Issue – March 2022
Business Financial & Strategic Management (Part 2)

The Business Model Framework
Every business model consists of four key interdependent elements.
Customer Value Proposition (“CVP”):
A product or service solution for a problem that customers are currently facing or specific need that they have.
Profit Formula:
The unique way your company creates value for itself and its owners/shareholders.
Your profit formula must define the business models: •
•
•
•

Revenue Model: Volume/Quantity x Price (ideally with a good gross margin built in);
Cost Structure: Direct costs, indirect costs, and general operating overheads;
Margin Model: The operating profit per unit needed to cover overhead costs and achieve financial targets;
Resource Velocity: How quickly money will flow through your company from the sales/services provided to
customers/clients– that is, it has very good cashflow processes in place.

Key Resources:
The people, technologies, facilities, and funding a business needs to successfully deliver its CVP to customers.
Key Processes:
These are the essential tasks that bring your company’s CVP and profit formula into fruition - such as manufacturing,
service offerings, sales, training, and research & innovation.

Designing a New Business Model
Business model innovation process consists of four repeatable steps:a)

Discover your customers’ jobs-to-be-done: Stop asking your customers what they want and start asking them what
they need to accomplish. Study their lives until you understand every detail of the problems they face. Instead of
hiring a marketer to collect this information, use the Internet and/or your website to connect with your customers
directly.

b) Design the new CVP: Once you identify an important job-to-be-done, develop a CVP that addresses it in a powerful
way. The CVP must clearly define what your company will sell, which payment scheme it will use, and how it will
make its products or services available to customers.
c)

Develop the profit formula: To identify the most effective strategy for delivering value to your company, you must
work backward by creating a reverse income statement. This means developing a profit goal first and then testing
out different revenue models, cost structures, inventory, and staff utilisation until you accomplish the goal.
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d) Identify the key resources and key processes: Determine which processes and resources need to be in place in order
for your company to deliver its new CVP.
Getting Your Business Model & Strategy Right
So how can you best approach getting your business model aligned with your overall strategic objectives, in a structured
way?
The diagrams below illustrate how you might go about the process and the various steps to be addressed.
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Business Purpose
Why is defining a ‘Purpose’ important? It’s the meaning behind ‘why’ the business exists; keeping everyone focused on
the bigger picture and the impact being made as an organisation. If we’re to distil down the meaning of a business
‘purpose,’ it would be - the underlying motivation as to why the business exists in the marketplace.
A purpose usually stems from either:•
•
•

A sense of meaning and/or fulfilment;
A belief in doing things differently, better or perhaps more ethically and sustainably;
A passionate motive behind what you do.

The answer is intended to continually inspire the businesses employees along the journey to achieve what’s defined as
the aspirational and ideal business.
Financial Impact:
It’s hard to put an exact figure on the impact of having a purpose versus not having one.
To some, defining it may seem simple and ‘fluffy’, but it is important to establish, because it will ensure the businesses
resources (time, energy and the cost of all of that) are more effectively utilised, by:•
•
•
•

Driving the motivation and attitudes of the business culture
Aligning and motivating the team
Streamlining and acting as a moral compass for business decision making
Influence the service and products the business provides

Clearly defining why the business exists in the marketplace and sharing this belief, will also act as an underlying force
that attracts like-minded stakeholders; people who also believe in what the business is trying to achieve.
And, by stakeholders we mean:•
•
•

Ideal customers
The right staff
Aligned key strategic partners; whom refer customers

Attracting the right people (i.e., stakeholders) can only positively influence the business’s bottom line.
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Business Vision & Aspirations
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Business Values

Disclaimer:
Business Plus is distributed monthly by CBSW Tax &
Business Advisors to provide information of general interest
to our clients. The content of this newsletter does not
constitute specific advice. Readers are encouraged to
consult their CBSW advisor for advice on any specific
business matters.
Our liability may be limited by a scheme approved under Professional Standards Legislation.
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