


Product Management training Product Marketing training

Practical Product Management defines the Effective Product Marketing teaches how to create
strategic role of product management using the successful go-to-market strategies using a structured,
Pragmatic Marketing Framework (left). From how to repeatable framework that supports an organization’s
identify market problems to delivering a successful goals for growth in revenue, market awareness and
product plan. customer retention.

Requirements That Work shows you a repeatable New Rules of Marketing shows how to harness
method for writing clear requirements your team will the power of online marketing using blogs, viral
read and use. It discusses techniques for prioritizing marketing, podcasts, video, search engine marketing
and organizing market requirements and clarifies the and thought-leadership to reach buyers directly.

roles for team members.

Pragmatic Roadmapping teaches techniques for - . .
developing, consolidating and communicating product In addition fo the extensive pUblIShed SChedUle'

plans, strategy and vision to multiple audiences—both training can be conducted onsite at your office
inside and outside the company. allowing a more focused discussion for your

specific goals.

achieve market-driven success

With guidance from Pragmatic Marketing experts:

Align your organization with the market. identify gaps between your current state and best practice to enable
your strategy and tactics to focus on market-driven success.

Accelerate your product plan. Uncover the market problems your product can solve in its next release.

Optimize your go-to-market programs. Understand recent wins & losses, and learn how evaluators review your
offering to create compelling marketing messages in the language of your buyers.

For more than 50,000 visitors per month, PragmaticMarketing.com is a dynamic, growing resource center with
hundreds of articles, tips and techniques, expert blogs, a job board, book reviews, informative webinars, links
to peer networking groups and much more.
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IS the Wrong Tool!

The Ideative Process:

The exercise was simple and, best
of all, fun. The facilitator asked us
to ignore the barriers and think
creatively, freely, outside the box;
pretend for a little while that there
were no problems with order-entry
systems, billing systems, or state and
federal regulators. We were free to
brainstorm. Our goal was to generate
as many ideas as possible. No idea
was a bad idea.

The result?
Our team
of more than
20 product and
project managers,
information
technologists,
systems engineers,
marketing pros,
pricing specialists,
and service and support
managers created a list of
more than 120 ideas. We left
that day energized, euphoric, and
full of the future.

The revenue ultimately produced
from the ideas generated that day?

$0. Products launched? 0. The cost

for the brainstorming session and all
the follow-up work to evaluate the
ideas must have been staggering. More
than 20 expensive people spent the
entire day in a fancy meeting room
with facilitators and catered meals.
When you throw in the research and
development time and money spent
over the next few months on the
30-40 ideas that weren’t immediately
tossed out afterward as “too silly,” you
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can only conclude that we threw a
lot of money and time into a sort of
touchy-feely black hole.

The brainstorming methodology we
used that day would have been fine
had we needed a “creative” session.
The problem we faced, however,
was not one that could be solved
by freeing our minds and souls
from reality. The problems were
real, and we needed ideas founded
within the constraints of a real
technology business in a competitive
world of limited resources and
unlimited demands.

Too bad we spent the day trying to

be creative. We should have been
learning to be “ideative” instead; a skill
that would have given each of us the
lifelong ability to generate innovative,
realistic ideas by using our constraints,
not ignoring them.

Ideative is often
better than creative

When I ask a person if he or she is
“creative,” the common response from
product and marketing managers,
engineers, financial managers, and
just about everyone else in a business
discipline is “No!” And that negative
answer is often quite forceful. Yet
when I describe ideative—the ability
to proactively and regularly produce
unique and valuable ideas for new
products, services, and solutions—

I often get a positive, confident

“Yes!” response.



a Better Tool for Our Constrained World

In fact, most of the feedback from

my publications and talks about the
ideative approach has been from
people telling me that by simply
making them aware of their ideative
abilities and showing them the tools
to expand those abilities, they have
become far more ideative. I sometimes
wish it were more complex than that!

Throughout the business world, just
about every one of us is looking

for viable ideas to build into new
products, services, and solutions.
Creative, the standard term for ability
in these areas, has a connotation that
is often associated with painters, poets,
and writers—not the typical manager
worried about ROI, pricing, launch
plans, and sales objectives. In fact, the
word “creative” is often associated with
the kind of people that have no ability
to face real business challenges.

You may not be creative
but you are already ideative...

While creativity is a skill few people
are born with, ideative skills can

be used by anyone willing to grow
their knowledge and experience by
exploring and having fun.

The ideative process begins with

a deliberate effort to increase your
Knowledge (K) and Experience (E)
of the subject for which you want

to develop ideas.

Remember LEGOS? Try this simple
thought experiment. Think about the
variety of constructions you can build
from just 25 LEGO blocks. The options
are incredible. Now imagine what you
can do with a set of more than 5,000
blocks of varying colors, sizes, and
shapes. What if you add other brands
of building toys: ROBOTIX or Erector,
for example? The connectors won't
match, but that’s okay; variety is better.
Now stretch yourself beyond building
toys to include completely unrelated
items. Add Hot Wheels cars, a piece
of fruit, a stapler, and a toy space suit.
Now consider all the things you can
do by combining these items. You can
develop an endless variety of stuff if
you are willing to collect and combine
anything and everything.

The ideative process begins with

a deliberate effort to increase your
Knowledge (K) and Experience ()
of the subject for which you want

to develop ideas.

Ideative people collect their life’s
learning, travels, education, business,
family, and social experiences. They
combine these “building blocks” in
unique configurations, just as you
did in the preceding experiment.
Your objective—to become ideative
for life—means that you will stretch
yourself, explore, and have fun as
you work intensely to add new blocks
of K and E.

By now, you probably realize that

you already have the foundation to be
ideative with just the building blocks
that are already part of your life. Think
about all of your experiences and

your education—not just college but
all the way back to elementary school
and before. Every block stored in your
brain can be utilized in idea assembly.
Add in all the things you've done, from
the mundane to the dramatic, and you
will find that you already possess a
rich store of ideative building blocks.

—>
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Now, grow even more ideative

To build on top of your ideative
foundation, you need to more intensely
live and learn. You could decide to
begin by sharpening the definition

of some of those blocks you already
have. Visit the playground where you
played when you were nine, pick up
a book on biology and relearn the
basics of cell structure that you forgot
immediately after high school finals,
or spend a couple of hours with your
parents and siblings going through
photos from way back when.

I actually /ike to help my kids with
their homework. I have re-learned
history and science, and recalled some
of the books I read as a child. (In the
interest of full disclosure, I must point
out that T will suddenly discover an
emergency causing me to rush to the
office if either child ever needs help
diagramming sentences.)

Select
Ideative
Topic

You will probably find that adding
new blocks to your store of K and E
is the most fun and exciting part of
growing your ideative abilities. You
have a business degree...so why not
take an art class? You've traveled to
Europe...now try Southeast Asia.
You're a beer drinker...so take a wine
course or a wine tasting tour.

Live innovatively, and routinely break
routines. Just follow these three steps
to assemble fascinating, unique ideas:

1. Saturate your brain with K
and E in your ideative area.
Then add more K and E. Know
everything possible about your
ideative subject, its history,
successes and failures, how your
ideative subject works and doesn’t
work, its future possibilities and
risks. Think, eat, and sleep on your
subject until it follows you into
your dreams.

1. Saturate
on Topic

2. Live Life,
Grow Beyond

Topic

Capture Your Ideas!!

Don't let them get away
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Study everything you can find.
Talk to the subject matter experts.
Ask questions; then ask unusual,
even bizarre questions that require
explanation. The more people
explain the problem from different
aspects or viewpoints, the greater
the depth of your understanding.
Make sure each block of K and E
you add is as vivid as possible.

. Live life, learn, and grow

beyond your ideative subject.
Applying solutions from one
discipline, product, or industry to
another seems like a fundamental
approach to almost any challenge.
It’s a shame we don’t do it

more often.

Think broadly about the problem
you are trying to solve. Grow your
knowledge and experience in
areas not directly related to your
discipline, and beyond.

Live innovatively, and routinely
break routines. Just follow
these three steps fo assemble
fascinating, unique ideas.

3. Craft Ideas in Your
Mind’s Workshop

1 lteratively |
I Manipulate
U Ideas

b (ft !
y Solution(s) |
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Learn and experience things that
are different for you. By routinely
breaking routines, you’ll learn to
take “blocks” from one field or
discipline and use them in other
fields to develop ideas. These
universal blocks will stimulate
your ideative constructions the
way unique blocks enable a child
to build distinctive structures
with building blocks.

You also need to go beyond
subjects related to work. You

have a life outside work. There is
no reason you can’t apply those
blocks of K and E to your work.
The more information stored in
your brain, and the more vivid
that information, the more neurons
impacted. That means that even
seemingly unrelated blocks of K
and E can be assembled in ways
that connect and create value. The
unrelated information stimulates
your neurons; and, when your
neurons fire, they trigger chain
reactions. It’s been proven that

a dynamic mind will grow more
dynamic as you challenge yourself.

Craft ideas in your mind’s idea
workshop. Your brain can be
thought of as an idea workshop
where you build ideas the way
children build with building blocks.

Begin with a list of your
constraints, like the inventory of
materials for a construction project.
Nothing helps to break a problem
down into individual building
blocks more than staring at all

of them at once. From there, you
can break the constraints down
into individual blocks and build
with and around them. Combine
related and unrelated constraints
in different ways. Keep anything
that looks like an idea.

The corollary to each of these three
steps is: Find time to relax and allow

your K and E to ferment. Don’t forget

to let your mind wander. Some of your
best ideas will appear to you during
down time, a car ride, a shower, or
while relaxing to music. Saturate your
brain and the ideas will burst out.

You'll find the process is like a star

that has sucked in all the surrounding
matter causing a massive explosion—
in other words, an ideative super nova.

—>»

|deative Construction Tools

1. The Pragmatic Marketing
Framework is an excellent
example of a tool for pulling
your K and E blocks into a
bill-of-materials to create your
blocks for idea assembly.

Imagine you are a product
manager for an accounting
software product, and are facing
a scenario where the IRS issues
an assessment on fuel use as
part of the new President’s
energy independence program.
The assessment comes just
weeks before your next release.
Your product has to handle the
new IRS assessment, you cannot
miss the release date due to
Wall Street expectations, nor
can you expect to make your
product comply in the short
timeframe.

Use the Framework to focus
your mind on the specific work
functions cited within each box.
(Forget about that silly cliché
“think outside the box”—there
are too many opportunities
inside the box!

Next, integrate the boxes and
seek solutions. For example,
begin with the Distinctive
Competence block: Say your
accounting software’s Distinctive
Competence is the capability
to analyze components of cost
across international divisions
and currencies. Next, look

at Positioning: Maybe you
highlight flexibility. Then you

analyze your Sales Process and
find that the sales cycle and
adoption timeframe is longer
than a month. Your Distinctive
Competence of cost analysis
allows your product’s users

to meet the IRS requirements
through a manual work-around
for a short time. You find that
you can get the update out a
month after the scheduled time,
as long as you inform your
customers about the manual
work-around. Problem solved.

I work extensively with a
model called the Customer
Learning Curve. The Customer
Learning Curve teaches you

to manage your marketing
according to your customer’s
state of mind relative to your
product. This tool guides you
toward solutions based on

your customer’s Awareness of
your product, their ability to
Access the product, whether
they Learn to Use the product,
and other steps. By isolating
marketing problems according
to the customer’s state of mind,
you develop better problem
definition, enabling tighter focus
on solution development.

Tools like mind maps,
pyramid diagrams, branch
diagrams, and two-by-two
boxes are also great tools

to help you set your blocks
up like a list of materials for
ideative assembly.
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Focus on vivid K and E:
ideative’s most potent variable

To take full advantage of the ideative
process, you need to more vividly live and
learn. Vivid K and E—the most potent
component in the ideative concept—is
about using your five senses and your
emotions with as great a depth and
breadth as possible.

The more vivid your K & E, the more
connections your brain creates, which brings
more areas of your brain into play in the
form of larger neural circuits. Thanks to
phenomenal advances in neuroscience, we
know that storage and retrieval of memories
occurs in multiple areas of your brain. The
information gathered through our sight,
sound, smell, touch, and taste is stored in
different locations depending on the sense,
the type of sense, and also the emotions that
are attached to that information.

The vivid aspect of the ideative process tells
us that idea creation can be vastly improved
if we get out into the field with our products
and services and meet with customers and
our frontline personnel. Working with our
products, literally touching them—and
hearing and seeing customers use them—
draws on our senses and emotions in ways
that simply cannot be done from our desks
and conference rooms.

In my experience, many product and
marketing managers are weak at vivid

K and E because they lack the time,
resources, and financial justification to
conduct vivid-boosting activities. The
reports, presentations, and business cases
we use for K, and the work that develops
E, provide what we need to perform well at
our jobs. Besides, what can you do at work
to increase the depth of the emotional and
sensory components of your K and E?

Answer: A lot.

First, I can’t say enough about the need

to enjoy the ideative process and the
development of ideas. The most fundamental
component of ideative skill is to immerse
yourself into your ideative subject; and, to
do that thoroughly, you have to enjoy what
you're doing. So even if you're stuck reading
a report, find vivid ways to read that report.
Listen to music while you read, find a buddy
and discuss the report as you go along, or
draw charts and work through the data.
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Whenever possible, get closer to the data

by getting out in the field to work with
customers, your sales reps, and your support
team. Expose yourself to your customers’
problems and opportunities. Be the one to
meet your customer face-to-face to say “No”
to something you wish you could offer. Or,
you try to fix a couple of little problems that
irritate customers, but are too small to be
prioritized and fixed. That’s emotional. Don’t
forget to enjoy the success when you exceed
customer expectations and the customer
expresses delight.

But how will an ideative approach
help with barriers and constraints2

Barriers and constraints can help you
develop better products and services. This
statement may be tough to accept, because
we normally think of barriers and constraints
in terms of their ability to disrupt, even to
destroy, product development work—or at
least to make our lives very tough.

I always like to point out to product
managers that if our jobs were easy, the
companies we work for wouldn’t need us.
Because of that simple fact, barriers and
constraints are our friends.

Barriers and constraints challenge your
ability to succeed. If you succeed despite the
constraints, you and your product will be
stronger—much like an athlete improves his
or her game by competing against tougher
and tougher opponents. For example, if you
are forced to cut your product development
budget due to budget constraints, you will
look for more efficient methods to achieve
your objectives. The increased efficiencies
you develop may not be equal to the results
you would have obtained if you were fully
funded; but, because you were forced into
more efficient spending, you are now in
position to obtain more per dollar.

Use constraints to isolate and define the
problem—and to filter out distractions. Then
break the constraint down into individual
building blocks and build with them. Think
of constraints as a set of blocks with strange,
even defective connectors. They’re tough

to play with unless you think like a kid

and improvise. By better understanding

the constraint, you better understand

the possibilities. Respect the constraint,
knowing you will develop a solution.
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Knowledge & Experience

Sight Sound Taste Touch Smell  Emotion
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Vivid Knowledge & Experience

Vivid Knowledge

and Experiences

create more blocks

for use in Idea assembly

Sight Sound Taste Touch Smell  Emotion
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Ten Ways to Routinely Break
Your Routine—in Vivid Fashion

1.

Hold a conversation with a new person
every day. Expand your world beyond
people who are similar to you. Talk with
people from other countries, other cultures,
or other job functions. You'll learn about
ways of life and outlooks on life that are
incredibly different from your own.

Avoid wasting time; you have far too
little. Don’t watch television. Yeah, I know,
you mostly watch the history and science
channels. People tell me that all the time.
Turn it off and go do something else.
Anything else.

Waste time. Relaxation frees the
subconscious to connect the blocks of your
knowledge and experiences. When you
free your mind, your subconscious has
more power to bring in random thoughts
or connect items that are not necessarily
related to each other. Just don’t waste your
time watching TV.

Use your lunch—not just to eat

with friends or to run errands. Go to
museums, new restaurants, new parks, try
new foods. So many people waste lunch
time (this writer could certainly do better)
working at their desks or going to the same
restaurant with the same people and eating
the same food. New friends, foods, and
activities are vivid.

Read books from the Dummies series
on subjects for which you have no
current use. Even better, read children’s
books; they're faster. There are millions of
subjects which you can experience with
just a few minutes each day.

6. Play with LEGOS and Tinkertoys and
Lincoln Logs. The building challenges,
the quick creation of something is
both a puzzle-solving exercise and
an expansion of visualization skills.
In addition, anything that triggers
childhood memories is good.

7. Create a piece of art and enter it into an
art exhibit. My guess, call it an educated
guess, is that most of my readers cannot
even take this suggestion seriously. But
listen: Product and marketing managers
who have survived more than two years
in their jobs, share a combination of
tenacity and courage; without those traits
you wouldn’t have survived. So how about
taking some of that tenacity and courage
and give art a try? Carry a camera with
you and capture some interesting scenes.
Try drawing and see what you get.

8. Try writing a short story. You don’t have
to be Hemingway. Trouble coming up with
an idea? Write the story about a character
doing what you do, at work, home, having
fun, whatever. Two thousand words are
all you need.

9. Expose yourself to a wide variety of
music. Thanks to the Internet you can now
listen to anything imaginable and more.
Search for Native American songs or folk
Indian music. If you normally listen to
american pop, try some jazz or classical.

10. Change your schedule: If you normally
arrive at work at 8 a.m. try 9 a.m. and
7 a.m. You'll see your world differently,
you'll sense different emotions in the
people you meet, and you’ll even hear
different sounds. Try getting up with the
sun and going outside to listen to the
birds and feel the early morning breeze.
It's wonderful.

—>»
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A final challenge

When you finish this article, don’t move on

to something else right away. Stop. Experience
what you have just read—in a vivid way.
Notice the type, the ink, the texture of the
paper. Notice the shapes of the letters, their
serifs, colors, and the background. Think about
the colors of the page. Think about how you
would encourage someone who has not read
this article to expand his or her ideative skills.
To whom would you send this article, and
what do you hope he or she would gain?
How can you encourage the people around
you to become more ideative?

Remember, the ideative process is a powerful
tool for creating new products, services,
opportunities, and solutions. You already have
ideative abilities—so now go out and put them
to work for you.
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Software
as
Service

(Saa$)

Software
as «
Product

By Scott Sebhlborst

There are numerous ways of selling software these days. Software
as a Service (SaaS) has been in the consumer market for a while,
and is now making significant inroads into the enterprise software
space. If you're considering purchasing or using software, you
should understand what SaaS means and how it differs from

software products of the past.

This article is not about the challenges of product management
for a SaaS product, nor is it about multi-tenant architectures and
other SaaS implementation details. This article looks simply to
compare—from the customer’s point of view—software purchased

as a service versus software purchased as a product. —>
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The Economics of Software as a Service (SaaS) vs. Software as a Product

Software as a Service?

Software as a Service is an interesting
concept. It implies that, instead of
purchasing the software, you are
purchasing it as a service—which
really means the right to use

the software.

You are also (usually) purchasing a
hosting and infrastructure service
along with the rights to use the
software. SaaS providers maintain the
hardware, perform upgrades, backup
your data (sometimes), and otherwise
perform all of the “keep the lights on”
services and activities required to keep
the software running.

Imagine a typical, 1990s style
software purchase:

e You buy a source code control
system.

* You set up a server and install
the software.

® You pay ongoing support COSts:
providing power to the server,
keeping the server cool, applying
security and operating system
updates to the server.

® You pay costs associated with
administering the hardware and
labor costs to update and upgrade
the software.

® You carry risks—a botched upgrade
or a hardware failure—which can
cause downtime or lost data.

e You bear the costs of designing and
maintaining a secure system. Do you
allow your people to access the
software (on the server) from other
computers on your network? Do you
allow them to access the software
when they are not on the network
(travelling, working from home,
etc.)? How do you prevent your
competitors from stealing or, even
worse, destroying your data?

Now imagine that you're outsourcing
all of the “keep the lights on”
activities above:

e You pay an IT services firm to
manage the hardware and the
software for you, including the
security model.

e And you just use the software.

That’s one of the benefits of
purchasing SaaS. To really grasp
the economics of SaaS you have to
contrast it with the economics of
software license purchases.

Widespread misunderstanding

There is a widespread misunderstanding
about purchasing software. In the last
section, we used the word “purchase,”
but that isn’t completely correct. You
don’t purchase a copy of the software;
you purchase a restricted license to

use the software.

You probably have heard the phrase
“site license,” which means that you
are purchasing the right for everyone
in your building (or company) to use
the software.

Sometimes software is sold in terms
of “numbers of seats"—the number
of people that are licensed to use the
software at any one time. You might
have 100 engineers who share ten
seats (single-seat licenses) of analysis
software. Since each engineer only
spends about 5% of his or her time
using the software, they can easily
share licenses. At any given time, five
engineers (on average) will need to
use the software. With a license for
ten simultaneous users, each engineer
is likely to be able to use the software
whenever he or she desires.

So, even when you think you are

purchasing software, you aren’t. As
with SaaS, you are purchasing the
right to use the software.

Economics of software licensing

There are infinite creative ways to
purchase a software license. The
most common situation is that you
purchase a license, and then later
purchase upgrades.

An obvious example is Microsoft
Office (productivity software).
Microsoft releases a new version of
Office every couple of years. If you
own the previous version, you can
purchase an upgrade for less than the
cost of buying the software for the first
time. You are not required to purchase
an upgrade, of course, but you may
want to in order to capitalize on the
latest features and fixes—and to stay
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current. If the people with whom you
work all upgrade, you may want to
upgrade, too—so that you can use
the documents they create.

Microsoft does a good job of providing
free utilities to read documents from
the newer versions, and allowing
people with newer versions to create
documents that can be used by

people with older versions. Microsoft,
therefore, gives you a choice. They
rely on market forces to create the
pressure to upgrade, but you never
have to upgrade.

On the other hand, Intuit, makers of
Quickbooks (small business accounting
software), is a little pushier. Intuit
releases a new version of the software
every year. Once a new version of
Quickbooks is released, support for
some or all of the integrated online
services is dropped for older versions
of the product. You can continue to
use your old version, unless you want
to use one of the integrated services.

When companies sell software
(licenses), they usually sell a version
of the software, and then make
updates to that software with some
frequency—anywhere from daily to
annually. Companies also manage
those updates as two distinct

types of updates:

e Minor updates are usually free and
often include bug fixes or features
that were intended to be in the
major release, but were delayed. Or
they might just be the introduction
of capabilities with “small” value to
their customers. A lot of software
will automatically notify you,
download the update, and install
it for you. That's great service.

e Major updates usually require the
purchase of an upgrade. Major
updates are usually more significant;
they introduce capabilities that have
“large” value to their customers or
are intended to make the product
appealing to additional markets.

To understand the economics of
software license purchases, you have
to look at both the value over time and
the costs over time of purchasing a
software license. —>



Is your company getting the most from its investment
in product management and marketing?

Does your product management and marketing function need
more structure or a repeatable process?

Training Seminars
for Product Marketing

Effective Product Marketing teaches how to
create successful go-to-market strategies using a
structured, repeatable framework that supports an
organization’s goals for growth in revenue, market
awareness and customer retention.

New Rules of Marketing shows how to harness
the power of online marketing using blogs,

viral marketing, podcasts, video, search engine
marketing and thought-leadership to reach
buyers directly.

Training Seminars
for Product Management

Practical Product Management defines the
strategic role of product management using the
Pragmatic Marketing Framework. From how

to identify market problems to delivering a
successful product plan.

Requirements That Work shows you a
repeatable method for writing clear requirements
your team will read and use. It discusses
techniques for prioritizing and organizing
market requirements and clarifies the roles

for team members.

Pragmatic Roadmapping teaches techniques
for developing, consolidating and communicating
product plans, strategy and vision to multiple
audiences—both inside and outside the company.
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In addition to the extensive published schedule, training can be conducted
onsite at your office, saving travel time and costs for attendees, and allowing
a much more focused discussion on internal, critical issues.

Pragmatic Marketing’s seminars have been attended by more than 50,000 product management and marketing professionals.

Pragmaric

Visit www.PragmaticMarketing.com or call (800) 316-7861 — .
== Markering.
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Figure 1. Software Value Model
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Figure 4. License costs over time
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To keep this simple, we’ll assume
the model described previously—
minor updates happen frequently
and are free, and major updates
require the purchase of an upgrade
to the latest version of the software.
We'll also assume that every new
update introduces something
valuable to the customer.

Figure 1 demonstrates the value
model for software over time from
the software company’s perspective.

The axes represent increasing value
(up) versus the passage of time

(to the right). Time starts when
you purchase a license to use

the software. You're immediately
getting value. As minor updates are
released to customers, the value
gets marginally higher. Whenever

a major release is made, the value
curve jumps up dramatically. This
represents the introduction of new,
valuable capabilities.

As each new customer purchases

a license to the latest version of the
software, the company gets more
revenue. As each existing customer
purchases upgrades to their existing
software, the company gets more
revenue. Clearly, a company
makes money both from finding
new customers and from keeping
existing customers.

Companies typically make more
(per purchase) from finding new
customers than from getting
existing customers to upgrade.
Until a product builds a large
base of existing customers, the
company’s financial focus will
be on finding new customers.
Satisfying existing customers is
at risk of becoming a secondary
priority, purely based on
economics. Yes, this is an
incomplete picture; there are
other factors, but it is absolutely
an influence.
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Software license benefits

This article starts with a promise

to look at SaaS economics from

a customer’s perspective. If the
model in Figure 1 represents how

a software company views its
products, consider Figure 2, which
reflects how a customer might view
the same thing. Remember—in our
example, we have a perfect product
manager—every update has the
same perceived value to customers
as it does to the company. Figure 2
overlays customer purchasing behavior
on the value model.

As a customer, you make an initial
purchase (the left-most callout), and
then get free incremental increases
in value from each minor release.
You also purchase an upgrade to
the latest version of the software as
soon as it is available. You then start
getting incremental value from the
minor updates to that version of

the software.

The older version does not keep
getting updates, so if you don’t
purchase the upgrade, you don’t

get the benefits of the latest minor
releases. A second major release
happens, but you don’t purchase it
for a short while. Then a minor release
is made, with a fix to an annoying
bug that really bothers you. So you
purchase another upgrade.

The value to you, the customer, looks
like the steps reflected in Figure 3.

The green area represents the value
you get. It's worth noting that the
value is often a function of how much
you use the software (enabling the
benefit); and, as such, it is a function
of time. The more you use it, the more
value you get.

In Figure 3, you will notice that you
do not get the value of the last major
release until you actually purchase it.
You also do not get the incremental
value of minor releases that happen
after that release. Once you purchase
the upgrade, you immediately get the
benefits of all the minor releases as
you get “back in the game.”
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and 37/signals’ Basecamp.

SaaS — a simple definition

Software as a Service is usually provided as follows:

1. A company creates a software product and hosts that product on multiple servers.
The company manages the hardware and software—and realizes the cost of that management.

2. Customers subscribe to the service—getting the right to use the software for as long as they
continue to pay the recurring subscription fees.

3. The company makes both major and minor updates to the software, and the customers
automatically get those updates as part of their subscription.

There are many examples of SaaS; some obvious ones are Salesforce.com, Kadient’s inciteKnowledge,

Software license costs

Your costs over time are also
important. Figure 4 shows that the
obvious costs are the checks you
write to the software company to
pay for the software and for the
major upgrades. But this chart can
also be a little misleading—as we
are depicting “one time costs” that
add up over time. Showing this as
a stair-step area instead of a series
of spikes will make sense as you
keep reading. The key thing to
appreciate is that once you make a
purchase, your license purchasing
costs do not go up again until you
make another purchase.

At the start of the article, we
identified several “ownership”
costs—supporting the software
and hardware, for example. It is
critical that you keep those costs
in mind when evaluating software
license purchases. These costs are
ongoing costs—so the more you
use the software, the more the
costs add up.

There are also training costs—the
cost of lost productivity as people
learn to use the software and
adapt to changes in the software.
Figure 5 reflects the ongoing
infrastructure and training costs
as they expand over time.

When you combine these costs,
you get a model for the total cost
of purchasing a software license
over time. The jargon for this is
Total Cost of Ownership (TCO),
reflected in Figure 6.

As you can see, “purchasing”
software one time actually has a
continuously increasing total cost
of ownership. Different types of
software will have different relative
costs for infrastructure support,
training expense, and license fees.
But generally, training expenses
are much lower than the other
costs of ownership.

Saa$S economics

SaaS$ is purchased with the same
mechanics as subscribing to a
magazine or cable television

or satellite radio. You pay a
recurring fee for the right to use
the software, just as you pay a
recurring fee for the right to watch
cable television. You might even
get a discount for purchasing

a longer-term subscription and
paying up front. When you want
to stop using the service, you
stop paying the fee.

The model for creating value
with SaaS products is the same as
with licensed software (Figure 1.
Where things change slightly

is in the value model from the
perspective of the customer as
shown in Figure 7.

Here, there is a single trigger to
the realization of value—starting
the subscription. You automatically
get the minor and major updates
“for free” by continuing to pay the
subscription fee.

Figure 5. Ongoing software costs
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Figure 8. Ongoing Saa$S costs
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Saa$ costs are different

Where SaaS differs from the purchase
of a license to use software is on the
cost side (Figure 8).

The training costs associated with
using software have nothing to do
with the mechanism for payment,

so those costs are the same. The cost
of subscribing to the service (yellow
region) is new, and goes up over time.
It is also typically higher than the
training costs. Note that there are no
“large purchase” spikes in the costs,
because you never purchase a license.
And there are no infrastructure costs,
because the company that provides
the service realizes those costs.

The idea is that this approach is
more cost effective when it comes to
infrastructure costs, so the company
can pass on those savings to you.

Comparing the two cost models side
by side (Figures 8 and 9) is the way
to really see the difference.

2 [ | Training Costs
S -
‘Al © o
28 e Ot g2
£ accu™ i
% E C (N E o
c %5 g g
ow —__) o)

Figure 9. Total Cost of Ownership
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Both models have costs that increase
over time. For many technical reasons,
the SaaS architecture is more efficient
and has lower costs for the software
company, which tends to result in
lower costs for the customers. This

is not always the end result, but

it is directionally correct.

Another interesting factor is the

financial pressure on the SaaS provider.

Where a software licensing model
creates pressure to prioritize finding
new customers, a SaaS model creates
pressure to keep existing customers.

Saa$ providers get the same revenue
from a new customer as from an
existing customer—as opposed to the
“new vs. upgrade” dynamic seen with
software licensing models. In most
cases, it is cheaper to keep an existing
customer than to find a new one.

The net result: financial pressure

to retain existing customers. This
pressure can drive a different behavior,
more like that of a retail sales

model, where keeping your existing
customers is critical.

Time

Conclusion

The SaaS model ultimately provides the
same type of products as a software
licensing model—but with a better
economic model, one that is lower

in cost to the customer and structurally
inclined to keep getting better for the
customer with every new release.

Personally, I like the idea of
purchasing from a company that

is financially motivated to keep

me happy, not one that is pressured
to find another customer as soon as
I've written my check.

The best companies try to reinvent
themselves and improve their
products continuously. Over time,
the best companies will move to SaaS
models, which align their financials
with their objectives.

TPM |
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Participate in the 9th Annual
Product Management and Marketing Survey

VWhat is the difference between
product management ond product marketing2

2007

Monitoring development projects

Writing product requirements

Writing detailed specifications

(reating sales presentations and demos

Preparing business case

Researching market needs

Going on sales calls

(reating material for infernal audiences (infranet,/wiki)
Planning and managing marketing programs

Training sales people

(reating material for external audiences (blog/newsletter)
Visiting sites (without sles people)

Wiiting copy for promotional material

Working with press or analysts

Measuring marketing programs

Performing win,/loss analysis

Approving promotional material

Product Management vs. Product Marketing

I Product Manager

I Product Marketing Manager

There’s an on-going discussion
in virtually every company
about titles and responsibilities
in product management. This
graph from our 2007 survey
(pragmaticmarketing.com/
survey) shows that, in practice,

these titles have much overlap.

Each year, Pragmatic
Marketing conducts a survey
with product managers and
marketing professionals. Our
objective is to provide
information about
compensation as well as the
most common responsibilities
for product managers and

other marketing professionals.

Visit www.PragmaticMarketing.com to have your say!
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