople ["business development” people]:
po rT On The progress yOU mO ke » They are very expensive and they take time to get up to speed.

on your prOdUCT SOleS, » Good ones are hard to retain

» Identifying good vs mediocre sales-people is hard to do.

*Web-based techniques (inbound marketing, e-mail, social media marketing, and
felemarketing) can help lessen the need for direct salespeople, even at this stage.

» Some products, particularly web apps, can do well with a free trial and robust
documentation rather than relying heavily on direct salespeople.

» One of the great benefits of this tool is that you can get extensive analytics on your
customer that are not possible through the human channel.

500 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]
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Period 2: Medium term Period 3: Long term

*Focus: shifts from demand creation toward order fulfilment as
word of mouth and distribution channels take on some of the
demand creation burden.

* Focus: fulfill customer orders.

» Very little demand creation

 Client management: ensuring you retain existing customers and creating

addifional sales opportunities for them. » Confinue client management where appropriate.
« Distributors or value-added resellers (VARS) are often used, especially to serve

more remote markets, or smaller customers with lower LTV. e |nternet and Te|em0rkeﬁng avenues are

» Using distributors or VARS substantially lowers your CoCA but requires you to give Commonly employed iﬂ q |Ong_1-erm Sfrofegy_

up some of your profit margin to the distributor—between 15 and 45% or higher

d di the industry. . .
epending on fhe Indbsiy « There will have to be adjustments made as
» The decreased profit margin per unit is presumably offset by the reduction in

CoCA and the speed of entering new markets through already-existing competitors come into the market, which will
distribution channels. affect your ability to get to this stage and what
- Direct salespeople (more costly) can focus on larger customer opportunities with
o higher LTV, you do once you get there.

Source: DISCIPLINED ENTREPRENEURSHIP Urniversity of Cyprus -y Source: DISCIPLINED ENTREPRENEURSHIP Univrstyof yprus - gy



Short Term Short Term

All end customers w/focus on All end customers w/focus on
* Direct Sales (100% | X R * Direct Sales (100%, =) X .
( ) strategic accounts in target market ( ) strategic accounts in target market

This would continue until Word of Mouth becomes significant and product is matured and This would continue until Word of Mouth becomes significant and product is matured and
proven. Then as move from demand creation to demand fulfillment . . . proven. Then as move from demand creation to demand fulfillment . . .

Medium Term
¢ Direct Sales (50%) ) Largest customers

* Selected Regional Medium and small accounts in target
Exclusive VARS (50%) market

This would eventually evolve to more of an online commerce as the product becomes the
standard and the product line expands and new markets are tested—estimated in year 3

Figure 18.1 Example map of sales process. Figure 18.1 Example map of sales process.

Source: DISCIPLINED ENTREPRENEURSHIP Universiy of Cyprs gy Source: DISCIPLINED ENTREPRENEURSHIP Universiy o Crpus - ey
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Short Term
* Direct Sales (100%) )

How to map your sales process? ~ “*

All end customers w/focus on
strategic accounts in target market

This would continue until Word of Mouth becomes significant and product is matured and

proven. Then as move from demand creation to demand fulfillment . . . +To develop your sales s‘rro‘regy, you must understand:

» which sales channels you will use and
Medium Term Y

« Direct Sales (50%) mm===) Largest customers » how your use of sales channels will change over time.
* Selected Regional Medium and small accounts in target drOWing on the work you have CllreOdy done in the Full Life CyCIe Use Case.
Exclusive VARS (50%) ! market

-Key questions that your sales process should address include:
This would eventually evolve to more of an online commerce as the product becomes the

standard and the product line expands and new markets are tested—estimated in year 3 » How does your target customer become aware that they have a problem or an
Long Term opportunity?
+ Direct Sales (25%) ====) Top 50 accounts & new market » How will the target customer learn that there is a solution to this problem they have,

or learn there is the opportunity they did not previously know about?2
* Selected Regional : Accounts below Top 50 & non-core

Exclusive VARS (40%) markets » Once the target customer knows about your business, what is the education
 Through Web Site & All customers in core market (with process that allows them to make a well-informed analysis about whether to

Direct Telemarketing commission to VARS & Direct Sales) purchase your product?

(35%) » How do you make the sale?

Figure 18.1 Example map of sales process. » How do you collect the money?

Source: DISCIPLINED ENTREPRENEURSHIP Urniversity of Cyprus -y b e Univrstyof yprus - gy



2nd Draft Sales Funnel Inputs

ShortTerm

Medium Term

Long Term

#I:1dentification
(Outpur: Leads)

How will you generate leads?

‘What are your customer’s
watering holes?

Who from the customer’s
DMU is involved in this part of
the funnel?

#2: Consideration

How do you start the initial

(Output Suspects) | dialogue with your leads?
What windows of opportunity
or triggers exist?

Who from the DMU is
involved?

#3:Engagement How do you determine

(Output: whether your value proposition

Prospects) is appealing to the customer?
How do you determine
whether your pricing is in line
with the customer’s budget?
Who from the DMU is
involved?

#4: Purchase How do you qualify that the

Intent customer is ready to purchase,

(Output: Qualified | and how do you develop a

Prospects) proposal for the purchase?

How do you dose the sale and
handle customer questions/
objections?

Source: DISCIPLINED ENTREPRENEURSHIP

Techniques and Actions to MaximizeYield Rate at Each Stage

#1 ldentification — Leads

#1 Consideration — Sespecs

#3 Enpgement — Pospecs

Short Term: Summary of Techniques and Actions to Maximize Yield

Stage in Funnel (starting at top)

Technique(s)

How to Maximize Conversion

Done by Whom? When?

#l—ldentification (leads)

#2—Consideration (suspects)

#3—Engagement (prospects)

#4—Purchase Intent (qualified

prospects)

#5—Purchase (customers)

#6—Loyalty (satisfied customers)

#7—Advocacy (evangelists)

Source: DISCIPLINED ENTREPRENEURSHIP

Y

University of Cyprus

ShortTerm

Medium Term

LongTerm

Who from the DMU is involved?

#5: Purchase How do you secure full
(Output: commitment from the customer
Customers) to purchase your product?
How does your customer pay
for your product? Who pays?
‘Who from the DMU is involved?
#6:Loyalty How do you ship and install the
(Outpur: Satisfied | product?
Customers)
How do you provide support
to the customer so they use
and get the expected value out
of your product?
Who from the DMU is
involved?
#7:Advocacy How do you encourage
(Output: the customer to buy more
Evangelists) produa?

How do you encourage the
customer to tell others about
the product,and how do you
measure whether austomers
are telling others about your
product?

Who from the DMU is
involved?

Source: DISCIPLINED ENTREPRENEURSHIP

Risk Factors

‘What are your three biggest risk factors in your go-to-market plan? How do you intend to mitigate
those risks? What metrics will you use to monitor them and intervene as needed? (Remember, things

never go exactly the way you want them to or as you plan them!)

1. Risk factor #1 and mitigation plan:

Metrics to watch:

Potential intervention strategy:

2. Risk factor #2 and mitigation plan:

Metrics to watch:

Potential intervention strategy:

3. Risk factor #3 and mitigation plan:

Metrics to watch:

Potential intervention strategy:

#1 ldentfication —» Leads

#1 Consideration — Suspects

#3 Enement — Prspecs

Source: DISCIPLINED ENTREPRENEURSHIP
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THE SALES PROCESS MAP

A
g= )
A3

GETTING
THE CUSTOMER
TO BUY MORE

INSTAULATION

TRIGGER

401 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]

Case study
Lark

Short term

Case study
Lark

« Silent alarm-clock manufacturer
Lark Technologies realised in
mapping out its sales process that it
would need to educate users
about what a silent alarm clock
and sleep-coaching product was
all about.

« [t would take some hard work to
get the market moving.

« CEO Julia Hu developed the
following short-term, medium-term,
and long-term plans.

Source: DISCIPLINED ENTREPRENEURSHIP

Sales Process
examples

« FarmVille maker Zynga chose a viral approach to greatly reduce the

need for salespeople.

» Groupon required heavy direct sales involvement to acquire merchants

as customers, resulting in a high and steady COCA that affected the
company'’s profit margin; however, on the other side of its two-sided
market, Groupon has had its daily deals spread virally by effectively
incentivising consumers to spread word of deals to their friends.

« LinkedIn has a more refined model.

» They started with highly selective online ads and some direct salespeople (to sell
their recruiting package).

» Once they got market traction and a reasonable critical mass, they started fo rely
much more heavily on users recruiting their colleagues to join the site through a well-
developed system of easy-to-send invitations, coupled with an effective algorithm
suggesting possible new connections.

» This system quickly started sending e-mails to people outside the network to join if
they were not already in.

» Once the company achieved high levels of market penetration, it focused its
algorithm on making recommendations of people already on the site, o
encourage more connections the user can make, keeping the user coming back
and more deeply invested in the site so that switching would be more and more
difficult.

* Facebook has similarly been able to leverage a network effect to bring in
new users at very little cost, then increasingly tie them to their network
with a similar algorithm to suggest likely people the user would like to be
linked to.

Source: DISCIPLINED ENTREPRENEURSHIP

«Engaging in one-on-one selling to potential customers, even
setting up a table on the MIT campus on Commencement
day to explain product and its value.

« CEO also sought and won lots of public speaking
opportunities to create awareness of her product. This
strategy had a significant cost associated with it because it
pulled her away from the core operations aspects of her
business.

* Many of the first units were sold to family and friends who
could spread the word about the product.

« CEO also engaged her Persona’s primary influencers, such
as the website Urban Daddy, a daily e-mail newsletter
specifically targeted at wealthy young urban professionals.

«The company created a website where customers could
purchase the product.

«They also experimented with the search engine optimization
(SEQ) to help drive traffic to the site.

«They also started to experiment with social media like Twitter,
though with marginal results.

Source: DISCIPLINED ENTREPRENEURSHIP



Case study:

Lark * The company signed a deal with Apple to
distribute its product in the Apple Store
without requiring exclusivity.

Medium term

* The strategy gave the Lark product instant
credibility, in that it had been approved for
sale in the Apple stores by Apple itself, as well
as much broader exposure; but the company
had to give up a lot of margin:

» The product sold in the store was the hardware
component ==> the store had to carry inventory
and LARK’s gross margin was significantly
affected.

* However, the CEO no longer had to do one-
on-one sales, instead focusing on recruiting
distributors and improving LARK’s website.

Source: DISCIPLINED ENTREPRENEURSHIP

Study the following articles on sales and

Readin
= branding:

Assignments . .

« Sales Advice for Technical Founders by Carol
Luong, Y Combinator.
» https://blog.ycombinator.com/sales-advice-for-technical-founders/

« How to Create a Customer Acquisition Plan for
Startups? by Ryan Gum.
» https://ryangum.com/customer-acquisition-plan/

« Customer Acquisition Strategy for Startups: 23
Techniques to Win New Customers.
» https://www.omnikick.com/customer-acquisition-strategy/

« 8 components of branding your startup, by
George Debb, The Next Web.

>

 Enterprise sales for hackers by Ryan Junee,
Y Combinator

» https://blog.ycombinator.com/enterprise-sales-for-hackers/

Case study:
Lark

« The website is the key place to
get info about the product and
purchase it.

Long term

* The company expects:

» 40% of its orders to come through the
website (and other direct online
channels),

» 50% from the retail distribution channel,
and

» 10% from other channels

Source: DISCIPLINED ENTREPRENEURSI

Section 7: Pricing, LTV and COCA

Step 19: Calculate the Cost of Customer

Acquisition (COCA)

B -

DISCIPLINED ENTREPRENEURSHIP



Design a business model
Set your pricing framework
Calculate the lifetime of

an acquired customer (LTV)
Calculate the cost of
customer acquisition (CAC)

COCA Calculation

*Why?

» COCA: an extremely important metric; can be difficult at first to
understand and calculate.

» Pay close attention to the details fo calculate it correctly. It
requires a significant amount of effort and systematic thought.

» Typically, in the early stages of the sales process, the COCA
exceeds the Lifetime Value of an Acquired Customer.

» In sustainable businesses, the COCA decreases over time untfil it is
significantly less than the LTV.

» One of the key questions for your business is how long it will take
for the COCA to drop below the LTV of a customer, because until
you reach that point, your business is spending more money than
it is taking in.

University of Cyprus
M. D. Dikaiako y oL Ly 2]

This always happens.
Twill getthem out of here
and back to reality tomorrow

whentheysobervp N (3
7
b
79

My COCA Mine is 5$”’ My COCA

is more awesome

is 10$ ‘ thanyours

We love the entrepreneurs and their optimism but it almost always blinds them
to the real costs of customer acquisition.
It is essential that you do realistic calculations and then make appropriate
adjustments over time.

410 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]

Over Time

« It will start out very high and then it should
go down over time

University of Cyprus

M. D. Dikaiake ]
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COCA vs LTV

COCA Cadalculation

X
[

In a sustainable business, the cost of customer acquisition (COCA) will
eventually drop below the lifetime value of an acquired customer
(LTV).

During the long-term stage of the sales process the COCA will level
off, and will continue to require an ongoing investment, but costing
less than the LTV of the customer.

The LTV will often increase over time as well, due to up-selling
opportunities with existing customers (“negative churn”).

Pricing power will sometimes increase as well, if your product
becomes a standard with little forceful competition.

This graphic representation has a particularly aggressive LTV increase, which
is usually not the case but it does add some drama to the chart. The red area
indicates your cash burn before reaching cash-flow positive.

University of Cyprus

M. D. Dikaiakos H

COCA
Calculation Example:

» You are selling a widget with a sales cycle
of half a year;

» It takes one twentieth of your salesperson’s
work time to identify, engage, track,
support, close, and collect payment for
selling to one customer;

» Salesperson payment: $150,000 per year if
they make 100 percent of their quota (often
called on-target earnings).

» Assume the salesperson meets their quota.

* What is it?
» COCA includes all the sales and marketing costs involved in
acquiring a single average customer in steady state, even when a
potential customer chooses not to purchase your product.

» Your COCA does not include any fixed production costs or expenses
outside of the sales and marketing department, such as research and
development, finance and administration, or overhead.

» In this step, you will calculate your COCA for three contfiguous fime
periods, where the first fime period begins with your initial sales costs.

» You will refine the COCA calculation as you geft farther along in the
sales process.

*How?
» Identify what factors influence your COCA
» Assign redlistic values to the various factors, and
» Determine actions to ensure your COCA decreases over time.

University of Cyprus

M. D. Dikaiakos B

* The process that companies undergo when

Sales Cycle selling a product to a customer.

NENEYYA - All activities associated with closing sale.

1
Identification

Loyalty

Purchase
Intent

Purchase

* Many companies have different steps and activities
in their sales cycle, depending on how they define it



COCA *Example:

Calculation » Selling a widget with a sales cycle of half a year,
and it takes one twentieth of our salesperson’s work
fime to identify, engage, track, support, close, and
collect payment for selling to one customer.

» Salesperson payment: $150,000 per year if they
make 100% of their quota (often called on-target
earnings).

HOW MUCH DOES IT COST TO
PAY ONE SALESPERSON TO
ACQUIRE ONE CUSTOMER?

» Assume the salesperson devotes 1/20 of their time
to closing one sale.

» Assume the salesperson meets their quota.

«How much does it cost to pay one
salesperson to acquire one customer?

$3,750.
¢ |s this the COCA?

Master Programs in Master Programs in
Artificial Intelligence for Artificial Intelligence for
Careers in EU Careers in EU

How NOT to calculate COCA? ==~

*The calculation above does not take into consideration all the other costs
associated with closing this deal.

» The salesperson’s benefits package (health care, vacation time, 401 (k), etc.) typically
costs you the equivalent of 25 to 30 percent of their salary.

» There are costs for travel and entertainment, demo units, fech support, mobile phone bills,
trade show expenses, marketing campaigns to generate leads, Internet data charges,
efc.

*We could do a bottom-up analysis, painstakingly scrutinizing the receipts and
invoices and assigning expenses to each customer.

*We also have to take info account the other expenses associated with having a
salesperson: the office furniture, computer, Internet and phone charges, the cost
to rent or purchase the building the salesperson works from, and more.

«Let’'s say that all these costs, added up and divided by the number of new
customers equals another $2,500 per customer.

+So is our COCA actually $3,750 + $2,500 = $6,250?
*NO!

University of Cyprus

M. D. Dikaiako H

How NOT to calculate COCA? =~

«If the salesperson closes 100% of the sales they work on, and need 1/20 of their fime
to close one sale with a é-month sales cycle, this fotals 20 sales per six month sales
cycle.

» This assumption is extremely unlikely because no salesperson closes every deal.

» If a salesperson is closing even 50% of the customers he engages, the person is
probably getting paid much more than $150,000 per year and therefore would not
be working at your company.

« Even assuming a salesperson closes 25% of sales, which is very aggressive, meaning
the salesperson is actually selling 5 units during each sales cycle, rather than 20.

» So for every 1/4 of a salesperson’s time spent on a customer who makes a purchase,
another 3/4 of the salesperson’s time is spent with potential customers who do not
buy.

» These costs have to be factored into the COCA as well.

« A bottom-up analysis that factors in all these other expenses tends to get messy
very quickly and can create a false sense of accuracy.

» This method does not work.

University of Cyprus

M. D. Dikaiakc ]



How NOT to calculate COCA?

*A completely accurate estimate of COCA:
hard to project.

«But, for sure, estimating a COCA of $6,250
would be dramatically understated, and

merely the tip of the iceberg of the COCA
Ccost.

*Realistically, the COCA in this example is
probably closer to 10-20 times that number.

Master Programs in
Artificial Intelligence for
Careers in EU
(MAI4CAREU)

University of Cyprus
M. D. Dikaiakos ’

ONE-TIME EXERCISE2

1S THE COCA CALCULATION A

Master Programs in
Artificial Intelligence for
Careers in EU

Top-down calculation of COCA

*Tabulate your aggregate sales and marketing expenses over a period of time;
then divide that by the total number of new customers you acquire within that
fime period.

*When aggregating, include costs for all the key items in sales and marketing plan:
» sales reps,

» auto, tfravel and entertainment, phone, Internet,

» demo units, technical sales support, website development,

» consultants,

» frade shows, real estate, administrative support, computers, and so on.

» Also calculate the cost in time that the executives on the team spend on sales as these
are very real and expensive costs.

«This calculation requires that you understand your sales process well. Do not worry
if your calculation is not exactly right; but be sure to:

» enlist an experienced person to help develop budget projections, and

» understand how adjusting costs affects profitability.

University of Cyprus
M. D. Dikaiakos ) Y

Master Programs in
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Time periods in COCA estimation™

« COCA varies over time:

» sales process changes

» organization learns

» strong positive word of mouth developed within target customer group.
« COCA should be calculated over time: COCA (1)
 Three fime periods recommended to show how the COCA is trending.

» Appropriate time periods depend on: life cycle of your product /amount of
fime it fakes customers to realize your value proposition.

A typical way to define first three time periods for a COCA calculation is:
» first year of sales,
» second and third year or sales,
» fourth and fifth year of sales.

« Depending on your new venture, these time periods could be different.

624

D. Dik University of Cyprus
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COCA calculation

+Dividing the cost of your sales and marketing expenses by the
defined time period will yield the Total Marketing and Sales
Expenses over Time or TMSE(1) where t is the first, second, or third
time period.

«If a sizeable portion of your TMSE(t) is the cost of retention of
existing customers, rather than acquiring new customers, subtract
this from the TMSE(1).

*Refer to cost of retention as Install Base Support Expense over Time
or IBSE(t).

*Determine number of new customers during that time period,
referred to as New Customers over Time or NC(t).

*Given these definitions the COCA for any given period is:
COCA(t) = (TMSE(t) — IBSE(1))/NC(1)

University of Cyprus
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HOW TO REDUCE YOUR COCA?

Master Programs in
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COCA calculation

» Once you have numbers for each of your first three tfime periods,
plot them on a graph where the x-axis is time and the y-axis is
COCA for that period. You can also draw a best-fit curve.

Cost of Customer _ Total Marketing and Sales Expenses(7) — Install Base Support Expense(t)
Acquisition Number of New Customers(t)

* The horizontal line at X represents the COCA's steady state, once
sales volume ramps up and the product, company, and market
mature, typically achieved during the longer-term stage of your
sales process.

University of Cyprus

Master Programs in
Artificial Intelligence for
Careers in EU

How to reduce COCA?

*Use Direct Sales Judiciously: Very Expensive although Very
Powerful:

» Hiring a team to do direct sales may be necessary to start, but it is very expensive.
» Alternative: consider investing in technological enablers

» Telemarketing, effective web presence, engaging through social media to
decrease costs as much as possible.

* Automate as Much as Possible:

» Try to automate the customer acquisition process even if it requires significant
investments.

» Promote product through sites where there are big networks and opportunities to
make your message go viral, from Facebook’s and LinkedIn's network effects to
Amazon.com’s preference engine.

» Automate your marketing by creating incentive schemes for your users similar to
the ones made famous by Avon, or the one Groupon used to reach a multibillion-
dollar valuation.

University of Cyprus
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*Improve Conversion Rates in Sales:

» There is a huge cost associated with chasing deals that you don’t
close. Getting higher conversion rates on leads opens up the funnel

so more deals get through, increasing your revenue and decreasing
your COCA.

e Decrease Cost and Improve Quality of Leads:

» Getting a bunch of business cards at a tfrade show may get you a lot
of leads (less cost per lead), but they are probably poor-quality leads.

» You can reduce the cost of leads without sacrificing the quality of the
lead with technigques like HubSpot's inbound marketing strategy.

» Incorporating tools and techniques into your sales process that

increase the quality of your leads, and paying attention to where your
leads are coming from, will improve your conversion rate.

University of Cyprus
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How to reduce COCA? el

Inbound Marketing =

* A business methodology that attracts customers by

creating valuable content and experiences tailored
to them.

* Outbound marketing interrupts your audience with
content they don’t want

* Inbound marketing forms connections they're
looking for and solves problems they already have.

University of Cyprus
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How to reduce COCA? S

*Improve speed through the Sales Funnel:

» By focusing on the speed at which prospects are moving through the sales

cycle, you can decrease the sales cycle, which will have a dramatic positive
effect on COCA reduction.

* Choose Business Model with COCA in mind: BM can dramatically affect
your COCA.

» Example: Intralinks, the company providing a secure online space for
investment bankers and lawyers to share documents with their clients.

* When business model was based on usage, it was hard to sell to customers

because they could not easily plan how much they would spend on the
product.

* When switched to a “cell phone” type of model, where customers paid a fixed
amount each month for an agreed-upon type of service, with the flexibility to
buy additional service on a usage basis, it became much easier to sell the
product to customers, and the sales cycle length decreased dramatically.

University of Cyprus
631 Y )

*Word of Mouth: The biggest driver of reducing COCA is positive word
of mouth about a company and its product:

» decreases dramatically the sales cycle,
» decreases the customer’s desire to push you for discounts

» brings in well-qualified customers who already are good fits for the
product,

» Helps salespeople be much more productive in dealing with them.

» WoM can be measured with the Net Promoter Score index and system:
frack this and report it in operations, executive, and even board meetings.

«Stay Focused on the Target Market:

» Not getting distracted by customers outside BH market, will help improve
word of mouth and also make your sales reps much more productive.

» Your sale reps will become experts in their industry and the sales cycle
length will decrease.

University of Cyprus
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Case study:

« Qil drilling typically produces “associated gas” as

Net Promoter Score &

*Net Promoter or Net Promoter Score (NPS) is a management tool that can
be used to gauge the loyalty of a firm's customer relationships.

«Calculated based on responses to a single question: How likely is it that you
would recommend our company/product/service to a friend or colleague?
The scoring for this answer is most often based on a 0 to 10 scale.

» Promoters: those who respond with a score of 9 to 10 considered likely to exhibit
value-creating behaviors, such as buying more, remaining customers for longer, and
making more positive referrals to other potential customers.

» Detractors: those who respond with a score of 0 to é; they are believed to be less
likely to exhibit the value-creating behaviors.

» Passives: those who respond with 7 and 8.
Net Promoter Score = % of Promoters - % of Detractors.

«For purposes of calculating a Net Promoter Score, Passives count tfoward
the total number of respondents, thus decreasing the percentage of
detractors and promoters and pushing the net score toward 0

University of Cyprus

° *The target customer was a very conservative buyer who had to be
Associated Gas sold to with old-fashioned direct sales methods. The new venture
Energy COCA would require a lot of missionary work fo get off the ground.
estimation

-1t was believed that the sales cycle for this expensive product ($300K
for the initial installation plus annual maintenance fees) would be
about one year even though it had a compelling value proposition.

«The company needed to hire:

» an experienced salesperson as well as a tech sales support person who had
credibility and understood the sales dynamics;

» a consultant the first year to help them break through the initial customer
inertia to be the first to have this system (remember, this is a conservative
market!) and to get all the regulatory issues taken care of that come along
with energy and environmental projects like this.

«They anticipated a ramp-up time for the sales rep to become
effective in selling the product, and so in the first year they were
realistically projecting one system would be sold.

The first sale would be the hardest; after that one, they would not
need the consultant again.

« After they had gone up the learning curve, the new venture's team
would have the capability to do the selling themselves. In addition,
with a successful installation as a reference, the sales cycle could be
dramatically reduced.

«In year two, they would be able to hire a second salesperson as well
as a tech support person to increase their sales.

Associated
Gas Energy

well, and dealing with its disposal is costly and
problematic for the environment.

» Often, no infrastructure exists at the drilling site to
fransport the gas to where it could be sold.
Associated Gas Energy was a new venture plan
developed by MIT students to enable oil producers
to fransform this operating cost into profit.

* Using GTL (Gas To Liquids) technology, associated
gas is converted info crude oil at a cost to the
customer of $70/ barrel.

» The customer can sell this oil at market prices. If market prices
are around $100/barrel, the customer gains $30/barrel.

» Reinjection cost savings yields approximately $10/barrel extra
for the customer.

« This was a very clever idea with seemingly
compelling financials.

Table 19.1 Associated Gas Energy COCA Calculation (a direct sales example)

Year

Items from Marketing & Sales Budget I 2 3
Number of Salespeople = Number of Tech Support People | 2 3
Sales Salary ($175K/year fully burdened) $ 175,000 $ 350,000 $ 525,000
Tech Support Salary ($125K/year fully burdened) $ 125,000 $ 250,000 $ 375,000
Travel $ 24,000 $ 40,000 $ 52,500
Entertainment $ 15,000 $ 24,000 $ 30,000
Events $ 30,000 $ 35,000 $ 40,000
Website Cost $ 10,000 $ 10,000 $ 10,000
Consultant $ 15,000 $ — $ —
Total $ 394,000 $ 709,000 $ 1,032,500
Number of Customers | 3 7

COCA for Year $ 394,000 $ 236,333 $ 147,500

636
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« Direct Sales vs. Telesales

» High Touch vs. Automated
« Conversion Rate

» Cost of Leads

« Quality of Leads

« WOM

* Moving them Down through the
Sales Funnel

» Design of Your Business Model
» Focus => Decrease Sales Cycle

Module 4: Disciplined Entrepreneurship

Section 7: How do you Design
and Build your Product?

Section 8

Contents

Underestimates headcount
required to sell and market

Overestimates sales productivity

Does not consider her/his own
cost in the calculation

Underestimates cost of personnel
(fully burdened)

M. D. Dikaiakos

« DH Canvas

* DH Step 20: Key Assumptions

» Lean Startup Basics

* DH Step 21: Test Key Assumptions
* DH Step 22: Define the MVBP

* DH Step 23: “The Dogs will Eat the
Dog Food”



WalelNel[eRY/eIVN - You have spoken to customers, you
i have observed them at work, you
achieve? have queried them on each step
along the way by talking to them
and seeing if they find your plan
consistent with their needs.

Design a
business model

» You have an understanding of:

Sel your pricing

framework » who the customer is

rpapeed=dp il » what value you bring to them

Calculate the cost of

qorsmnde el » how they will acquire your product

» how much it costs to acquire a customer,
and

» how much profit the customer will bring to
you.

Master Programs in
Artificial Intelligence
for Careers in EU
(MAI4CAREU)

Module 4: Disciplined Entrepreneurship

Step 20: Identify Key Assumptions

20 ldentify key assumption

21 Test key assumption

22 Define the minimum viable
business product

23 Show that “the dogs will eat Y\
the dog food” . R Se——

Wi v




Section 8

1 can’t wait to see
how this works!

Contents
 DE Step 20: Key Assumptions

« Lean Startup Basics

* DE Step 21: Test Key
Assumptions

* DE Step 22: Define the MVBP

* DE Step 23: “The Dogs will Eat
the Dog Food”

446 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]

1 can’t wait to see
how this works! I can’twait to see

Did you fest each how this works!

module before you test Did you test each
the whole thing now? module before you test
the whole thing now?
No, but maybe
that would have been
SV—2>
> o 2,
D

a good idea
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Step #20: Goals

1 can’t wait to see
how this works!

Did you test each o
module before you test

the whole thing now?

No, but maybe
that would have been

* Determine which assumptions about your
business have not been thoroughly
tested.

* Rank your top 5 to 10 assumptions in order
of importance.

» Test these assumptions in practice.

449 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus m University of Cyprus m
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« Step back and think about your big assumptions

* Yours is a new business with a product » And test whether they are consistent with how the world

that has not previously existed. works,

» not how YOU think or your customer says the world works.

*You are moklng certain qssumphons * [dentifying and breaking down your key assumptions is

based on logic and research, but but are not difficult,
They valide » but entrepreneurs tend to skip over this step,
« You have to idenfify and rigorously test > frusting infuition or research to
your |<ey OSSUFﬂpTiOﬂS. » substitute for actual testing of business and customer

behavior assumptions.

University of Cyprus University of Cyprus



What Makes .S i defi ;
a Good pecific — define your terms

AN pTalilelikd - Important — It really matters!

* Unitary — Only one variable in the
equation

WHAT MAKES A
GOOD ASSUMPTION?

* Measurable — It is quantifiable in
an agreeable upon metric.

 Testable — We can run an
experiment on if.

« Small But Big — Small changes that
make big difference.

Examples of key assumptions  “

* List of areas where you made logical assumptions
from PMR....specific, narrow so it can be tested, for
example

» Your value proposition

HOW TO IDENTIFY
KEY ASSUMPTIONS?2

» Features
» Time to market
» Channel

» Cost

* Are you solving the right problem, is this the right
customer, will your customer buy it2

. University of Cyprus
M. D. Dikaiako ’
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REVIEW EACH STEP OF THIE
FRAMEWORK

MAKE A LIST OF THE AREAS IN
WHICH YOU HAVE MADE
LOGICAL CONCLUSIONS

BASED ON YOUR PRIMARY
MARKET RESEARCH

Master Programs in
Artificial Intelligence for
Careers in EU

Identifying key assumptions approdc¢h

* Go through the full canvas for your company now and discuss

how you rate yourself on each box and each line item
» Give a Green dot to areas of strength

» Give a Red dot to the areas that you see as weaknesses and could be
fatal

* Why do you give these ratingse What assumptions are
fundamental?
» The quality of this dialogue is critical

* Looking at the big picture now, which are the most important
assumptions? (i.e., the highest exposure and upside)

* Make those assumptions very clear so you can test them

University of Cyprus
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How to identify key assumptions?-

*Have you correctly identified your Persona’s priorities?

*Will your customer find the value proposition attractive when they make a

purchase?

*Will the customer make the time and effort to integrate your product into their

workflow?

* Are your cost targets accurate?

» If product is hardware, review the bill of material and carefully analyze the cost of the
most important items in the bill of material.

» If it is software, list key development challenges, assumptions, and cost items.

*Out of the customers you have already identified, are any of them “lighthouse™?

*Are any “linchpin” customers, where if they don't buy, others will not2

« Are there other linchpin customers who you have not yet identified?

* Are the lighthouse and linchpin customers interested in purchasing your

product?e
b D University of Cyprus B
Reison dEtre  ®| Compefitive Advantage®| Customer Acquisition® | - Overall Econormics Design&Buid ©
Why are you in business? Why you? How does your customer Does your product make How do you produce the
acquire your product? money at acompany level? product?
Mission: Moats: DMU: Est R&DExp: ID Key Assumptions:
Passions: - Process to Acqire Customer: Est GSABp: Test Key Assumptons:
Values: Windows of Opportunity: LTVICOCA Ratio High Enough: MVEP:
Initial Assets: Competitive Positioning: Possible Triggers: Tracking Metrics:
Initial Idea:
- -~ e -_ -
Initial Market @ Value Creation | Product Unit Economics® Sdes Scaling
Whos your customer? Whatcanyoudoforyou | Canyoumakemoneyatthe | How do you sellyourproduct? |  Howdo you scale your
customer? product level? business?
Beachhead: Use Case: Biz Model: Preferred Sales Channel: Prod. Plan for Beachhead:
End User Profile: Prod Description: Est. Pricing: Sales Funnel: Next Market:
TAM: Short Tem - LTV Short Term Mix: Prod. Plan beyond Beachhead:
Problem Being Solved: Short Term — 00CA
Persona: Medium Tem - LTV Medium Term Mix: Follow-on TAM:
Quant. Value Prop.: Medium Term — 0OCA
1510 Customers: Long Term -LTV: Long Term Mix:
Long Term - 0OCA

440 Source: DISCIPLINED ENTREPRENEURSHIP
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Validating key assumptions

« List of areas where you made logical assumptions from PMR
*Narrow down the list so it can be tested, for example:

» Your value proposition

» Features

» Time fo market

» Channel

» Cost
* Ask:

» Are you solving the right problem?2

» Is this the right customer?

» Will your customer buy it?2

University of Cyprus
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Season Three is a contemporary apparel brand influenced
by art culture and an outdoors ethos. Our purpose is to make
iconic products that are built to last.

Season
Three’s Key

Assumpﬁons Our 1st product is the most comfortable boot you'll ever

wear. Ansel is a genderless, all-weather hiking boot designed
to be worn across cities, mountains, and museums.

* “We can sell a genderless boot using
the same foot shape.”

« "Our boot, made with one foot
shape, will be comfortable for both
women and men.”

* “The percentage of men vs women
who have negative feedback on
boot fit after wearing our boot for 5
mins will be equal (plus or minus) 10%

Source: DISCIPLINED ENTREPRENEURSHIP

Season Three
Case study

Example
Genesis DNA

«Season Three is a contemporary apparel
brand influenced by art culture and an
outdoors ethos. Our purpose is to make
iconic products that are built to last.

» Qur 1st product is the most comfortable
boot you'll ever wear. Ansel is a genderless,
all-weather hiking boot designed to be worn
across cities, mountains, and museums.

Source: DISCIPLINED ENTREPRENEURSHIP

« Assumption: Turnaround time was more important
than cost, and to test that assumption kept the
interview questions as open-ended as possible so there
was no guiding them toward an answer the team
wanted to hear.

* Experiment: Letter of Intent

» “LOIs have been incredibly helpful for us so far. There
are a number of other DNA synthesis companies out
there and when asked by investors how we can be sure
that the customers are unhappy with the status quo -
showing them the 9 LOIs (from some major companies)
always does the trick. It's very concrete and is preferred
over surveys.”

v

Learned pain points that really resonated with
customers in later interviews, which helped us get more
LOIs when they felt we were really on their side.

*Lesson: Answer you get (in this case value proposition
but could be many other steps like DMU), not really
tested unfil you push to get the LOI. That will clarify
things. Words are cheap; cash is not.

Source: DISCIPLINED ENTREPRENEURSHIP



Case

Study: Sasa

* A for-profit social venture empowering women in

Africa by allowing them to sell their art
worldwide using mobile phones.

*As the team looked to launch and grow their

business in a capital-constrained situation, they
were very careful to identify their assumptions
and test them so as not to waste any precious
money or time.

Producers Assumptions

|. Craftswomen (i.e., Producers) want to be economically empowered.

2. Craftswomen will adopt the Sasa platform into their market practices.

3. The vendors will earn a sustainable income.

4. Vendors will trust the Sasa technology and services.

5. Existing infrastructures will be consistent and expand with demand.

6. Vendors will earn more using Sasa than by selling in the open-air markets.

7. A vendor can afford to buy a simple feature phone, which is camera-enabled.
8. A vendor is familiar with using SMS.

9. A vendor is able to leverage their knowlege of SMS to quickly adopt the use of MMS.

sa sa Customer—Assumptions about the producers

Identifying Key Assumptions

Lean Startup Basics

Section 8

Contents

* Note that some of the assumptions for the
consumer side are not specific enough and will
need to be decoupled into multiple assumptions.

Web Consumer Assumptions

Consumers not only value, but prefer handmade goods.

Consumers want to know who made their products and how.

International consumers will trust the Sasa technology and services.

International consumers will be compelled to buy products on the Sasa platform.
Sasa customers will return to Sasa to buy more products.

International consumers will happily wait for up to three weeks to receive products
from Africa.

Sasa can profit greatly just from selling jewelry to start.

8. The necessary infrastructure and policy will be consistent and expand with demand.

Gr @ o ) ) =
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Sasa Customer—Assumptions about the web consumer

 Lean Startup Basics

* DH Step 21: Test Key
Assumptions

* DH Step 22: Define the MVBP

* DH Step 23: “The Dogs will Eat
the Dog Food”



WHAT IS A STARTUP?

Master Programs in

THE LEAN Artificial Intelligence for
ST, i

Lean Startup Basics N =

«Startups have a destination in mind (vision): to
create a thriving and world-changing business.

«To achieve that vision, startups employ a sfrategy,
which includes:

*a business model
«a product road map
«a point of view about partners and competitors
sideas about who the customer will be.
*The product is the end result of this strategy.

University of Cyprus
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A STARTUP IS A HUMAN
INSTITUTION DESIGNED TO
CREATE A NEW PRODUCT
OR SERVICE UNDER
CONDITIONS OF EXTREME
UNCERTAINTY.

& &
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Lean Startup Basics

* Products change constantly through a process of
optimization (tuning the engine).

* Less frequently, the strategy may have to change (pivot).
s Learning is the essential unit of progress for startups.

» You can eliminate any effort that is not absolutely necessary
for learning what customers want.

» Validated learning - learning that is demonstrated by positive
improvements in the startup’s core metrics.

A startup’s efforts are experiments that test its strategy to see
which parts are briliant and which are garbage.

* The products a startup builds are experiments.

University of Cyprus
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THE LEAN
ST)

BML and MVP

24S vs Lean Methodology

* The Build-Measure-Learn feedback loop is
at the core of the Lean Startup model.

* The Minimum Viable Product (MVP) is that
version of the product that enables a full
turn of the Build-Measure-Learn loop with
a minimum amount of effort and the least

amount of development time. .deaSQ
BUILD

Data Product
UniV us
M. D. Dikaiakos . H

Much as you do not have a
meaningful business until you
have a paying customer, your

business does not have a
product until someone
purchases it, gets value from it,
and can provide meaningful
feedback to you about it.

*There is similarity between the concept of a “minimum
viable product’ or MVP and DE24's Minimum Viable
Business Product.

*In DE24 a “product” should always be complete
enough that a customer can gain value from it.

*The MVP framework, by comparison, includes in its
definition of “products” actions that merely test
individual assumptions about the new venture idea.

*The process of establishing an MVBP provides a “systems
test” of whether your customer will pay money for what
you are offering, not just a channel through which to
test an assumption.

Section 8: How do you Design and Build your Product?

Step 21:Test Key Assumptions

DISCIPLINED ENTREPRENEURSHIP

Wi Ev



Section 8

Contents

Step #21:
Goals

* DH Step 21: Test Key
Assumptions

* DH Step 22: Define the MVBP

* DH Step 23: “The Dogs will Eat
the Dog Food”

* Unpack your assumptions and
break them down into a
prioritized list.

e Take your list of key assumptions
and design empirical tests to
validate or refute them.

e Perform the empirical tests to
decrease the risk of your
startup.

« Gather empirical data to either
support or disprove
assumptions.

While trying to find
that entrepreneurship gene
was a waste of time,
this seems very doable
and productive

Now that we have identified those key assumptions, let’s use
a scientific approach to test them individually before just
smashing them all fogether and seeing if they work.

478 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]

Testing Key Assumptions

« Testing not hard, if you have identified the key
assumptions.

« Try to design experiments to test these
assumptions in the cheapest, quickest, and
easiest ways possible:

* Apply logical thinking to design simple &
effective tests.

* Not necessary to build physical goods or
write code.

- Jniversity of Cyprus
M. D. Dikaic m
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T t. A t. (MAI4CAREU) Identify Key Overall Assumptions
e S I n g SS U I I l p Io n S e ° g . # (in prioritized order) Related | Risk Level Potential Impact if is Wrong
Step(s) from

the 24 Steps

«To test cost targets, send informal request for quotation (RFQ) or spec to vendors to
see if your cost projections are accurate at the volume you need. T

«To test interest of lighthouse & linchpin customers, see if they do any of the
following:

» Prepay for your solution (best)

» Put down a deposit (good) 7

» Provide a letter of infent (okay)

» Agree to a pilot (acceptable)

6
» Express a strong interest in purchasing if certain conditions are met (not too reassuring but
may be acceptable) 7
«If you are meeting customers in person, bring along an experienced outsider fo 5
help you determine whether the customer is really excited about your product
and will buy it, or is just being polite or collecting information. g
«To test whether certain customers are lighthouse or linchpin customers, repeat the 10
above process but with other customers; see if they will attribute any of their
purchasing decisions to certain other customers, and look for patterns.
M. D. Dikaiakos University of Cyprus m 682 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus !

Test Key Overall Assumptions Results from Testing Key Assumptions

# Empirical Test (in order from most Related Resources Required for Test What Outcome(s) Would Validate Your # What did you learn from the test? Did the test validate your assumption? | What will you do as a result of this test? (e.g.
important to least important, based on i Assumption(s)? (Yes, No, or Not Knowable At This Point) |  revisions to work done in ious steps,
the risk levels of the related additional testing of assumptions, etc.
assumption(s)
1
1
2
2
3
3
&
4
5
5
6
6
7 7
g 8
) 9
10 10

43 Source: DISCIPLINED ENTREPRENEURSHIP Universiy of Cyprus - 44 Source: DISCIPLINED ENTREPRENEURSHIP Universityof Cyprs gy



Examples of * Assumption: “Neohi.ppies" Aged 25-35 Use Their Smartphones Examples of «Conducting Opinion Polls Is Much Better on
P, to Help Them Shop in the Grocery Store testable Facebook Than with Traditional Telephone-Based
«This team wanted to offer a smartphone-based personal

. . Methods
assump’nons shopping assistant o young people who shop at health food assumphons

Examples of
testable
assumptions

stores like Whole Foods Market.

» The students on the team used their smartfphones when they
shopped, so they assumed that others did so as well. This was a key
assumption that needed to be tested.

«To test the assumption, the team went to a Whole Foods and
observed shoppers who fit the description of their
demographic. Virtually none of the shoppers used a
smartphone while in the store.

«The team was incredulous, but confirmed the result at a
different Whole Foods location.

«The team interviewed shoppers and found that while many of
them owned iPhones, they were not interested in using them
while shopping because they already had a way of shopping
that worked well for them and did not want to change.

*As aresult, the team changed its focus completely and
worked on a different mobile app for a different target
customer.

Source: DISCIPLINED ENTREPRENEURSHIP

*The student was able to test his hypothesis overnight with
less than $100 in Facebook ads.

«His initial experiment compared his ad click-through rates
against the 2012 New Hampshire presidential primary and
the aggregate of the professional polls done of the primary.

«His click-through rates did not accurately predict the
outcome of the primary, so he hypothesized that if he
changed the design of the ads, he would achieve more
accurate results.

«Less than a week later, with another $50 in ads, he tried a
different format for the headlines of the ads.

«This second attempt was compared to a different state’s
presidential primary, and achieved results similar fo the
professional polls that cost $100,000 and several days to
produce.

«Interestingly, while validating his hypothesis, he found an
even more interesting use for his idea—pollsters were
interested in using Facebook's demographic targeting of
ads to organize hypertargeted focus groups, a market
opportunity with much broader application than simply
predicting the results of an election.

Source: DISCIPLINED ENTREPRENEURSHIP

*One student, a political science major, was
concerned about political opinion polls and the
possibility that the accuracy of polls would be
affected by the growing number of people who
were canceling landlines in favor of cell phones.

» American laws prohibit contacting cell phone users with
autodialing machines, so pollsters who want to call cell phones
have fo individually dial each number, making it much more
expensive to contact cell phone users versus landline users.

» Polls risked being skewed because certain demographics were
more likely to be cell phone-only users than others.

*The student assumed that since Facebook allows
you to target ads at certain demographics and
access the demographic data for clicked ads, he
could use Facebook ads to quickly and cheaply
conduct polls that are more accurate and less
labor-intensive than telephone-based polls.

Source: DISCIPLINED ENTREPRENEURSHIP

» Determine Best Experiment Methodology

» Always trying to do Smallest Effective
Experiment Possible

» Options:
» More refined PMR
» LOIs, Paid Beta, Prepays (Test their wallet)
» Validate Costs
» Validate Value Prop with Pilot/Concierge Service
» Benchmarks

» A/B Testing

» Creative methods as suggested in literature

M. D. Dikaiakos
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Step 22: Define the Minimum

. DH Step 22: Define the MVBP Viable Business Product (MVBP)

» DH Step 23: “The Dogs will Eat the
Dog Food”

DISCIPLINED ENTREPRENEURSHIP

Tknow you wanted Tknow you wanted
your Taj Mahal product your Taj Mahal product
but this is what you but this is what you
should do now. .. should do now. ..

491 Source: DISCIPLINED ENTREPRENEURSHIP Urniversity of Cyprus -y 4o Source: DISCIPLINED ENTREPRENEURSHIP Univrstyof yprus - gy



Tknow you wanted
your Ta) Mahal product
but this is what you
should do now. ..

\ But...

Listen, it will getyou \
the oxygen you need
to keep this thing going:
real customer feedback
& cash!

493 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]

Now you are feeling good
about our product but you
must show restraint;

You will now cross the
Rubicon and launch a
minimally viable product that
a customer will pay for, but
keep the functionality as
simple as possible so you can
minimize risks and also
continue to test the
assumptions in a scientific
manner.

Tknow you wanted
yout Taj Mahal product
but this is what you
should do now. ..

\ But...

Listen, it will getyou \
the oxygen you need
to keep this thing going:
real customer feedback
& cash!

494 Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus -y

Step #22: Goals e

« In this step and the next, you will develop and test
the Minimum Viable Business Product (MVBP).

* The MVBP combines the most important key
individual assumptions into one integrated product
that can be sold.

* The MVBP sets you up to test the most important
assumption that integrates the rest: that customers
will pay for your product.

* The product you will build in this step will meet the
three conditions of an MVBP.

University of Cyprus

M. D. Dikaic m



3 Key Conditions MVBP requirements
* With the least amount of investment, achieve * MVBP should balance simplicity with
the following three conditions: sufficiency.
« Value: Customer gets value from your « Odds of success are higher if you:
product (i.e., validate Step #8, QVP)

« Pays: Economic Buyer pays something for
the product (i.e., validate some level of WITP)

» limit the number of variables in initial product

» getting something that works into the
customer’s hands quickly
« Feedback: Start meaningful feedback loop

: » even if it does not have all the functionality
with end user

you would like to include.

MVBP: How? “Concierge” MVBP

* Make a list of all of your key assumptions. * It doesn’t really have to work.

* Narrow your assumptions to the most » Simulate the result like if the product did
important. work.

- Put it/them into a product the customer » See if your assumptions are proven frue.
can use. * Not sustainable but helps you test and

«See if they will buy it. better allocate resources.



Concierge
MVBP
example

Automatic couponing program.

« Let's say you want a software program that will

automatically send a user coupons based on the food
they buy each week and help them decide which
grocery store they will shop at fo save more money.

« Instead of building software, first you would allow a user

to tell you what they buy each week, maybe through an
email or face to face, and then take the coupons and
best grocery store to them each week.

«Soon, you'll find out if/when the user doesn’'t go to the

grocery store, if savings really affects which grocery store
they choose, and if they care about certain brands, and
if so, in which food categories.

« You would learn a lot more by using this concierge mvp

technique than by taking the enormous effort of building
the web applicatfion. This will allow you to decide which
ideas work from your inifial hypothesis, and which ideas
need to be scrapped.

«Define your MVBP very carefully
before building it

«Test the “B” in the MVBP as early
Qs you can

» If you can: sell it outright

» If you can’'t: presell, do paid beta
—involve $

«Building the MVBP
» Know what you don’t know
» Get help if necessary

Concept of

“Saleable

Concierge
MVBP”

Case Study:
Home Team

Therapy

* The product works just enough to
solve areal problem, but is not
polished ...

*...50 You “ship an engineer” with it

* This method allows you to enter
the market much sooner than
otherwise to test your assumptions
and gain valuable field insights

* You will save money and win in
the end

* Problem: improve physical
therapy delivered during
recovery.

e ldea: Use Microsoft Kinect to
monitor patients and provide
them with real-time automated
feedback when they do their
therapy exercises at home.

» Doctors could also see the home

sessions and provide feedback of their
own.

?



Home Team Therapy - Welcome Client

Case study: [N Implemen’ring .’rhe whole idea was Case Study: (RO = I @‘
e T |corl?plflco’red, in part because of e PR I e o
[ )
Therapy ack orresources. Therapy T 7 T ———— \

— MyWorkout

« Minimum Viable Business Product
definitfion based on whether
doctors and patients would use

PT Video

and pay for his MVBP online system FO® o
that assists them in physical
fherapy. ST

« Initially, Kinect was supposed to be D

part of the product, as a real
attention-grabber.

facebook | twitter | linkedin © 2011 Home Team Therapy

W

FEMERGEInl  After asking serious questions about what Home Team

JOINUS!  HOME | PATIENTS | PHYSICIANS | ABOUT US | CAREERS | CONTACT US

was required to minimally launch to test core Therapy N b M .
merapy X

assumptions and get into a feedback cycle
MVBP with customer, the MVBP was simplified. MVEP

*Elements of the old design that included the
Kinect system are gone.

Therapy

[ HomeTeam [Werkout| Progress _Schedule |

— MyWorkout

£
a

0

Physical Therapy
Exercise Video

£
&

i

o » However, they could just use an online video
\g; for physical therapy and a very simple

== connection to the physical therapist in the
MVBP.

@
g

()0

» This eliminated the technological risk and many
other risks such as how the patient would get
the hardware, whether it would be compatible
with a computer the patient already had,

WO® ¢

facebook | twitter | linkedin ©2011 Home Team Therapy

whether the user would be comfortable using
the Kinect, and many other questions.




Tesﬁng « Determining the Minimum Viable Business
Assumptions

Product tested the most important assumptions
possible to get the iterative learning feedback
loop started:

1. Can we get patients to sign up?
. Will they use the system?
.Can we get doctors to sign up?

.Can we get paid for this in general?

a N W N

.We've done customer research, but how can we
determine if these are the features that
customers really wante

6. Are these the features that customers will pay fore

7. Are these the features that customers will always
want, or does it appear that their preferences will
change over time?

StyleUp

Testing « Send individual daily e-mails fo a
handful of female friends with an
outfit each woman could re-
create, as well as the weather
forecast for that day.

Assumption

) Kendall Herbst @ 92 - -

Today's Weather: 50 Degrees & Partly Cloudy

Happy Frday! Re-create Miranda Ker's delicate look with navy trousers and a silky, pale biouse. Add an airy scarf and pointy
stiettos for & decidedly ladylike effect

STYLE-UP

Ahrielle5.jpg
119K View Share Downl

Case Study:

* Problem: gap between traditional fashion
StyleUp advice channels and what actually
helped a woman decide what to wear or
to buy.

e ldea: send women fashion advice that
was tailored to each person’s taste and to
the local weather that day.

» Assumption: women would love a dose of
fashion inspiration when they need it most
—when they are getting dressed—and
that a condensed, personalized dose
would be more effective than a
cumbersome 600-page fashion magazine.

Lessons

* Women loved this idea.

learnt
ea « Initial group soon grew to almost 40 people.

» Many of these were Kendall's friends, and she could
talk to them about what they liked and what she
could improve.

» Kendall also looped in women she did not know, and
these women consistently opened the e-mails. This
hinted the idea could scale.

*Key products insights:

» Some women preferred the inspiration the night
before and others wanted to receive the e-mails first
thing in the morning.

STYLE-UP

» Women wanted to shop these looks, if they did not
own similar items already.



SfyleUp * Teamed with an engineer to built a system for
Next step

Kendall to: » A backend system that could categorize

» categorize images and images based on weather and style.

* An easy delivery mechanism to dispense
these images every day.

» deliver them to many women at a time vs. one-
to-one

» incorporated many of the early findings like
customized time delivery and click-to-purchase
links.

» A database of beautiful images the
targeted customer (busy, professional
women) would be inspired to see, which
included a source link (for copyright
issues).

«In this business ideaq:

» the primary customer was the woman who
received the free daily e-mail;

» the secondary customer would be a company * Analytics fo measure how deeply women

related to fashion, such as a retailer, who would 70% % were engaging with and sharing the
want access to the primary customer so they service.

could convince the primary customer to buy
their products.

tvi (YA - Without investing much money or going too far .
StyleUp down a single path, Kendall and Ryan’s goal was Secfion 8
Conclusions to show that women would like the value
proposition enough to sign up, open the e-mails Contents
and fell their friends.

* They were very confident they could add more
features later; but they wanted to get more
guidance after these original foundational features
were implemented and used to know which ones
to add and in what priority. They wanted to start
the feedback loop with their target customers as
soon as possible.

* This MVBP also set them up well to test whether the
secondary customer got value from the product
and was willing to pay for access to the primary
customer, since the MVBP has links that allow
women to click to websites on which clothing items
are sold.

 DH Step 23: “The Dogs will Eat the
Dog Food”
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Step 23: Show That “The Dogs Will

e R et “GUsx

DISCIPLINED ENTREPRENEURSHIP

He came up with a breakthrough formula that
was better for everyone and cost one-tenth the
price of the cheapest dog food on the market.

Dogs would sleep better at night, have a better
demeanour, shed less hair, have whiter teeth, be
friendlier to strangers, obey their owners more,
and so on.

They had tested in the lab from a chemical
standpoint and were told that it would even taste
better. Everything made logical sense. It was a
business opportunity that was almost too good to
be frue.

715 Source: DISCIPLINED ENTREPRENEURSHIP Universty o Cyprus - gy

“Once upon a time in a land called Ivory
Tower, not so far away from here, there was a
chemist who wanted to make better dog
food.

He studied to see what kind of food would
improve the health, happiness, and financial
and spiritual well-being of the dog.”

71

: Source: DISCIPLINED ENTREPRENEURSHIP Uriversiy of Cypros gy

He sprang into action, raising a large sum of
money and spending $3 million to build a
plant to produce the dog food.

He signed up distributors and kicked off a
huge marketing campaign. To quote Jackie
Gleason from The Honeymooners, “This thing

is going to the moon, Alice!”

The product shipped.

720 Source: DISCIPLINED ENTREPRENEURSHIP @ DALL-E



Owners put the food in front of their dogs.

And the dogs refused to eaf the dog food
The company crashed

721 M. D. Dikaiakos University of Cyprus

But they have to eat it.
This doesn’t make sense.
All my logical data and research
shows that itis 9ood for them ...
plus they told me

they would eat it. \

i Shoulda checked |

before you built
that big plant and
spent all that money!

t\EW DOGfoo

"(‘l zm?t‘ﬁ»

University of Cyprus

723 Source: DISCIPLINED ENTREPRENEURSHIP

Buf'l’hey have to eatit.
This doesn’t make sense.

All my logical data and research
shows that itis good for them ...
plus they told me

they would eat it. \
Wﬂ

"(1 " "‘%‘.’W“

University of Cyprus

720 Source: DISCIPLINED ENTREPRENEURSHIP ]

Now that we have launched
our product, show measurable
proof that the customers are
adopting the product;

no rose-colored glasses—data
is required.

Source: DISCIPLINED ENTREPRENEURSHIP



Step #23: Goals

Step #23: Why?

« Demonstrate quantitatively that customers will
pay for your Minimum Viable Business Product
(MVBP).

* Develop metrics that indicate the level of
word of mouth your MVBP is creating among
customers:

» Initial interest — click though rates, Conversion
rates, Purchase and pay, Maintenance
contract, Retention rates, Customer
advocacy, COCA and LTV, Gross Margin

University of Cyprus m

Masf grams in
Artificial Intelligence for

Sfep #23: Why’) Gt

«So after you have made your logical plans with individual
experiments along the way, and before you invest large
amounts of fime and money, make sure:

»the dogs will eat the dog food!

»the dog's owners (or friends) will pay for the dog food
too. T

@ DALLE m

727

*Based on every detail you've uncovered
about your product and your customer, it
might make sense that your product would
be viable.

«But ultimately a person is going to have to
accept your new innovative product and
humans are not always rational.

University of Cyprus B

Step #23: What?

«See if the target customer will buy and accept
the product.

eLearn a tremendous amount from the real data
on the MVBP: customer preferences.

«Start fo measure how much customers will
advocate to others in the TAM about the
benefits of your product.

» What is the magnitude of the positive word of
mouth your product is generating? (virality
coefficient).

University of Cyprus B



Case Study: B Once MVBP was released, the company StyleUp
measured engagement and adoption of
their target customers.

* Despite not spending money on

e XY=Taei (o1l  marketing in the first few months, word
spread to 1,500 people based on pure
word-of-mouth traction and minimal press
coverage.

« Target metrics to value the progress and
validate a business opportunity, seeing if
women would respond to the service and
encourage their friends to sign up:

Even when they reached nearly 8,000
members, StyleUp had committed
minimal capital and time to marketing
and yet contfinued to see 20 percent
month-over-month growth.

» Consistent engagement: includes both whether
women opened the e-mails and whether
women clicked through to webpages where
they could purchase the merchandise they saw
in the e-mails, which was a potential way to
monetise the product.

Of course additional customer satisfaction
metrics, like Net Promoter Score®, would
be a valuable additional piece of data to
gauge the long-term viability.

» Growth: are women telling their friends to sign up
for StyleUp; easy to track this quantitatively via
referral link.

 Take your Minimum Viable Business Product
to the customers to see if they will actually
use and pay for the product.

More « Second dimension to be explored is to
metrics prove that the dogs would pay for the
dog food.

* Collect data to see if they are really using it

“Can StyleUp can get paid for this
yievp ger pdl I and how engaged they are as users.

customer engagement?e

s Determine if they, or someone associated
with them, will pay for it and also if they are
advocating for your product with word of
mouth.

Can StyleUp monetize the situation it has
createde”

» Three important metrics to measure:

 After you collect data over time, analyze it
and especially look for tfrends and
understand underlying drivers.

» click-through rates on the e-mails that were
opened,

» the amount of money in sales that affiliates
realized from the click- throughs, and

STYLE-UP

* Make sure you are intellectually honest and
rely on real-world data and not abstract

» the payments made to StyleUp for these sales. .
logic.

M. D. Dikaiakos
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Step 24: Develop a Product Plan

* DH Step 24: Develop a Product Plan

Let’s get started with the MVBP
butlet’s also have a plan here.
Things will change but we are playing chess
and not checkers in that we need
to think a few moves ahead.

That is our flexible plan!

It is time to revisit your Follow-
on Market TAM and develop a
product plan so that your

product is not just an island
that leads nowhere.

735 Source: DISCIPLINED ENTREPRENEURSHIP o Source: DISCIPLINED ENTREPRENEURSHIP



Step #24: Goals

* Go beyond the Minimum Viable Business
Product (MVBP) to determine which
features you will build out for the
beachhead market.

» Determine which adjacent markets you
will sell to after dominating the
beachhead market, and how your
product will have to change for each
new market.

University of Cyprus m

Master Programs in
Artificial Intelligence for

Siep #24: Product Plan Case iy

* This plan is subject to change as new
information comes in so don't sweat the
details too much or spend too much time
on it but do have at least a general vision of
how you will make this a great company.

University of Cyprus B

Step #24: Develop a Product Plan

What?

« Develop alonger term plan to add
functionality so you can address additional
markets.

Why?

* It isimportant to think ahead & have a plan
SO people are ready to keep moving forward
after the MVBP.

Source: DISCIPLINED ENTREPRENEURSHIP University of Cyprus ]

Master Programs in
Adtificial Intelligence for
Careers|i

A Business is More than 24 Steps

r
n EU
REU)

The 24 Steps gives you a framework to get a rock-solid
product-market fit at initial launch. But as your business
grows out beyond its MVBP, you will also need to learn
about the following, which we unfortunately do not have
space in this book to cover:

Culture

Team & HR Processes

Development

Sales Execution

Customer Service

Financials & Financing

Leadership & Scaling the Business

Governance

Intangibles

v v v v v v v v Vv

University of Cyprus



