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ADVANCE PRAISE
“At some point, every one of your customers is going to ask, ‘What is the exact value you are providing us?’ And they are going to want a quantifiable
answer. Rob Bernshteyn explains why that day is going to come sooner than you think. More importantly, he lays out in a step-by-step fashion how you and
your company can provide value as a service.”
—William A. Sahlman, Harvard Business School, Class of 1955
Professor of Business Administration
“Practical, convincing, and even startling in its perceptiveness! If you’re serious about succeeding in newly quantifiable ways, take the advice in Value as a
Service and run with it!”
—Marshall Goldsmith, The Thinkers50 #1 Leadership Thinker in the World
“Value disruption is inevitable. With global hypercompetition, sustained revenue growth is becoming more elusive. Gaining greater operational efficiencies
is the new battleground where real leverage is required for every dollar spent. Bernshteyn’s book offers a no-nonsense guide on how to approach this
developing business dynamic.”
—Roger Siboni, chief executive officer of Epiphany,
chief operating officer of KPMG
“Honed on the cutting edge of the software industry’s ongoing transformation, Value as a Service is an insightful, practical, and indispensable guide to
success in the new digital era of business. Rob Bernshteyn explains in masterful clarity why the winners in the as-a-service enterprise future will be those who
truly engage customers in creating and sustaining measurable business value.”
—Phil Wainewright, cofounder of Diginomica
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“There is a new customer contract emerging that Rob Bernshteyn calls value as a service. If your business is not organized around this principle, it is at risk.
At MDV and Wildcat Technology Ventures, we invest in companies that use next-generation technology to release this type of “trapped value”, value that
cannot be realized because it is trapped inside of legacy processes designed for a prior era. That’s what customers want to buy. That’s what companies like
Coupa are committed to deliver.”
—Geoffrey Moore, author of Crossing the Chasm,
The Gorilla Game, and Inside the Tornado
“Rob Bernshteyn masterfully explains in Value as a Service that we are going to have to move beyond providing software as a service; we must provide real
value as a service, where you can quantify exactly what you are providing to your customers. At DocuSign, we utilize this concept of value proposition
quantification to demonstrate to customers large and small why implementing a digital translation management system is not only critical to but should be
the first step in achieving a successful digital transformation.”
—Keith Krach, chairman and chief executive officer
of DocuSign, cofounder of Ariba
“Rob Bernshteyn’s Value as a Service illuminates the future of business exchange: quantifiable value. Provide it and compete, or offer vague assurances,
busy work, and mere customer ‘satisfaction’ on the road to irrelevance. Bernshteyn offers a blueprint for both companies and the individuals they employ to
disrupt to a business model focused on quantifiable results that add value and drive success. No more just ‘dialing it in’ to do a job. An exciting prospect for
today’s millennials who want to bring their best ideas to the workplace. Bernshteyn’s firm grasp of business realities can be yours. A lively, thoughtprovoking read.”
—Whitney Johnson, Thinkers50 World’s Most Influential Management Thinkers,
author of critically acclaimed Disrupt Yourself: Putting the Power of
Disruptive Innovation to Work
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“In our postsale, on-demand, attention economy, we no longer live in a world of products or services. Customers seek outcomes, and the brand promise is
paramount. Value as a service precisely highlights this shift to an outcomes-based value approach, and Rob provides readers with a pathway to disruption.”
—R “Ray” Wang, author of Disrupting Digital Business; principal analyst, founder,
and chairman of Silicon Valley–based Constellation Research, Inc.
“Today’s competitive advantage is value disruption. Value as a Service offers a no-nonsense guide to transitioning from an industry of products and services
to one of quantifiable value, which will ultimately lead to the longevity of any company that adopts this shift in framework.”
—Robert B. Tucker, president of The Innovation Resource consulting group,
best-selling author of Innovation Is Everybody’s Business
“Value as a Service offers a useful roadmap to sustainable competitive advantage. Recommended for any leader looking for a path through today’s
increasingly turbulent times.”
—Scott Anthony, managing partner of Innosight,
author of The Little Black Book of Innovation
“Bernshteyn offers an incisive look into the transition from products to services and the inevitable shift toward quantifiable value. Value as a Service
provides a compelling view into how businesses will be measured in the future and a roadmap for how to excel in this new landscape.”
—Scott Clark, cofounder and CEO of SigOpt
“Value is a word we take for granted because there is an assumption that we get it when we buy products and services. Bernshteyn provides a wealth of
distinctions to help us see how to provide more value as a supplier and to assure we get it as a consumer. This book is very timely in a world of digital
transformation where value and convenience are shifting commodities!”
—Scott Klososky, founding partner of Future Point of View,
author of The Velocity Manifesto
“Drawing on his extensive business experience, Bernshteyn’s book makes a compelling argument that value as a service isn’t just the best way to do business
but the only way.”
—Byron Reese, author of Infinite Progress
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CHAPTER 1
MIDNIGHT IN PARIS: VALUE AS A SERVICE AND HOW IT CAN HELP YOU
Most people who go to Paris return with memories of wonderful meals, inspiring art and architecture, and perhaps a souvenir or two.
I went to Paris and returned to the United States with a business insight that changed my career, one that could improve yours—and the performance of
your company.
Let me tell you what happened.
I was working in Paris as a consultant, implementing software for Alcatel Telecom (now Alcatel-Lucent), the huge French global telecommunications
equipment conglomerate. Alcatel had recently bought tens of millions of dollars of software from SAP, a software company based in Germany. My job was to
lead a team of
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VALUE AS A SERVICE
thirteen consultants to get the software up and running and help Alcatel go live.
It was an amazing career opportunity for me. Andersen Consulting, my employer, not only paid for me to live in a beautiful apartment overlooking the
Eiffel Tower but also for my flights back and forth from my place in New York whenever I wanted. In exchange, I had to get the software to work.
For those of you unfamiliar with the software industry, imagine that you (Alcatel) just bought millions of dollars’ worth of furniture (the SAP software)
from IKEA, but you don’t know how to assemble it yourself. Your best bet is to pay your local handymen (Andersen Consulting) to assemble it correctly and
quickly. Enterprise software, much like the IKEA furniture that comes unassembled in a box, is not useful until properly installed.
Although the project was progressing well, I couldn’t get one nagging thought out of my head: I simply wasn’t sure what value the software, which
would be used to help manage Alcatel’s financials, provided. I didn’t understand what Alcatel was getting for their money by buying the software.
SAP had sold their software to Alcatel for tens of millions of dollars. So I understood the value created for SAP. Alcatel was paying me and my team
thousands of dollars an hour for our combined time, so I understood the value created for Andersen Consulting as well. But what about our client? When I
looked across the table at Alcatel’s working team on the project, for the life of me, I couldn’t understand what of value they would receive when our work was
done. What would be the thing they could point to? That the software worked? That the information was now more centralized? That some of their employees
used it? That they
2
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got a lot of transactional volume through the system? That the big boss was happy? What exactly would make this multimillion-dollar project a success?
The answer, we told ourselves, was that it would perhaps automate some processes, which was probably right, but that was awfully amorphous. I
couldn’t point to anything specific our client would be getting in return for their money.
I thought, This kind of squishy payoff can’t last forever. After all, SAP is getting paid handsomely, and so is Andersen, but what is the client getting?
The world is becoming more operationally efficient. Over time, companies are going to squeeze out a lot of these inefficiencies and figure out a tangible
payoff to things like installing new software, and I want to be part of the group that creates this disruption. So I got my MBA, moved out to Silicon Valley,
and began working for an enterprise software company, because I figured that was the best way to understand the industry and get closer to real quantifiable
value creation.
Over the next few years, the enterprise software industry did become a bit more efficient. Instead of selling customers software that required them to hire
consultants to make it work, we provided a product slightly easier to use and install over the web by way of subscription. Delivering software over the web
was a better execution of the application service provider (ASP) model of the late 1980s. This time, we called it cloud computing. It was basically the same as
what we had been doing before, but it did introduce some new efficiency. That added a bit more value, because you were getting the product via
subscription; you paid as you went. You didn’t have to shell out millions of dollars up front. The product became a service. And this approach allowed for
sharing some of the risk. Before, you paid for the product and had to assume all the risk of making it work. But
3
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now, because you were getting it by subscription, you could cancel if you were unhappy with the way things were going.
But still, the only thing that had really changed was that the process had become more operationally efficient. The stuff was delivered pay-as-you-go,
and the consultants needed to do less, because the software was easier to configure. But the focus was still on taking the customer live—getting the stuff to
work.
There was still nothing of distinct value that either the software vendor or the customer could point to.
Over time, our industry as a whole made tentative steps toward a payoff. For example, we could point to increased efficiency from buying our products.
The work our clients did, in some cases, got done more quickly and with fewer people as a result of what we were selling. But these were one-time savings.
Yes, once the software was installed, work got completed faster. But the speed did not increase over time. And once the initial wave of people was gone, they
were gone. The head count didn’t go any lower. You could point to some value improvement, but that improvement didn’t continue. There was no sustained
improvement.
We hadn’t gone to the next step, which, instead of making the process more streamlined, is delivering real value to the customer time after time,
regardless of whether the product comes via the cloud or not. I was convinced that’s what we needed to focus on—the actual value we delivered (i.e., the
quantifiable, measurable success criteria everyone could point to). The goal should be for us to be able to say, “Because the customer bought this from us,
they save X dollars a year, every year, or customer retention climbs Y percent a year, or they get to market Z days faster.” Despite the small improvements, we
were still far from establishing a positive
4
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correlation between buying software and tangible value creation, let alone being able to point to any real causality.
So I looked around my industry, the enterprise software industry, and asked, “Is there a place that a customer can say, ‘Because I subscribe to whatever
information technology solution, I have either boosted my revenue, saved a lot of money, or received something else of value in a substantial way?’” In other
industries, you can easily point to those statistics. For example, because I took this express train, I got to work 40 percent faster. Because I drank this
caffeinated beverage, I am 50 percent more awake. Because I used this detergent, my clothes come out 10 percent whiter than the leading brand every time.
But in our industry, I could not find that sort of statistic. This shouldn’t sound surprising. Just look at the advertising from some of the most respected
enterprise software companies out there. In their advertising, major companies with hundreds of millions (NetSuite) or even billions in revenue (Oracle and
SAP) don’t point to any offered value.
NetSuite calls itself the “platform for disruption.” What does that mean?
Oracle always lists how many people use its product: “20 of the top 20 media companies.” That’s not value. That’s peer pressure. You are not cool
unless you use Oracle.
In either case, it has nothing to do with value. And SAP’s ads simply say the trendspotting cloud. Huh?
Perhaps, not surprisingly, customers are not sure what they are getting in terms of value in our industry. Of course, that is not to say that NetSuite,
Oracle, and SAP are bad companies. It simply suggests that, as an industry, we are still far from reaching the much-desired value paradigm.
5
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WANTED: A NEW APPROACH
We need to move to a concept that I call value as a service. It’s the simple idea that we promise that we will deliver to the customer something that will lead
to quantifiable improvement: this much saved, this much improvement in lead generation, this much improvement in revenue, and this much improvement in
employee retention.

In the future, every corporate purchaser will say, “You want me to buy what you are selling. Fine. Here’s the very specific, quantifiable set of outcomes
I want. Prove to me that you are going to deliver them, and I’ll buy. If you can’t, I won’t.”

The relationship between buyer and seller should work like this. You’re going to pay a subscription fee, or pay for a product or service, and in return,
we will give you something of value that can be clearly and distinctly articulated.
The idea of demanding specific, quantifiable value in exchange for buying something is already firmly entrenched in mature industries (see “Look in
Your Laundry Room to See the Future”). Think about something as basic as the construction industry. A supplier says, “This kind of concrete will withstand
this level of load (which exceeds the maximum load in your planned structure), so we price it at X dollars.” When you buy the concrete, you know exactly the
value it provides. There’s no room for vagueness. There’s no room for
6
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marketing speak, like the concrete is “the platform for disruption.” It’s simply, “These are the results it will provide for you.”
That hasn’t happened in software yet, and that is understandable. We only reach that point when an industry has been around for a while.
Let’s take the automotive industry as an example of why the age of the business sector is so important. The car industry’s first iteration is probably best
remembered through the famous Henry Ford quote about the Model T he was selling. He said, “You can have it in any color you want, as long as it’s black.”
What he meant was, “We’ve got four wheels and a seat, and we’re going to get you from point A to B, and that’s all you get.”
The second iteration, which occurred a few decades later, had elements of personalization: different colors, different engines and speeds, different
models of the same car, that sort of thing.
The third iteration, which started a few years ago, is transportation as a service. Examples are Uber, Lyft, and Zipcar. The value received is clear. I need
to get from point A to point B with a certain level of convenience, at a certain price point, and with a certain level of consistency, but I don’t need to own the
automobile itself. Uber, Lyft, and Zipcar deliver exactly what I want when I want it. I know exactly the value I am getting for every dollar I spend. And there
are two huge potential advantages I get as a result. The first is that I no longer have to own a car. That is great news for many of us, because several studies
show that our cars, on average, are used only one hour a day,1 which means they have a paltry 4 percent use rate. What a waste. The second advantage is
1

http://www.racfoundation.org/research/mobility/spaced-out-perspectives-on-parking.
7
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that I no longer have to pay a large sum of money up front (i.e., buying a car) to get this value.
Let me tie this discussion back to my software industry. In the late 1990s, the first iteration created a lot of products, and we had the world believing
that technology was a huge competitive advantage for everyone, and every company should adopt it as soon as possible or risk being left behind. This
thinking led, in part, to the tech bubble of the early 2000s. People bought a lot of things because other people were buying them, saying to themselves, “I
can’t afford to be left behind.”
This phase created a lot of failures—some successes, sure, but many more failures. A lot of projects never worked. A lot of technology was deployed for
the sake of deployment, without real clarity around what was produced or why it mattered to businesses. This was truly the era of the vendor, where we told
customers that technology solutions would solve all their problems. If they had the money, customers could have any color they wanted, as long as it was
black and they were willing to pay a lot of money up front.
The second iteration, and I’m sticking to business applications now, was the subscription idea, where you don’t have to lay out all this money up front.
You pay as you go. But you’re still pretty much looking at the offering from the same kind of vantage point you were in the first iteration. You’re saying,
“Well, I’m implementing some stuff and modernizing my technology, and hopefully it gives me some sort of advantage, but I am not exactly sure what I am
going to get.” That’s where we are now. Customers have more options. In addition to desktop software, there is now cloud-based software delivered through a
web browser, for example. But none of that has been the ultimate game changer.
8
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And the third iteration—like is happening with cars—is going to be the final frontier: value as a service. The first frontier is the product where nothing
existed before. The second frontier presents options like a new delivery medium. The third frontier is (or in our case will be) specific, quantifiable value.
Go back to Uber. They’re worth somewhere north of $50 billion as I write this. But the reason for that, some believe, is because they will be going
beyond the taxi business. They’re planning on delivering goods and services to your house. You want a bottle of gin? They’ll get it to you within three hours
through their car network. If they do that, they would no longer be only auto transportation. What would they be offering? Convenience as a service, perhaps.
That is another example of where the next value frontier is going to be.
Or take medical drugs, for example. For treating headaches, the first iteration was aspirin. The second iteration got more advanced, and we got Tylenol
—or the generic version, acetaminophen—which works better on headaches, and Advil, which is best for things like a swollen ankle. And from there, we have
gone further, to such things as Tylenol PM, Tylenol gel caps, and all the other variations.
The third iteration? Well, there are seven billion people on the earth today, and we each have our own distinct DNA. There will be a customized, ondemand headache solution for each one of us based on our genetic background and our physical tolerance levels. It will be like this: “I want my type of
headache gone within thirty seconds with almost no side effects via whatever form (pill, inhaler, drink, etc.) I prefer at that moment.” We are moving rapidly
to this level of custom value creation for the consumer in not just health care and transportation but in almost every single industry that influences how we
live.
9
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Again, because our industry is not mature, we haven’t gotten to the point yet of providing value as a service, but we will.

Look in Your Laundry Room to See the Future
It is the nature of the beast. The longer an industry has been around, the better the (surviving) companies within it are at offering value as a service.
This comes about out of necessity. If companies in mature industries don’t continuously offer more and better value, someone else will—and those
that don’t will cease to exist.
Take laundry detergent, which has been around for about a hundred years. (Before that, people used soap flakes to wash their clothes.) Now, it’s
offered in countless ways that provide value: by size—you can buy packages small enough to be approved by the TSA to carry on in your luggage when
you get in a plane, or as large as thirty-two-pound boxes, which contain enough for two hundred loads; by method of delivery—you can pour it into your
machine in liquid or powder form or simply drop in a capsule that is premeasured; and by function—detergent comes with every conceivable additive (it
can whiten your clothes, protect colors, make your wash smell fresh, etc.).
Eventually, every company will need to offer value in every imaginable form, like detergent companies do.
Forward-thinking companies view their product portfolios in terms of value drivers and how they can provide value as a service. Value-based
thinking drives innovation, which drives sustainable profits, which results in durable companies.
Are there factors other than maturity that have kept us from

10
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value-based thinking? Sure. For example, there a lot of people buying from us, and every one of them has their own value drivers. One person wants to
save their company money. Another wants to do everything that she can to get promoted. So you have to be smart enough to map your primary value
drivers to meet the needs of your market. (We will talk more about this in the next chapter.) But the biggest factor is the maturity of the industry.

WHY SHOULD YOU BELIEVE ME?
At this point, you might be wondering if I have tried to put all these ideas into practice at my company, Coupa, a cloud-based, spend-management software
firm located in San Mateo, California, just outside of San Francisco.
The answer is yes. We most certainly have begun to put these ideas into practice.
To explain how, let me spend a minute talking about what we do.
As any company grows and gets to a certain size, it realizes that it is spending a lot of money on stuff. Somewhere along the way, the CEO, CFO, or
somebody says, “Hey, we tend to buy a lot of water bottles. We’re buying a lot of computers. We buy a lot of phones. How come we’re paying nearly retail for
everything? Why doesn’t someone internally, like Bobby, negotiate with the people we do business with so that every time we buy fifty phones in bulk (for
example) we get a better deal?” And that’s one of the ways, you could argue, procurement came to be. Somebody was put in charge of procuring things at
better prices, and they did a great job. They ended up negotiating contracts with suppliers for everything you could possibly imagine.
11
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Baseball Cards, Bubble Gum, and
the Best Value as a Service Possible
Looking back, I realize that I was trying to provide value as a service even when I was a teenager.
When I was fourteen, I had a paper route, delivering (New York) Newsday. With some of the money I earned, I bought baseball cards, the ones that
came inside bubble gum packs. I traded these cards with my friends, and I’d also go to collector shows.
At the shows, I noticed the guys selling cards were a lot older and moved a lot slower. You could buy a card from them for ten dollars, but if you sold
it back, they would give you five dollars and then sell it again for ten dollars. There was plenty of margin, but no hustle or focus on their part. They all
waited for customers to come to them.
I called up a friend of mine and said, “I bet we can beat these guys at their own game. Let’s start selling baseball cards.” We pooled our collections,
which totaled close to 100,000 cards, got a tax ID so we could have a table at the shows, and we were in business.
We sold a lot at our first show because we were willing to sell for less. (Clearly, one way of providing value.) Our margins were lower, but our volume
made up for it. My friend and I probably split $600 in profit our first day. Our core competency—although there isn’t a teenager alive who would use that
term—was knowing what people wanted: hustle and ingenuity. Let me give you two quick illustrations.
We followed baseball and would get to the trade shows at seven a.m., before they opened to the public, and we walked the dealer tables as our
competitors were setting up. We’d buy up all the cards of the players that had done exceptionally well that week or the rookies that were coming up who
were getting a lot of press. And then,

12
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the show would open, and guess what? We were the only ones who had the hot cards—and we charged a premium for them. Offering access to a relatively
scarce and desirable commodity is definitely a way of providing value as a service.
So is providing convenience. For example, we knew that collectors love to have every version of a rookie card of a potential star. We’d find the
rookie card of player X that was offered by the three card companies of the time—Fleer, Topps, and Donruss. Instead of getting $8 for each individual
card, we would put them in sets of three (one from each company) and charge $29. People were willing to pay a premium because we did the legwork for
them (value again).
The moral? To be successful, you must create tangible value that someone is willing to pay for. It’s obvious. Even a fourteen-year-old could figure it
out.

But as the organizations got larger, employees didn’t necessarily buy against those negotiated deals. They wound up doing what’s commonly called
maverick spending. Employees went out and bought things as they needed them, paying whatever the supplier charged, instead of the central negotiated
price.
To show how this plays out, let’s use a real example, a big financial services company who is a Coupa customer. They’ve got offices everywhere, and
even though they have negotiated a nationwide bottled water contract, the executive assistant in the Des Moines office, for example, buys a couple of cases
every time they need water, even though if she ordered against the corporate contract, they could have saved twenty-five cents a bottle. (We will talk about
why this occurs in a minute.) This is the sort of thing that happens all the time.
13
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So we thought, Well, what if we can enable these people to buy against these centralized contracts through a technology platform? If we did that, we
would be offering not just another piece of software with questionable efficacy but a service that provides real value—saving money on every purchase. And
that is exactly what we did, and that financial services company is now saving $100,000 a year on bottled water in the US alone. So what is the value we are
providing? The value is greater savings and, therefore, greater profitability for our customer.
Before, maybe the assistant didn’t know about the negotiated contract. No one had told her. Or maybe she forgot. Or maybe it wasn’t convenient
enough to order against it. Or perhaps she didn’t have the ordering software set up in front of her in the form of a simple and easy-to-use cloud application.
She wasn’t being malicious; maverick spending was just more convenient for her, or she was unaware. Now, she knows about the contracts, and our product is
easy to use. The bottom line: The company saves a lot of money.
Too often, with the best of intentions, centralized procurement tries to push these old, arcane technological solutions for people to use. But they’re so
difficult to work with and hard to access that people avoid them. At Coupa we turned the model around and made it easier for users. We worked hard to make
purchasing or ordering through our system easier than any other alternative means of getting the goods or service. Once we did, we clearly realized that what
we’re offering is savings as a service. We’re not really selling technology (although we are). We’re not offering implementation (although we are). We are
offering Savings as a Service, at a minimum.
14
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It’s Product as a Service as Well
I keep saying the central argument of this book is value as a service. But I could have easily said it is value as a product, because the makers of products
are going to have to take the same approach.
Consider something as familiar as a barbecue grill. What value can that product deliver? One could be the quality of the food that’s being cooked. It
won’t burn. The grill will slow cook the meat or chicken to keep the juices in. The value is a higher likelihood of better-tasting food.
Another value driver might be speed. An infrared grill has super-fast heating. The cooking time is far faster than using charcoal or propane.
Whether you are a product or a service company, you need to point to the value you provide. That is the ultimate competitive playing field.

Once we realized that, we changed our approach to selling. We said, “Why don’t we go to every customer, and instead of selling them our software,
why don’t we ask, ‘What is your corporate spend, and how much of that do you think you can save?’”
Let’s suppose they said, “We want to keep corporate spending to $300 million, and we are probably 20 percent over that.”
Our response to that would be, “That’s important to know. Okay, the opportunity is for $60 million in total savings.”
From there, we would ask, “Where are people not adopting your procedures? Where are you having trouble?”
Once we knew that, we would say something like, “Why don’t
15

Table of Contents

VALUE AS A SERVICE
we agree that the goal of this project is to try to save you at least $30 million a year through our system? It would be lovely to save all $60 million, but let’s
start with half that. That’s what we are doing together. You’re going to bring your expertise and people. We’re going to bring our technology and best
practices, and together we are going to create value. The value is reducing your spending by millions of dollars, decreasing your expenses, and increasing
your profits. That’s what you will be paying us to provide.”
But value can take other forms beyond simply saving money. For example, some companies use our product to make sure they are in compliance with
corporate policies and government regulations, so what we are also offering is compliance as a service. That’s value for them. They want to make sure they
have systems with approvals in place when, for example, the auditors check to see who has the right to spend a thousand dollars on dinner.
Other people value visibility. By tracking their spending, we can show them places they are going over budget, so they can take steps to get that into
line. We are offering Visibility as a Service.
THIS IS EXACTLY THE SAME THING WE DO IN OUR PERSONAL LIVES
To see why value as a service is the future, you probably don’t have to look much further than your personal life. Take the airline industry, for example. I try
to fly Virgin America if I can.
Why? Well, the airline industry is hypercompetitive, and flights leaving at the same time for the same popular destinations are usually priced about the
same. So there is no real value differentiation there. The airlines concede as much by code sharing, which is when
16
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two or more airlines share the same flight. Each airline publishes and markets the flight under its own name. And they all have basically the same frequentflyer program—with the equally annoying inability to get the free flights you want—so there is little competitive advantage there either. And the space
between the seats is about the same.
But Virgin has figured out ways to create all kinds of value as a service. It starts when you get on the plane. There is low lighting and what sounds like
lounge music playing as you board. Getting on a plane and trying to get your stuff to fit in the space provided is annoying and stressful for most people. I
guarantee you the lighting and the lounge music playing in the background as you board a Virgin flight lowers an average traveler’s blood pressure by a
measurable percentage. Virgin has created value during the half hour it takes to get everyone on board.
Then there’s Virgin’s safety video. Instead of annoying you with information that you already know, like how to buckle your seat belt, they have
turned it into an interesting and fun music video.
The upshot of all this? They’ve removed the pain of boarding and created a new value driver—entertainment—during a time when you are typically
the least entertained.
One more thing. You can order the type of food and the type of drinks you want from the technology display on the back of the seat in front of you. It
shows you what’s available, you put what you want in your digital shopping cart, and the flight attendant brings it to you. The attendants don’t push a cart
up and down the aisles, and you don’t have to wait to see if they have what you want or not—another example of value as a service.
Let me give you one more personal example that many people can relate to—Starbucks. What are you getting there? Lot of things.
17
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There is quality as a service, because the coffee beans they use are high quality. And then there is consistency as a service, in that you know the coffee will be
relatively the same no matter what Starbucks you go to, and there is consistency in terms of how hot the coffee is and how much caffeine it contains. They
have provided value, compared with their competition, around these things.
Starbucks has even figured out how to provide value with the sleeve they put around your coffee cup. If you order a certain kind of drink, one of their
high-end ones, you get a sleeve of a different color. It’s almost like a status symbol, similar to wearing a Hermes tie or writing with a Montblanc pen. The
message the sleeve is sending to the people who notice is this: “This guy just paid seven bucks for this cup of coffee. Man, he must be somebody.”
With Starbucks, you are getting a range of options. You are getting consistency. You’re getting the bump in your step through the caffeine. They’ve
broken out all the value drivers and have been able to win in a market where there are a lot of coffee shops. A key difference is that those other coffee shops
didn’t know how to deliver value on a consistent basis.
You might have thought that Starbucks was delivering a cup of coffee, but they are providing value as a service in many different ways (quality,
consistency, status, etc.) in every cup.
WHY IS THIS IMPORTANT TO YOU?
So why should you care about all this?
Well, first, value as a service is the language you should consider speaking with others in your company. And you should consider speaking it with
your vendors and demanding it in every interaction.
18
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It’s the lens through which I would argue you ought to be looking at business—and even your career.
As an employee, you don’t have to necessarily change what you’re doing, but you should be asking questions such as, “How is the next initiative I am
going to be involved with going to be adding specific value? What distinct, quantifiable value will it deliver? How will I measure success?”
If you are purchasing products for the company, what is the quantifiable return you are getting from your purchase? How, exactly, will your company
be specifically better as a result?
Eventually, if you don’t start asking questions like this, you will get fired. That may sound harsh, but consider the following: You draw a regular
paycheck, and your company expects that you will create much more value than you are capturing through your paycheck. If your work isn’t adding tangible
value, people will start asking, “Why exactly are you working on this if you can’t point to a specific benefit that is going to come from it?” In a tough
workplace environment, people will certainly wonder how you are helping the company.

In the Industrial Revolution, organizations needed bodies. Today, they need brains. One way you can prove you have the smarts that companies need is
by insisting value as a service be a part of everything you are involved with.
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The flip side of that is if you concentrate on doing things that add tangible value every time, you are guaranteed to help your company do well, and
you are likely going to advance and get repeatedly promoted.
TAKEAWAYS
•

You should know what you are getting for your money. If you can’t point to a specific return, something is wrong.

•

Value can take many forms. A return does not necessarily have to be measured in dollars, but it needs to be something explicit you can point to.

•

Value as a service is where the market is heading. It is going to be commonplace in years ahead, as customers across industries demand it.

WHAT’S AHEAD?
In the next chapter, we will discuss who gets to decide what value is and how it should be delivered.
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SO, WHAT EXACTLY IS VALUE?
(AND WHO DETERMINES WHAT IT IS)
If we are going to spend the rest of our time talking about how you need to make value as a service a reality, it makes sense to talk about what value is and
who gets to define it.
Both are important, because it turns out most of us define value incorrectly—or at least incompletely. And perhaps even worse, we let the wrong people
decide what it is. (We will talk about this in detail later in the chapter, but I’ll give you a hint: If you are solely letting customers define value, something is
terribly wrong.)
Let’s take these issues one at a time, beginning with the way value is traditionally defined. The dictionary says it’s “the regard that something is held
to deserve; the importance, worth, or usefulness of something.” That seems clear enough.
And if you look in your old economics textbook, you will find
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a definition that reads something like this: “Value is a measure of the benefit provided by a good or service to someone. It is generally measured relative to
units of currency, and the interpretation is therefore what is the maximum amount of money a specific actor is willing and able to pay for the good or service.”
That’s a bit academic-y, but it is understandable as well.
On one level, both of these definitions are fine. They certainly go substantially beyond the way some people define value, which is receiving a
discount of some kind. As in, “I redeemed a valuable coupon: A box of Tide normally goes for $10, but the coupon took 25 percent off, so I only paid $7.50.”
Offering people a good or service at a discount is certainly one type of value creation, but it is not the only one. The world of value is much broader, so I am
glad the definitions above go beyond that.
But the textbook and dictionary definitions present multiple problems, all of which can be summed up with the punch line to an old joke: “The
operation was a success, but the patient died.” As the punch line makes clear, it is easy to convince yourself you’re creating value when you’re really not.
Let’s look at some situations where the existing definitions of value fail us:
•

You completed a project well before the deadline. Did you deliver value? Well, if the project shouldn’t have been undertaken in the first place,
or if the work that was delivered was shoddy, value wasn’t provided.

•

You delivered a project for a client under budget. You could say you delivered value, because you saved the client some
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money. But what are those cost savings good for (i.e., where’s the value) if they don’t help the client perform better?
•

You chose the lowest-cost software solution for your company. Okay, you could argue that you got value because it was less expensive, à la our
Tide coupon example. But maybe the software doesn’t deliver any value on its own, or it takes too long to deploy, or it is too complex to
configure. If any of these things are true, what value did you provide?

•

You could be proud of yourself for giving your client a product or service that functions exactly as you promised, but if it is too complicated for
anyone to use or it doesn’t help the client’s life in any significant way, you haven’t provided any real value in the way we traditionally use the
word.

•

Someone tells you, “We got good value because we negotiated a fixed price, so our costs will be controlled.” Again, so what? Your costs are
controlled, but the value you receive from that contract may not be nearly as much as what you could have gotten from a contract that wasn’t
fixed.

All five of these examples would qualify as providing value, given the way the dictionary and professors define it. In each example, you have a
“measure of benefit provided.” But in reality, it is possible that nothing of value was created.
You have to know what you are measuring. It’s easy to get caught up in thinking that you’re creating value when all you’re doing is moving the ball
backward or sideways but not necessarily in the right direction.
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WANTED: A NEW DEFINITION OF VALUE
We need a new description of value to make sure we are moving in the right direction. But, as I hinted at before, we also need to change who gets to define
value.
Intuitively, you understand that you cannot truly define value for the customer on your own. You simply don’t know their business as well as they do,
and you are likely to make inaccurate assumptions about what will provide value for their business.
However, letting the customer exclusively define value isn’t the correct path to follow either. For one thing, they may not have a complete handle on
what they—or their customers—need.
The biggest problem caused by leaving the definition of value completely up to the customer is summed up in a quote attributed to Henry Ford, the
founder of the Ford Motor Company, whom we mentioned in chapter 1. He said, “If I had asked customers what they had wanted, they would have said faster
horses.”

The Customer Satisfaction Myth
Every time I argue that you can’t let your customers define value on their own, I get pushback that sounds like this: “How can you say that? The whole
idea behind the saying the customer is always right is that you must satisfy the customer. If they say they have a need, you must satisfy it; that is, you
need to create a product or service to fulfill it. If they say value for them is X, you need to do whatever it takes to give them X.”
Well, no.
At our company, we have absolutely no interest in satisfying customers, and any company that hopes to survive today shouldn’t keep

24

Table of Contents

So, What Exactly Is Value? (And Who Determines What It Is)

wasting money on trying to satisfy them either. Customer satisfaction should only be a by-product.
Let’s consider a scenario you have probably sat through dozens of times, and you will understand why. You’re meeting with a client group for their
kickoff meeting, trying to pin down exactly what work you are going to do for them. Almost everyone in the room has a different idea of what a
successful outcome would look like.
“Oh, we need to be quick.”
“Oh, we need to make sure that we handle all the compliance stuff.”
“Oh, we need to save money or save as much money as possible.”
Or
“We need to get as much adoption as possible.”
“We need to have as much end-user delight as possible.”
Or
“Well, if we don’t have this one feature, it’s a showstopper.”
Invariably (and predictably), the vendor decides to include most of everyone’s wish list in an attempt to satisfy the group, and that’s ultimately not
helpful.
The problem with satisfaction—as in, you must always do exactly what customers say they want when they want it—is that you are constantly trying
to cater to all the client group’s different shifting appetites at once, rather than targeting the company’s ultimate goals. It’s the corporate equivalent of
walking into an archery contest with one arrow in your quiver only to discover that you have to hit a dozen bull’s-eyes that are moving in random
directions. Good luck.
Instead of trying to satisfy everyone’s wish list, you need to concentrate on delivering what will make the customer—and their company—
successful.

continued on next page
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Our focus is our customers’ success. At the end of the day, if your customers are successful, they will also be satisfied. But satisfaction is not success.
In today’s business environment, and certainly in tomorrow’s, mistaking one for the other can be fatal.

Ford’s point is that when it comes to innovation, customers invariably anchor on what they know. In our business, we have found that to be true. Not
only is it sometimes difficult for customers to grasp new ways of doing things, but they are also tempted to hold onto the past, even when it doesn’t make
much sense. For example, we have had customers insist we include work-around solutions they have created to solve previous problems in their processes,
even though the new approach we are proposing eliminates the original problem entirely.
Or a customer might say, for example, “We need a supplier management system, and it has to be able to do X, Y, and Z, because that’s the way we’ve
always done it in our company.” But this might be automating a set of convoluted processes that are too cumbersome for anybody. In other words, the work
shouldn’t have been done that way to begin with.
Left to figure out what they need on their own, clients often treat enterprise software companies as they did their own information technology
departments back in the early days of IT.
When IT departments started, they didn’t have their own specific agendas or charters. They basically served the ad hoc needs of the business as they
emerged. Someone would say, “We need laptops, and we need some systems and some software too,” and IT provided whatever the business needed.
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But the whole concept of enterprise software is about finding the commonalities in the ways that different companies do things, creating best practices,
and encoding those practices in the most usable, flexible, and intuitive way, so they get adopted and drive results. One company can learn from both the
successes and mistakes of another by implementing the best approaches in their industry. However, when customers are left to define value on their own, that
doesn’t happen.
However, our industry’s biggest problem with letting customers completely define value is that the customer is usually not a technology firm. They are
experts in construction, hospitality, health care, retail, and so on. And if the vendor is not approaching it from the customer’s perspective (see “How Do You
Know What Will Create Value?”), the customer is left to try to articulate what they are looking for. In that sort of situation, the customer ends up designing
technology—something they are not the best equipped to do.
The way customers previously defined value in our industry, particularly in the late nineties, was by the number of features the software provided.
More features meant more value. So customers started dreaming up all different kinds of features, and they started writing requests for proposals (RFPs) with
hundreds of different line items for features. And vendors, in many cases, started dancing to that tune by building all these elements only to realize later—as
did the customer—that the vast majority of these features were never used by anyone.
What was discovered in enterprise software, and in consumer technology as well, is that it’s not about how many features the software has. Instead, it’s
about the features that get used and how
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elegantly they’re built, meaning they get adopted and deployed, and people get business value out of them.
WHERE WE ARE
What we have seen is that it doesn’t make sense for the supplier or the vendor to define value on their own, and having clients completely define value by
themselves doesn’t make sense either.
Given all this, we are back to this question: What is value, and who should define what it is? Here’s where we come out: Value is what the vendor and
the customer say it is, together. Value needs to be described, defined, and created collaboratively. And it must begin with the end goal in mind: “Here’s what
we are going to accomplish together.” Both parties have to agree to the journey they are going on. Here’s a simple analogy: If you want to go to Hawaii, and
your partner says they won’t go anywhere but Disneyworld, which is in Florida, you may not want to book the plane tickets yet. First, you need to align.
Value is not determined by either party alone; it comes about through the alignment of the vendor and the prospective customer. That agreement needs
to be in place even before either side begins to evaluate whether they want to work with the other. Before you can decide to work together, you need to know
what you are going to work together on.
We have been using business-to-business examples to show how this alignment could work, but obviously it can work in a business-to-consumer
context as well. Take Enterprise Rent-A-Car, for example.
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A Value Tool: Benchmarking
One way for customers and vendors to agree on a definition of value is by benchmarking. Benchmarking, in this context, is simply making a comparison
between your intended goals or performance metrics and where you, or your competitors, are now. Benchmarking helps you avoid the problem of having
a goal that sounds specific but really isn’t. An example is if you say, “We are going to create the longest-lasting tire.”
When you say “longest lasting,” is it in time (years?) before the tire starts to degrade or miles driven? Or is it some combination of both? If the
definition includes miles driven, under what conditions? Stop-and-go driving? Highway? Both? In what environment? Snow? Heat? All weather?
In this example, to create specificity so that you can have an agreed-upon definition of value, you would benchmark how long a tire typically lasts
in various conditions, and then you would create a definition of value that might sound like this: “We are going to create a tire that runs for fifteen
thousand more miles than the average tire when driven in tropical environments.”
This is an unambiguous statement of value.

Here was the situation from Enterprise’s perspective: They were looking for a way to rent out cars. The obvious place to set up shop was at airports, but
that is exactly the place where you face competition from other car rental companies, such as Alamo, Avis, Budget, Dollar, Hertz, National, Payless, and
Thrifty. Because of all that competition, you can’t make a lot of money.
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Here was the situation from the consumers’ perspective: Some of them were looking to rent a car when theirs was being repaired, and it’s not usually
convenient to travel to the airport when they needed to rent one.
The solution? Enterprise would open rental offices in town—often near repair shops—and drive the rental car to the stranded customer. Enterprise
created an offering that was in alignment with the customer’s need for value—getting them a car when they were without one, in a minimum amount of time.
In this case, Enterprise understood the customer’s challenge, correctly identified that they could provide convenience as a service to the customer at a time of
great need, and they ended up capturing tremendous value and leaving their competition in the dust (or at the airport).

It is impossible to satisfy everyone. Don’t even try. Get people aligned around common goals.

As we said in chapter 1, you typically find extremely close alignment in consumer industries that have been around for a while (like the rental car
industry that began in 1916). Companies in mature industries need to provide value as a service, or they will be replaced by those that will.
The success of Enterprise Rent-A-Car shows what happens when a company aligns with value. The disastrous rollout of the Affordable Care Act
website shows what happens when you don’t.
The work done to implement the Affordable Care Act, which some people refer to as Obamacare, in the United States was one
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of the biggest technology website development projects ever undertaken, and everyone—regardless of their political affiliation—agrees that it was a
complete mess when it launched. Why? Because there had been no agreed-upon success criteria governing the creation and launch of the website.
What was the value they were trying to generate and by when? Was it simply to have a website up and running more than 99 percent of the time? Was
it to have a certain number of people enrolled by a certain date? Was it to have all the health insurance options available for consumers to easily find? Was it
all of the above (and perhaps a few things more)?
As you listened to the interviews of those involved, once the website was finally live, you could hear there was no clarity about what the specific goals
and value drivers were supposed to be. There was no easy way to gauge what success was. People simply weren’t aligned.
That could have been because there was no agreement on what the goal was beforehand. Or it could have been because everyone involved had their
own goal in mind. The consultant’s value could have been creating a backend platform that got up and running. The guy from the Department of Health and
Human Services might have been solely focused on ensuring enrollment forms were available. For the person in charge of the help line, it might have been
that the phone number was easily accessible on the site. Everyone might have had their own individual goals, but that was not particularly helpful. There
wasn’t a clear way everyone could measure the overall success of the project. There were no agreed-upon criteria. Without a clear way everyone could
measure the overall success of the project, there was never any real chance of a hassle-free rollout.
Consultants were often involved only for their own benefit, and
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there were federal employees involved strictly for personal glory. The website fell on its face; it didn’t work. What could be more embarrassing to the most
powerful person on the planet than launching his number-one priority and having it fall on its face right out of the box due to something as simple as website
scaling?
After the site finally worked, people talked all day long about how difficult it was to create this kind of website. But everyone in the software industry
knew that it was not as difficult as the people involved made it look. The problem was with the lack of alignment that needed to be created for the project to
succeed. (By the way, my company was guilty of exactly this sort of thing when we worked with Subway, the sandwich shop chain. I will give you all the
[painful] details in chapter 4, so you can avoid the mistakes we made.)

If you don’t know exactly what success is going to look like when you’re finished, don’t start.

You need to have alignment around measurable outcomes and how value is going to be delivered before you begin. You start with the end goal in
mind and work backward from there. In the case of the health care website, they could have said, “Our goal is for 95 percent of the people who don’t have
health insurance to sign up and for everyone who enrolls to save 3 to 5 percent on their health care costs compared with what they paid the year before, and
we will set milestone targets to demonstrate value creation along the way.” That’s measurable and achievable, and it specifies a clear destination for everyone
involved.
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Once they had set the goal, they could have asked, “Who is in charge of getting people to sign up? How will they do it? What are the interim
enrollment goals? How many people do we need to sign up in the first three months or in the first six months? Are there other options we might offer, such as
enrolling by phone?” And they could have done the same thing for cost savings. “Who is in charge of what plans we will offer? Who is in charge of the
pricing?” And so on. You have to be clear and specific.
The lack of clarity around a detailed, specific description of potential success is far from rare, as people at my company have learned repeatedly. We go
into meetings all the time where potential customers spend a lot of time grilling us. As you sit across the table from them, you can almost see them thinking,
Hey, we are doing a great job of determining the scope of this project and whether these guys at Coupa are the right ones for us to partner with. They just
completed our sixty-page RFP. Now we’re going to sit down, and we’re going to judge them.
Then, after they have asked us a million questions (How stable is your company? Do you have enough resources? Is your technology scalable? How are
you going to handle customer service?), they sit back in their chair and say, “So, do you have any questions for us?”
Invariably, we say, “Yes, we’ve got a question. We’re sitting here one year from now, 250 business days, and we are meeting to evaluate how well the
project has gone. How are we going to evaluate whether we have produced something that has mattered to anyone? How will we know that we have achieved
something of value for your company?”
Nine times out of ten, they give us a blank look. They honestly haven’t thought about the answer to what exactly will produce value.
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They are so caught up in the process that they lose sight of delineating a goal. They book the flight tickets before they agree on the destination. It
happens all the time.
That’s why you have to help customers define what value is—specific, tangible, measurable value.
If you need a role model, take a look at established consumer products companies, such as Weight Watchers. They are clear and specific about what
success looks like for a customer—losing weight. It is not about eating healthier, although they suggest you do. It is not about your quality of life, although
that will probably improve once you lose the weight. No, the end goal is clear: Sign up with us and follow our program, and you will take the pounds off.
Now, sometimes you get lucky. You create your product or service, in conjunction with your customer, and then other people relate to it in a way you
never imagined. You see this a lot in clothing companies. Patagonia set out to make outerwear for people who planned to climb Mount Kilimanjaro. But, it
turned out, the average guy who only went for a walk once a week bought their clothing because he wanted to look cool. All of a sudden, Patagonia is a
fashion item.
Or take Pandora, for example. As it says on its website: “At Pandora, we have a single mission: To play only music you’ll love.” If you are not familiar
with the service, here is an oversimplified description of how it works.
You type in the title to a song you like—say, “Yesterday,” by the Beatles. The company’s algorithms analyze hundreds of musical details about it—
melody, harmony, instrumentation, rhythm, vocals, lyrics—and then the website starts playing songs similar to “Yesterday.” It becomes the seed of one of the
channels you can create, and you can have up to one hundred channels.
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Success, for Pandora, is offering music that people like. And many people engage with the website this way. But some people create channels to alter
their mood—upbeat music when they’re running or mellow music at night. Others use it as a historical source—“I want to hear every note Eric Clapton ever
played.” Still others use the service to see how one artist influenced another. (You can hear a lot of Bing Crosby in Frank Sinatra’s music; Buck Owens
affected everyone from the Eagles and Linda Ronstadt to Brad Paisley.)

How Do You Know What Is Going to Create Value?
You can ask customers what they want, but as we have seen, they don’t always know. Or you can talk to your customer’s customers, but they, too, could
have limited perceptions of what success looks like for them. For example, in the 1950s, if you had asked people what they thought could be improved at
a casual restaurant, they probably would have said they wanted a bigger burger or a smaller one or one that was served faster. They never would have
described what we now know as McDonald’s or included the consistency and predictability that is the hallmark of the massive restaurant chain.
So, how do you figure out what your customers may find valuable? One approach, which is particularly effective, is putting yourself in your
customer’s shoes.
Here’s a fun example: Take a look at a regular screwdriver versus a Phillips head. The regular screwdriver came out first; craftsmen worldwide used it
for decades. Sure, it slipped every once in a while, but they didn’t think anything of it. They didn’t stop and say, “There

continued on next page
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must be a better way.” They just said the thing occasionally slips, and they kept on using it.
Now, if I’m a welder or somebody who works with metals, and I put myself in the craftsmen’s shoes, and I start screwing things in and the screwdriver
slips every once in a while, I might say to myself, “That’s really annoying. You know what? If I put a tiny x at the end of the tip, instead of keeping it as a
flat blade that looks like a lowercase L, it won’t slip anymore, and I bet that would make the craftsmen happy.”
Looking back on it, the creation of the Phillips head screwdriver was inevitable, but the craftsmen using the regular screwdriver couldn’t see it. It
took someone from the outside putting themself in the craftsmen’s shoes to solve the problem.
Here’s another fun example: Ever wonder why baggage claim at airports is so far away from the gate where your plane just landed? It’s because value
isn’t always what you think it is.
Let me explain. A few years ago, officials at George Bush Intercontinental Airport in Houston, Texas, found themselves staring at an excessive
number of customer complaints about the horrible wait times at baggage claim. These officials responded by adding more baggage handlers. Wait times
dropped significantly, but the complaints didn’t.
Undeterred, the officials conducted a deeper analysis and discovered that passengers traveled from their arrival gates to baggage claim in a minute,
but then they spent seven more minutes waiting around for their bags. Armed with this data, the airport staff tried something different. They simply
moved the arrival gates farther away from baggage claim, making the passengers walk longer to get to their bags. Complaints dropped instantly.
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As it turns out, we value time spent waiting differently from time spent walking. And this insight is why you feel like you’ve run a half marathon to
get your bags, and also why you’re not unhappy about your wait.
Value shows up in strange places sometimes, and putting yourself in your customers’ shoes is a good way to unlock it.

But that was all incidental to the company’s well-defined goal: “To play only music you’ll love.” You need to be open to this additional success,
should it happen, but it is not your primary objective.
And because it’s not, that means you have to be willing to push back when your customer or partner suggests things that are amorphous or won’t add
value. We’ve absolutely had to do that. In software development, it is called asking for custom development. A potential customer will say, “It’s great that
you’ve got this platform, but we’d like to add this feature and this feature.” They start pulling us away from what we do best. It’s our job to try to stay true to
our core competencies, the things that we do well and can charge a premium for, and the things that will truly make the project a success.
THE KIND OF PEOPLE YOU NEED
In chapter 5, we will discuss the kind of people you need to make this approach work. But let me foreshadow the discussion here. To deliver value as a
service, you cannot employ people who are like leaves in the wind—people who just go with the flow. You need people who are assertive—forward-thinking
leaders who are focused on outcomes, not processes.
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Lots of people can work via the system: “tell them what to do, and they’ll do it.” These people’s efforts are simply not as valuable as they once were to
organizations. Computers are taking over this type of work, and they are doing it more accurately, much faster, and at a disruptively lower cost. What you
need are people who can figure out what needs to be done and people who can gain agreement from your client before you get under way—and then get the
work done.
Creating value in concert with your client or vendor will strike some people as difficult; and, to be blunt, it is. For one thing, creating value requires
serious collaboration, which is no simple thing. For another, it will probably require you to change how you go about providing products or services, and
change is always difficult.
The natural tendency is to fight change and to try to keep things as they are. It is an understandable strategy, but it is one that is ultimately doomed.
Eventually, competition is going to come in, implement the idea of value as a service, and reduce you to a commodity player.
Conversely, if you follow this approach, you stand to make a lot more money. So you have to constantly think about better or different ways to apply
what you are good at—your core competencies.
For example, here at Coupa, we’re good at creating scalable, integrated technology that’s end-user focused. We were in procurement first, and then we
said, “What else could we do with this competency of usable, cloud-based technology? What’s a similar business process in the existing or ancillary domain?
Maybe we could apply the same logic and best practices to that.” So we did it for expense management, and we did it for invoice management. Today, we
have a comprehensive suite of products that leverage our strength and, at the same time, continue to offer more and more value to customers.
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So, What Exactly Is Value? (And Who Determines What It Is)
We created all that by doing everything we discussed here. We not only talked to our customers, we walked in their shoes and asked ourselves where
we would be trying to save money if we were them. How can we get our arms around more of that transactional spend? Therefore, we’ve built other tools for
them to offer more incremental value.
The course we took is one everyone else will need to follow as well. As companies get more efficient, and competition becomes even more global,
either you deliver value as a service or you will be left behind.
TAKEAWAYS
•

The first thing you need to understand, if you are going to offer value as a service, is exactly what value is in each and every case.

•

You don’t define that value alone. And your client does not define value alone. You need to do it together—and early on.

•

You and the customer must agree on what success is before you start the work. If you don’t, bad things may happen.

WHAT’S AHEAD?
In the next chapter, we turn our attention to the companies that are leveraging the subscription economy, and we will look at some of those companies that
are struggling.
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CHAPTER 3
VALUE: PAST, PRESENT, AND YOUR FUTURE
Let me begin with the payoff from this chapter: To stay ahead of your competition in the coming years, you will need to consistently offer value as a service.
More specifically, you will need to provide quantifiable value to your customers consistently over the life of your relationship with them.
Offering great customer service won’t be enough. (Although, providing it is always a good practice.) And customer satisfaction (as we talked about in
the last chapter) won’t be sufficient to separate you from the pack. You will need to deliver agreed-upon value that can be measured in some specific way.
“We save you X dollars every month.” Or, “Because you use our product, you are now handling transactions 15 percent faster with 20 percent fewer people.”
If you
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can’t do this, one of your competitors certainly will, and they will take your customers.
Not only are you going to have to deliver value as a service, but you will have to do it sooner than you think. To understand why, let’s take a step back
and look at the technology industry, recognizing that the rate of change is fast and only increasing. Given that, what we are advocating will probably become
commonplace soon, so you either need to get ready for the future or get left behind. If you doubt us, consider the fate of all the companies in our industry that
were around in the 1990s that failed to adapt. As a result, they either went out of business or were acquired for a fraction of what they were once worth.
In case you don’t remember what was going on back then, here’s the simplest way to put it: Enterprise software was a product-based world and had
been for decades. The product was first sold and deployed on mainframes and was later distributed through CDs during the client-server era. But it was always
a product. A company would make something physical, put it into a box, and ship that box to a customer.
However, the problem was that a significant portion of big deployments never delivered the kind of value that was anticipated, or worse, they became
expensive shelfware. What we had was an abusive kind of relationship, in that all the risk rested with the customer. The customer paid up front, the software
company shipped them the product, and then it was up to the customer to make it work. To add insult to injury, customers also had to wait to buy the next
iteration to be able to take advantage of any upgrades.
While all that sounds like a great deal for the software providers, it really wasn’t. For one thing, they had to deal with functions that
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were not part of their core competencies—producing the CDs and packaging and distributing them, for example, even if supported through third parties. The
business model also made for uneven revenue flow, which meant that the providers scrambled every quarter to make their numbers, resulting in a stressful
existence.
The ebbs and flows in new bookings meant that product road-maps were sacrificed routinely at the altar of revenue. Often, these companies would
build whatever it took to bring in a dollar. Yes, the company made (sometimes a lot of) money selling the software. And while it made a bit more by
providing maintenance and technical support, the real money was in selling the software. But this business model didn’t lead to great sustainable outcomes
for anyone.
Enterprise software companies in the 1990s were in the production and transaction business: Produce the CD, sell the CD, and then either go out and
find another customer or wait until you had an upgraded version (i.e., another iteration of your product) to sell to your existing customer base.
That’s the world that enterprise software companies were living in for a long time, until we got to the current subscription models.
Today, a software company can take their product, install it in a secure, remote virtual environment—whether at their headquarters or on a third-party
platform—and have their clients access it through a web browser like Google Chrome or Apple Safari. The way we consume software today is similar to how
we consume electricity. There is a remote source that any single customer (or household) can subscribe to in order to receive value, and they pay for what
they use. Just like long-distance power transmission technology made it possible for centralized electrical grids to not only exist but become the dominant
method of energy transfer, the Internet
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and broadband technology has made it possible for software to be delivered primarily through the web.
It is clear that software as a service provides a much better value proposition and lower up-front risk to the customer. Before software as a service was an
option, if you bought a $3 million product from a software company, you’d own that product, and all the risks that came with it, forever. It was your (the
customer’s) responsibility to get it to work the way you hoped it would. And whether it did or not, you were still out the $3 million.
With the subscription model, you’re still likely to be paying, if you do an apples-to-apples comparison, the same $3 million, but it will be spread out
over three years—a million dollars a year for a three-year subscription.
The advantages of the subscription model are obvious:
•

You do not have to pay the entire $3 million all at once.

•

Should the vendor not perform, you can cancel, saving the rest of the subscription price.

•

It’s quicker. You get up and running faster. There is less software to configure. You plug directly into the service.

•

You don’t have to wait until the next full iteration of the software is available to get upgrades; you can receive them as the vendor completes
them and makes them accessible.

•

On a related point, if the vendor is any good, they are incorporating, in real time, key suggestions from anyone who uses the software, so
everyone can benefit. (See “One Question Not to Ask Your Software-as-a-Service Vendor.”)
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•

But the biggest benefit is the shared risk. Because you’re paying as you go, you can hold the vendor accountable. If they are not delivering for
you, you simply cancel the subscription.

One Question Not to Ask Your Software-as-a-Service Vendor
As a software-as-a-service vendor starts to grow, customers and potential customers typically ask what they believe is a relevant question: “Will we get all
the attention we need?” It is easy to understand why they ask. Existing customers want to know that they will continue to be special. Potential customers
want to know if there will be enough bandwidth for them.
On the surface, the question seems logical. If you’re at a busy hotel that only has one concierge, they may not be able to make the restaurant
reservations, secure the show tickets, or otherwise give you the personal attention you need to make your visit a smashing success. In that environment,
asking “Will we get all the attention we need?” makes sense.
But is this the best question you could be asking your software-as-a-service provider? Not so much. There are better questions to ask.
Here’s why: When done right, customer success with software as a service is not so much about individual attention as it is about scalable product
development and a delivery that codifies best practices that all customers can benefit from.
If a software vendor is building a custom system for you, yes, individual attention is important. But if the vendor is building a software-as-a-service
platform, drawing best practices from hundreds of customers and millions of data points and encoding them into the platform, what

continued on next page
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you should be most concerned with is how the company decides what those best practices will be.
This is true for both enterprise and consumer software. Facebook is a good example. You don’t join Facebook because of the individual attention
they’re going to give you. You join and stay with Facebook because they have created a huge community of users all over the world, and because they
are figuring out the best ways to do that by continually optimizing functionality.
You’ve decided you want to enter their world and trust them. This includes trusting that when they make mistakes, they will self-correct. For
example, if they throw too many ads into the feed, people using the service will change their behavior, the data will reflect those changes, and Facebook
will pull back, reducing the number of ads, or perhaps work to make them even more relevant. They take into account data from millions of users to make
these decisions. They learn and adjust.
Of course, Facebook is free for the user, and enterprise software is typically not.
There’s a tendency to think that because you’re paying a lot of money, you should get more individual attention. To a certain extent, that’s true. If
you pay enough, you get special attention in terms of a louder voice in feature prioritization and ongoing services support. But that does not make
personal attention the most important thing to ask about.
Think of purchasing software as a service for the enterprise as buying a house in a new development. Every house will have a roof and windows and
doors and water and electricity. Roads will be built to navigate around the development and connect to nearby streets. Parks and schools will be
integrated into the neighborhood.

45

Table of Contents

Value: Past, Present, and Your Future

You may have a choice of a single-family home, townhouse, or condominium, but an engineer or architect or interior designer will have already
preselected the best floor plans and finishes, leaving you with the opportunity to configure key critical areas while taking advantage of everything the
neighborhood has to offer. What you’re really buying is the neighborhood and the community, not just the house.
The questions to ask about your home purchase then become, “Does the builder have a good reputation? Are they using the latest technology and
materials? Do I like the architectural style of the houses?” You need to know the vision, the plan for the long term, and who is guiding it.
The same is true when buying into a software-as-a-service platform. Your success is ultimately driven not by individual attention but by whether the
software vendor is smart enough to figure out which elements will deliver customer success as both companies—yours and theirs—grow.
The questions for the vendor then become, “What kinds of customers do you have? What is your philosophy for codifying best practices for all
customers and, particularly, for the kind of customer that I am? What is your long-term roadmap and strategy for your platform?”
If you ask these kinds of questions, you’ll be able to easily avoid the vendors that are custom-code shops and be able to find the ones that will
deliver customer success—your success—over the long term.
It’s not so much about attention as it is about philosophy.
It’s not so much about the house as it is about the neighborhood.
It’s about whether you can get the business value you are seeking.
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THE VENDOR BENEFITS AS WELL
In the subscription model, the vendor’s value drivers are also good.
1.

Vendors get the economies of scale that come from running one centralized operation.

2.

They can concentrate on their core competencies. (No more production or mailing of disks.)

3.

They get to leverage the ideas their users have, and they can incorporate the most impactful enhancements in real time.

4.

Perhaps the biggest advantage is a steady revenue stream. In theory, customers will renew for life. No more scrambling from quarter to quarter and
being dependent on selling product to generate revenue.

That’s a huge deal. Let’s go back to the example we used earlier in the chapter. If you get $3 million for selling a piece of software, that’s great. But
then the next quarter comes, and you’re starting at zero in revenue.
If you close that $1 million subscription in the first year, it’s true that it’s only a third of what you could have gotten selling the software outright. But
as you enter year two, you are guaranteed another million. And as long as you did right by the customer, you’re going to get another million in year three and
perhaps in years four, five, six … and beyond.
What you get is a recurring revenue stream, and that results in predictability. Predictability creates stability. It allows you to continuously fine-tune
your business instead of scrambling each quarter, trying to make the numbers.
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The disadvantage for the vendor is, of course, that they don’t get the money up front. It’d be nice to have $3 million right away versus $1 million a year
for three years. But other than that, there aren’t any real disadvantages. Software as a service is a much more efficient delivery medium for software, and, as we
have seen, it is a far better business model as well.
So, if the move to software as a service has so many benefits, why did I hint in the chapter title that to be successful in coming years, you will need to
move beyond the way the software-as-a-service business is typically done?
There are two key reasons.
The move to software as a service, while good, still doesn’t eliminate all the problems of the past. Vendors are continuing to sell software, although the
sale is through a subscription. And on the other side of the table, somebody is buying something; even though it is a subscription, it’s still too much like
buying a product.
The relationship needs to feel like a partnership well before any negotiation begins. I should not be selling to you, and you should not have fifty
lawyers trying to squeeze everything out of me. It ought to consist of both parties creating a common vision of what we want to achieve in terms of business
value by applying your insights and our technology. We should enter into the relationship together, with the feeling that if you don’t succeed, I don’t
succeed (see “What to Look for in a Partner”).
The second problem is simply Business 101. If everyone moves to this way of doing business, and everyone does it the same way, no one will have a
competitive advantage. Everyone will appear the same.
You’ll need a way to stand out.
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What to Look for in a Partner
We all know how the vendor selection process works. You do a needs analysis, put out a request for proposal (RFP) or a request for quotation (RFQ),
compare and contrast the responses, pick one of the respondents, get to work on the project, and celebrate when the work is done.
But when the project is over, it’s entirely possible that no meaningful business outcome was attained. Sure, the work was completed, but it could
have just been busywork. The company could be no closer to overall success than it was when it started.
Using a software vendor as an example, the ideal customer-vendor relationship should be a partnership focused not on technology deployment but
on tangible business outcomes that move your company forward. To achieve that kind of relationship, you need to look beyond line items on an RFP or
RFQ and study the approach the vendor takes to the market.
Specifically, you should look for three must-have characteristics:
• A focus on the bigger picture. First and foremost, you want a vendor who concentrates on making their customers successful. They should not
be focused solely on how much money they can make. They should be focused on getting you to a mutually agreed-upon result. There are
plenty of people who create great stopgaps for individual business problems. There aren’t too many vendors who are thinking holistically about
the customer’s business outcome.
• A minimal-friction approach. The ideal vendor looks for the most straight-line path to customer results. To me, that
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means finding places to remove friction and not introducing additional friction into any existing process. What’s the difference? Let’s discuss
two different scenarios. Company A comes in and says, “You will have to adopt our tool and roll out our training. You must have people go to
this site to do this and follow this procedure to achieve that. Everyone needs to learn to do it our way.” Company B tries to weave themselves
into your existing business processes. They ask, in essence, “How can we effectively map our solution to your challenges?” That’s the big
difference—the focus is on the result, not the process.
• An orientation that favors people over process. Look for a company that is malleable, understands human interactions, and consistently seeks
to improve the way it’s working. Listen to how they speak. Is it, “Version 6.12 requires you to log into this screen or call this phone number”? If
it is, this company is saying they have rigid, bureaucratic processes, and this is how they work, so this is how you will have to work. A peopleoriented company questions processes and uses common sense to adjust. One company tries to lay down the law. The other is willing to have a
dialogue with you and then will adapt based on your feedback. It’s an organism that’s evolving in real time. It’s the difference between a plant
that’s growing and a computer monitor that’s going to be the same in thirty years, no matter what you do to it.
You have to go beyond the RFP and listen to how vendors talk and understand how they do things. That is how you notice the difference between
them.

continued on next page
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If you’re looking to partner with a vendor who can solve your business problems and not create new ones, look for one that will focus on getting you
to a higher level of business success, not one that is simply implementing some technology.

We aren’t at that point yet, but it is easy to see how we could get there soon. Let’s use a real-world example featuring Salesforce.com, the customer
relationship management (CRM) company. The firm has handled the transition to a software-as-a-service world well: Salesforce’s toll-free number spells out
no software, and Forbes has named the firm one of America’s most innovative companies for four years running.
Suppose you have a subscription with them, and it is just about up. You are likely to renew, because the service is sticky; you already have all your
customer data with them, and if they have delivered what they promised, and they haven’t jacked the price up too much at renewal time, you are likely to
stay. After all, they are a visionary and highly respected company, and on top of that, the difficulty of switching is not worth the hassle.
But perhaps in years to come, transitioning from one CRM service to another will become easy. You’ll simply suck your data out of one and drop it
into the other. And suppose the other one offers the service at a much lower price with the same, or perhaps better, technology. And let’s also assume they’re
innovating quickly and have more modern technology. That could challenge the likes of a company like Salesforce, because the switching costs have now
become low.
In that kind of environment, the price keeps going down to
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the point where there is no margin; we are approaching commoditization. Should that happen, what is going to differentiate one subscription software service
company from another? My belief is it’ll be whether or not companies are able to show real, quantifiable, continuous value from the offering—in other words,
value as a service.
If a company is paying $2 million a year in subscription costs, but they are saving $30 million a year—a figure they have been able to quantify—the
likelihood of switching becomes much lower. Even if it were easy to switch, the company will seriously consider the risks involved and whether the new
vendor will be as good. Yes, they might be able to save $1 million in subscription costs, but the risk of switching for this incremental savings—and the time,
energy, and effort it would take—probably won’t be worth it to them as long as their current service provider can keep delivering $30 million a year in
savings.
That’s why I am convinced that the next step in software as a service is value as a service, and companies will soon be stressing that value in their
marketing. For example, Salesforce.com, in the next iteration of their advertising and branding, might say things like, “We increased revenues of our typical
client by 15 percent within nine months,” or, “We improved lead volumes by 12 percent in the first year.”
Notice what is going on. In the future, satisfying your customer is simply not going to be sufficient to keep them. They will expect you to do that; it
will become the price of entry. You will need to point to something of real economic value in order to keep their business. And that value will be something
that you will need to quantify early and often.
As we said in chapter 2, going forward, it will be up to the vendor
52

Table of Contents

VALUE AS A SERVICE
and customer to determine what value is. And it is possible that the customer could say, “Value is that the software we buy needs to be highly efficient, or it
needs to run processes faster.” But terms like that are squishy. In this instance, it’s hard to know what highly efficient or run faster exactly mean. That’s one
reason the value will need to be consistently quantified. You and your customer will agree that the software will run 15 percent faster, or whatever the number
is. That will allow you to tell, at a glance, whether the vendor is supplying the agreed-upon value.
Once the value is quantified, you can do the math. “Okay, we agreed our purchase would allow us to handle Process X 15 percent faster. We have
twenty people involved in that process, and their fully loaded cost is $100,000 each, or $2 million a year. That means the value provided is $300,000 (15
percent of $2 million), and it also means that the $100,000 purchase we made was a good deal.”
If you are the vendor, you can point out that the $300,000 drops to the customer’s bottom line, increasing profitability and driving up the client’s stock
price.
That is the kind of value conversation you can have when you quantify things versus “We are going to do some stuff faster. Trust us.”
It isn’t surprising that quantifying value is so important. It goes back to the central question, “What is the purpose of the business?” Many people say it
is to “create shareholder value” or “create stakeholder value.” Regardless of what it is, it’s measured off of your balance sheet, income statement, and cash
flow. How much money are you creating? How profitable are you? How fast are your revenues growing? It’s evaluated in business terms first. In the case of
our example, it’s how much money did we save?
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QUANTIFIABLE VALUE EXISTS EVERYWHERE
The fact that we are looking for quantifiable value from someone we do business with shouldn’t be surprising. It is exactly the sort of thing we do in our
personal lives. Let me give you an example.
I came into a little bit of money a few years ago, thanks to some luck and a bit of success at a previous job. Someone from one of the major brokerage
firms—you’d recognize the name of the company he worked for—called me up and said his firm would like to help me handle that money. I thought, Great.
His firm has the experts. They watch the markets. They have all kinds of ideas that they would share with me, in exchange for taking a small percentage of my
money each year as a management fee. I thought that was fine, because I would benefit from their expertise.
I give the guy the money, and I see the market go up. And it goes down. And then it goes up really high, and I call him and say, “Hey, what do you
think? Should we maybe sell a little?”
“No, no,” he tells me. “The firm is really bullish long term. Everything is great.”

Desperately Needed: A Tighter Alignment Between Software Companies and Implementation Firms
Our focus has been on what you need to do within the walls of your company to be successful in a value-as-a-service world. But you must manage your
consultants and vendors as well. Take, for example, the relationship between an enterprise software company you have decided to use and the firm
charged with implementing that software.
These partnerships are often given scant consideration, and that

continued on next page
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can be a huge problem. You can’t say, “We’re going to get the best deal on the software, and then we will hire a consultant we know and marry them.”
That is not optimal.
Most software companies are good at technology. Implementation services firms are typically good at configuration and consulting. At first glance,
these seem to be distinct competencies that can easily be snapped together. But as with most of life, the devil is in the details. And if the partnership is not
a good fit, things can quickly be reduced to finger pointing.
The consultant says, “Well, we did a gap analysis, and we found where the process-to-technology gaps are, and for that, we’re charging you money.”
They think their value added is to analyze your business and tell you to build or buy something.
The technology provider says, “Hey, our technology can do whatever you want. It’s the implementation guys who are misunderstanding it. They
have no idea what they’re doing besides milking you for services dollars.”
While they bicker, the customer loses out.
The client needs to look hard at the partnership, with an eye toward finding those firms that know how to work together to get the customer to a
place of success. And that is the key. It is not about automating what you have done in the past. It is about helping the company redesign the way it does
work, so it can succeed in the future.
Clients need to state this clearly, and then they need to make sure both the enterprise software provider and the implementation firm are truly
focused on their success. To make sure they are, the client needs to ask serious questions of both firms:
• Have they worked together before?
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• Is the implementation partner certified by the software company?
• Do they adhere to similar customer success–oriented values?
• How do they measure joint success for a customer?
• Are they willing to commit to working together as a seamless team to make the customer successful?
It should be clear that both firms understand the transformative nature of what you, the client, are trying to achieve, and that it will be a marriage
between process change and technology adoption.
For that to happen, their incentives must be aligned. If one partner is trying to bill as many hours as they can, and the other partner is trying to charge
as much as possible for the software, they simply aren’t aligned around your success.

Then one day, when the market’s really low, I call the guy asking if we should sell, and he says, “No, no. It’s just a blip. Keep focused on the long term.
Hold steady.”
After a couple of years interacting with this guy, I realized that he was just satisfying me. He was helping manage my emotions through the ups and
downs of the market. But that was his only real value added, quite frankly, because he put my money into five mutual funds and kept them there for the whole
two years I was with him. The funds underperformed the market as a whole, and when you factored in the management fee they were charging me, I was really
behind.
He made me feel better when I called, and he was a great guy.
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But at the end of the day, you know what I cared about? I wanted him to make me more money than the market. And I didn’t care if he invited me to wine and
cheese parties where members of his firm spoke, or if he was nice to me. If I need friends, I’ll make friends somewhere else. So I pulled my money out.
You might be experiencing the same sort of thing in your business dealings. I know we are in our industry. We’re delivering software via a subscription
instead of selling a product, but our customers want more than that. They want us to be focused on their success. As the pressures of global hypercompetition
kick in, switching costs get lower, and commoditization pressures increase, it’s going to come down to what it is that you’re actually doing—whether or not
you are making the customer successful—that’s going to make the difference.
It will take a mind shift to make this work. We are going to have to start looking at customers not as customers, but clients. Why? Because a customer is
someone who buys something, almost in a one-off, transactional way. It’s like McDonald’s. “Oh, we have this many customers that buy our burgers, fries, or
whatever.” A client relationship goes beyond that.
But what we have been discussing is the opposite of one-time transactions. We have been talking about how to make a corporate marriage work, not
about optimizing your next round of speed dating. We have been discussing a long-term, ongoing, client-type relationship that must be focused on
quantifiable value creation. Software as a service is the first step in the shift to longer-term relationships. But it is only the first step. The second is to provide
quantifiable value that keeps the relationship going. We’re moving from transactional, one-time relationships to ongoing ones.
57

Table of Contents

Value: Past, Present, and Your Future
PEOPLE
Even though we are going to talk about this in depth in chapter 5, let me flag something here: To make all this work, companies will need to create a culture
that has a customer success—not satisfaction—orientation.
If you are shipping a product, the company is engineering focused. It’s products oriented. It’s focused on near term: What’s the next product we sell?
When does it launch?
Think about any products company. Let’s take clothing, for example. You’re the lead designer for a high-fashion clothing company. You decide what’s
in fashion. This season, we will offer these kinds of blouses, these kinds of accessories, or whatever it may be. And for whatever reason, let’s say nobody likes
your clothes.
You know what? The next season, you’re going to try again. And the next season, you may have different colors. You may have different styles. You
may have different approaches. That’s all great. You get another chance. If you annoy the customer, it’s not that big a deal. You will be able to offer them
something else soon.

One way to significantly increase the likelihood of your company’s success is to choose individuals and companies to work with that commit to staying
aligned and focused on the only thing that matters in the end: measurable customer value.

But in a subscription business, your orientation has to be around maintaining the customer—keeping the customer forever. That’s why you’re spending
so much money up front to get that
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million-dollar-a-year subscription versus the $3 million you could receive selling the software. Anyone in a subscription-service-economy business has to be
focused on long-term customer success. There is no other way.
When you get the $3 million up front, you don’t have to worry, in theory, for three years. When you get $1 million, you’ve got to worry. Even if you
have a contract that says they owe you for two more years, the reality is that the customer could still walk away if they believe you have not performed. Yes,
you could sue them, but you don’t want to be in a position of suing your customers. The reality is that they can walk, and if they walk, you don’t have the
money. Cash, at the end of the day, is the fuel for your company.
So you have to make the arrangement work. That’s the point. In subscription services, you’re playing the long game versus the short game. You need to
invest accordingly, and a huge part of that investment is with your people. You either have to retrain your employees so that they acquire this different mindset, or you have to hire a different type of person. The orientation has to shift. It needs to be less, “We have to ship this on time” or, “We have to deliver this
or that,” and it needs to be more, “What do we have to do to make our customer successful?”
You need to get your people to a place where they shift their mind-set from near-term customer satisfaction to longer-term customer success. Again, we
will talk about how you do that in chapter 5.
A ONCE-IN-A-LIFETIME LAND GRAB
From a vendor’s perspective, the move to software as a service and then to value as a service represents a once-in-a-lifetime opportunity.
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It’s no different than what happened in the record industry. Music was a product industry for so long. First you bought wax cylinders and 78s. Then, we
moved on to 45s and LPs, then eight-tracks, then cassettes, and then CDs. After that came pay-as-you-go music. You are able to buy any song you want for
ninety-nine cents through services like iTunes.

You need to create a customer-success-oriented company, because you are trying to keep your customer forever.

Today, you have the subscription model via Pandora, Spotify, Rdio, Rhapsody, and the like. You get on Pandora, for instance, and that’s your new
radio. That’s now the delivery medium for your music, and it is a subscription. As long as it’s delivering value for you and you’re successful with it, you’re
not going anywhere. Why would you switch? And if you don’t, Pandora owns you for as long as they provide value as a service, and increasingly, they can
prove that value with metrics: how quickly they access a song you like, how accurate they are in identifying the music you like, and so on.
So it’s like a land grab, or really like a gold rush, to go from these nonsticky-products businesses to a once-in-a-lifetime subscription-services business.
Enterprise software is evolving in a similar way. Let’s go back to Salesforce.com to show how they might hold onto their customers forever. If you’re
storing all of your customer data, your opportunities, your contacts, your leads, and your contact information for all your customers in Salesforce, which is a
subscription business,
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and you’re paying X dollars per month to access that information and collaborate with your colleagues about what would make your customers successful,
why in the world would you ever leave? It’s unlikely you would.
As long as Salesforce keeps up, generally, with innovation, utilizing the best and latest technology, and they help make you successful in measurable
ways that show you how you benefit, your data will probably stay there.
Just compare Salesforce to Siebel. Siebel was a products business. Salesforce, with its subscription model, disrupted Siebel’s model, and they are now
worth much more than Siebel ever was.
Barnesandnoble.com versus Amazon is another example. Remember when the e-commerce battle used to be called brick and mortar versus the web?
Few thought Amazon had a chance. People asked why Barnes & Noble couldn’t just put up a website and put Amazon out of business.
But what those people didn’t understand was that Amazon was offering value as a service. The value was remarkable convenience, which could be
measured by things like how quickly you could locate what you were looking for, how quickly you could put it in your electronic shopping cart and check
out, and how quickly you could hold your purchase in your hands. Amazon did this first for books, then for a wide variety of products that continues to grow
every day (adding even more value for customers). They have innovated in big ways on the logistics front, with free two-day shipping with Amazon Prime,
and they are now experimenting with same-day shipping via drones. They have become the retail distribution arm, and they own every part of the customer
experience. With Amazon, the customer
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relationship became so sticky so quickly that it turned out to be almost impenetrable.
WHAT CAN WE LEARN FROM ALL THIS?
The orientation toward the customer occurs in two steps. The first step is giving customers what they are asking for. In the case of enterprise software, for
example, it was an alternative to buying a product. (They wanted software as a service, and technology innovations made that possible.)

The second step is to ask how a product can be delivered in the most efficient and scalable way possible—a way that provides value as a service that
can be quantified and understood by all parties.
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TAKEAWAYS
•

Software as a service is only a stopping point on the industry’s evolutionary road. It is certainly better for the customer and the providers. But it
is not the end destination.

•

We are going to have to move beyond providing software as a service to providing value as a service, where you can quantify exactly what you
are providing to your customers.

•

The way to make this happen is to create a true partnership—with value creation at its center—between client and supplier. Then, the vendor
must deliver that value or face the risk of being replaced by someone else who will.

WHAT’S AHEAD?
Moving from one way of doing business to another is always difficult. Next, we discuss those companies that were able to make the transition to providing
value as a service and those that weren’t, so we can learn what works and what doesn’t.
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SANDWICHES, STATES, AND SKYSCRAPERS: CASE STUDIES IN VALUE CREATION
In my office, I have two bookcases that hold a couple hundred business books. I bought and read some of those books because I had to and some I read
because I wanted to, but in both categories, most of the content was forgettable. Why? There are the typical reasons: They are full of indigestible jargon; a
bunch of buzzwords packaged as business breakthroughs; and a collection of “silver bullets” guaranteed to solve the problems of any company, of any size,
anywhere—and (of course) they did not.
But if there is a commonality among all the books that are now collecting dust on my shelves, it is this: They all make whatever change they were
advocating sound too easy. Much like the diet or weight-loss infomercials I frequently see on television, the authors of these books make you believe that
your success in implementing
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change is a foregone conclusion—“all” you have to do is this or that. All you have to do is get your people to think completely differently or radically alter
the way you deal with suppliers or “merely” totally redo your sourcing approach or how you handle partnerships.
The authors dismiss in a sentence or two—if they address the topic at all—how difficult it is to alter a business practice or simply to get folks to change
their patterns.
As you and I know, change in the real world isn’t easy. And that brings us to what this chapter is all about.

Value as a service means that you strive to create value for your clients in every interaction, every day, every year for the duration of your relationship.
Whether you will be able to do so hinges on your ability to fully institutionalize the changes needed to bring your organization to a higher standard of
excellence

I have been advocating having your company move to a value-as-a-service business model. And the fact that I just used the phrase move to underscores
that we are talking about change. And any change, even positive change, is difficult and frequently messy.
That can be the case involving the implementation of value as a service, even though the idea is pretty basic.
As all industries become hypercompetitive, companies will need a way to differentiate themselves. I believe the best way to articulate that
differentiation will be by providing demonstrable quantifiable value in every single transaction and customer interaction, and that is where value as a service
comes in. It is a method of execution that appears to be the logical next step in business evolution.
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At the highest level, that is the reason you want to employ value as a service—to stay ahead of the competition. Right below that, there are two other
reasons you will want to follow this approach:
1.

To increase your top line (i.e., to increase revenues)

2.

To improve your bottom line (by cutting costs)

In either case, you must quantify whatever changes you make. There is no room for vagueness. For example, when we work with a client, they might
say that they want to increase efficiency. That sounds good, but how do you do it? Well, you can measure the gap between where they are now and where
they want to be, and put a number on it. The kind of increased efficiency they are talking about might be processing invoices in three days instead of sixty or
streamlining processes so they can cut staff by 10 percent. No matter what it is, there are a million ways to measure the improvements they want to make.
But differing measures—faster processing times versus lower personnel count—can be difficult to compare head-to-head. That’s why you want to
reduce those measures to the least common dominator, so that you can easily do a comparison. And one key metric everyone understands is dollar savings.

Journey to Success
Customer View

Unsatisfied

Satisfied

Successful

Vendor Approach

Products company

Software as a service company

Business results company
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That, in a nutshell, is what we have been talking about so far: Making sure your business is aligned—both inside and out—to achieve real, measurable
customer success. Having a specific dollar figure as a goal helps a lot in gaining that alignment and in driving a certain efficiency in the change you are
wanting to implement.
But in many cases, achieving that new alignment means changing the way business gets done. So we are back to the problem of how to make that
change.
Because, as I said, change does not always occur smoothly, I want to give you case studies—both positive and negative. We can learn from each.
Let’s start with the one that didn’t go the way we hoped it would. At Coupa, we were thrilled to get a chance to work with Subway, the sandwich shop
chain that has more than 44,000 restaurants in 111 countries.
Subway has a typical franchise ownership structure where thousands of its stores are owned and operated by franchisees worldwide. Not surprisingly,
that diffuse ownership can lead to inefficiencies.
To try to gain some economies of scale, the franchisees created an independent purchasing cooperative (IPC), which procures the ingredients as well as
the equipment, supplies, and services used in the restaurants.
We were brought in to try to help improve operations by doing such things as simplifying their ordering system. For example, in the United States
alone, the IPC was ordering from over fifteen different food vendors, and they didn’t have a lot of visibility into which franchisee was ordering from whom
(and sometimes the franchisees would order food directly from a supplier, bypassing the IPC completely).
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Quality wasn’t a problem, although from time to time, a franchisee would order from someplace like Costco, but there were clearly inefficiencies in the
way things were being done. Not only were there places the IPC and their members could save money, but by consolidating buying, they could also smooth
out the ordering, making sure they didn’t have too much of one item—which could lead to waste, if it didn’t sell—and not enough of another. (When
meatball subs are one of your big sellers, you never want to run out of meatballs.)
This was a target-rich environment. Everyone agreed there was a lot of opportunity. And that, ironically, was the problem. When you have countless
things you can work on, people go off in all kinds of different directions, because there are so many attractive choices. Unless you have specific success goals
or metrics—such as we want to reduce spoilage by $500 per month—it is nearly impossible to focus.
And we could never get that focus.

A winning formula:
Shared risk between vendor and customer + complete alignment on goals = Success-oriented approach.
Without that alignment, success is unlikely to happen

While Subway, obviously, had influence over the IPC, it was independent. And its board of directors was composed of some of the largest franchisees—
men and women worth tens of millions of dollars who owned dozens of Subway stores, people who were used to having their own way.
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Some of them understood the need to focus on what would constitute successful business metrics. (For example, “We need to simplify the ordering so
that it’s faster and eliminates mistakes.”) Some didn’t. And the ones who didn’t wanted to focus on what their specific stores needed or how the system itself
would work. (For example, there was an endless debate about the exact wording that would take you to the next page on the ordering screen. Honest.)
The IPC had us meet with the franchisees—we attended three separate annual franchisee conventions—and that only made things worse. Every
conversation we had, we got pulled in a new direction. Imagine getting passes to Disneyworld, getting there, and not going on any rides all day because you
couldn’t choose between them. That’s how we felt. Just about everyone had different thoughts about what could be done to improve their business. We could
try to satisfy all of them, but as we talked about earlier, that isn’t an approach you want to take. You don’t want to satisfy customers, you want to make them
successful, and collectively, the Subway franchisees could never get their hands around what would make them successful. There never was clarity about
what the project was about. Should we make it easier to order from suppliers by tying the franchisees directly into the suppliers’ systems? Should we ensure
that the franchisees never ran out of stock? Should we simplify the steps it took to place an order, or …
And equally important was, what were we not going to do?
On top of all this, the IPC couldn’t agree on how to measure value from the project in any meaningful way. It wasn’t measured in quantifiable terms,
such as, “We’re going to decrease the amount of time that it takes a manager running a Subway franchise to reorder
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paper products by 20 percent, which will give them the opportunity to spend that time on customer service.”
When it came to making improvements, no one knew where they wanted to go. They just wanted to go live, but what did that mean? Despite the
myriad of challenges we overcame (and some, we, as Coupa, never overcame) in terms of technology scale, integration, and change management, we did go
live at a few thousand stores. But we did not know if we were being successful, since we didn’t know what success meant in this case. And if you don’t know
where you are going, you’ll never get there, and that was our experience with Subway.
We never got anything of real significance done in terms of business value creation, and eventually we jointly agreed with Subway to put the project
on hold indefinitely until we figured out whether or not there was something there that would produce real value for the company.
AN INSPIRING FIASCO
Here’s another typical situation, and it happened in our own field: spend optimization.
At Coupa, we weren’t involved in the following in any way, but it is worth understanding because the story is so representative of a massive
undertaking that implodes on itself if it is not handled carefully, and it shows what kind of challenges you can be up against when you try to create
something new.
The situation began with such high hopes. The state of Florida was a market leader and an early adopter in government e-procurement
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technology. They invested in a big way to create their online purchasing program.
Unfortunately, the deployment took longer than everyone would have liked, and in the end, the system had fewer features than everyone had hoped
for, but finally, MyFloridaMarketPlace (MFMP) launched.
The software was up and running, but it didn’t work as well as expected. Adoption was low, and the tens of millions of dollars of anticipated savings
never happened.
The state legislature was not happy.
The problem was that the system Florida had created was neither simple nor intuitive to use. It required too much training. And people were not
required—or even encouraged—to use it. Because the complicated new system was opt-in only, many people simply opted not to use it. Going around the
system was easy, because the old, bureaucratic workflow was left in place.
In the end, only half of the eligible state agencies ended up using the MFMP program, and those that did used it sporadically.
Worse, the state didn’t even end up with a completely streamlined procure-to-pay (P2P) process. Even though items were being procured electronically,
paper invoices in many cases were still coming in to the various agencies, where they had to be checked and verified, then sent out to various finance
departments, where they were checked and verified again. The approval process remained as overly complicated as ever, despite the new MFMP.
The bottom line? The MFMP largely failed to meet the goals of the state of Florida with half-hearted adoption by the few agencies that did use it.
This sort of scenario happens all the time in the private sector as
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well. The existing paper-based system might be old and clunky, but it’s familiar enough to stay with, especially if the alternative (even if it works better) is
complicated.
It doesn’t matter how good your software is if people won’t use it.
In retrospect, thinking about the lack of adoption of the MFMP system, no one took into account the employees who had to use the system every day.
But the problems were worse than that. “[The MFMP system was] hampered by poor project governance, lack of standard procurement processes … uneven
executive sponsorship, and continued dependence on older shadow systems and work-arounds,” reported the Tampa Bay Times.
The state wasted tens of millions in opportunity costs—and even more money than that to clean up the mess the ineffective system created. Perhaps
even worse, it missed out on efficiencies in being able to understand more about its spend (i.e., who was buying what), and it also missed out on aggregating
its spend. If it had that information, it would have had the ability to negotiate better rates or consolidate what they were buying (getting a discount in the
process). They could have saved a lot of money!
So what happened as a result of this failure? What did Florida do in response to this less-than-successful effort? Very little. The system is still in place!
A little over ten years later, they went and did it all over again. They reintroduced the same software, this time in new-and-improved form. But the results were
the same—minority adoption, with redundant systems still functioning.
And the complicated invoice process … Well, that stayed the same, too.
The awful results were also the same.
This story is a true debacle, yet what went wrong in Florida is
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absolutely common. It’s so totally endemic to organizational bureaucracies that we were inspired to ask, Why does it have to be this way?
The answer is, of course, it doesn’t.
As you read the story about the MFMP, you realize there was never any real clarity between the state of Florida and its technology vendors on what
they were trying to achieve together. It was a conceptual design at best. It may have sounded like this: “Oh, let’s have a marketplace. We have all the supplies
coming in and all these things we are buying, and we could streamline the process.” But that is not a quantifiable goal. Were they trying to save money? If
yes, how much? Were they trying to increase competition? If yes, by how much? Were they creating the marketplace to increase access to a unified buying
pool? If that were the case, how many municipalities needed to be involved in the first three months or in the first year to justify the expenditure? (We will
talk about this in detail later in the chapter.)
There were no success criteria defined.
As I said in chapter 2, when we were discussing all the technical problems with the Affordable Care Act rollout, this lack of clarity happens all the time
—in both the public and private sectors. If there isn’t complete clarity around what exactly we want to do, then how can we possibly measure if we are going
to get there? We can’t. And as the Florida and Affordable Care Act website examples show, the result will be suboptimal every time.
What would we have done if someone from the state of Florida had called us, after it was clear they had a problem with the MFMP, and said, “Can you
help save us?”
Well, the first thing we’d do is ask, “How do you define saving us? Clearly, you have a problem, but what is it that you’re trying to achieve?”
73

Table of Contents

Sandwiches, States, and Skyscrapers: Case Studies in Value Creation
This, by the way, is the sort of question we ask all the time. We call it forward posturing. We say something like this: “Let’s assume we start working
together, and consultants get involved, and software gets evaluated. Lots of plane tickets are bought so we can see one another, and lots of meetings are held.
Three years pass, and everyone has worked really hard. How will we know whether our joint efforts—your efforts, my efforts, your team’s efforts, my team’s
efforts—have produced something that generated something that has measurable outcome, that has real value?”
In other words, what does mission accomplished look like? Is it that all departments within the state of Florida have access to the marketplace and have
decreased their spending by 15 percent? Is it that orders are being placed 20 percent faster and with 10 percent fewer people? What are the specific goals?
And once we know what they are, I’d ask, “Are you willing to make the trade-off decisions to get there? Are you willing not to send me a threehundred-page request for proposal (RFP) document for all of the things you would like to have, and instead include only things you need to achieve your
goals? Are you willing to tie people’s bonuses to achieving specific objectives? In other words, are you truly committed to making this program a success?”
Yes, I know what the pushback is going to be. In the case of government, they are going to tell me politics are involved, that we need to include certain
things to satisfy certain constituencies. But that is no different than what happens in the private sector. In any project anywhere, you’re going to have a lot of
constituents who want different things. And obviously, all those different wants need to be considered. But, as we have talked about, it is impossible to
satisfy everyone. Trying to do that only guarantees that you will produce a
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watered-down product or service—one that is not going to be particularly effective.
There needs to be a unified, guiding set of principles and, most importantly, a clear set of measurable success criteria for the deployment. And that
means the people in charge need to be able to separate the nice to haves and focus on must haves first. In the case of the state of Florida, for example, if the
ultimate goal is to have a balanced budget, then everyone involved needs to agree on which three things need to get done to make it happen.
But in the case of Florida’s rollout of MFMP, that kind of clarity never occurred.
ON THE BRIGHT SIDE
In contrast, consider the work we did for AECOM. Like the Florida rollout, it was a complex project, but unlike the State of Florida, AECOM had strong
clarity about what they were trying to achieve.
AECOM is a Fortune 500 company with more than $19 billion in annual revenue. The massive construction firm operates all over the world, but it did
not have one unified way of accounting for costs. (That was not surprising. Just about every project had its own cost structure, and costs associated with each
project were charged to that project.)
At the highest levels, the company was clear that it wanted to change and was equally clear on what its goals were. It wanted to go from having zero
spending under management to 80 percent spending under management. And that goal was set at the top of the organization. Unless you get the C-level to
make the call about what they
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want to accomplish, it is hard to get people aligned. Everyone will have their own agendas, as we saw with Subway.
Understanding a change like the one that AECOM wanted would not happen overnight, so management set an interim goal of saving $10 million
during the first phase of the project. This process is, obviously, in stark contrast to what Subway and the state of Florida did.
Another key difference? Neither Subway nor Florida had a lot of experience rolling out a new software program organization-wide. That wouldn’t have
been a problem if they had focused on specific goals. But since they didn’t, it just compounded the problems. AECOM had lots of experience in software
rollouts, and because they were focused on the end goal, it was easier for them to stay on track when the inevitable problems arose.
And, of course, they did.
AECOM had all their financials in Oracle, which is a big, monolithic application. AECOM (through Oracle) was tracking something like sixty
thousand individual projects, and the challenge was to get a handle on the overall spending (i.e., what they were paying for concrete, labor, services, and
everything else they used in each project). That was a big task, and it was compounded by the fact that they were calling certain costs one thing and our
software was designed to record it as something else. So every time an expenditure happened, we’d have to go back and reconcile the two systems. We’d have
to push back into their system and pull back into ours for a lot of disparate data. This meant that there were transactional integration points across thousands
of projects, requiring that Coupa and Oracle interact with each other literally thousands of times per day in order to stay in sync. But because we knew what
we were trying
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to accomplish, it made it easier to solve those challenges. Ultimately, the integrated teams, composed of employees of both AECOM and Coupa, delivered
against the set of success criteria, resulting in massive value creation for everyone.
QUANTITATIVE CONSIDERATIONS
How can you make sure you are focused on creating success for your clients? It begins with a major mind shift. You move from a process orientation (these
are the things we do, day-to-day procedures) to a goal orientation (i.e., here’s what we need to accomplish specifically in order to be successful). You change
from concentrating on activities to the outcomes we need to accomplish (and how are we going to do it?).

Success equals quantifiable value

As you make this shift, you want to keep the following things—both positive and negative—in mind. Let’s start with the negative.
1.

You never want to port your old ways of doing things onto a new process or technology. In other words, you can’t assume that because you
employ a new technology, the same process will somehow get better. That’s one of the biggest mistakes you can make. If the process wasn’t
working as well as it should to begin with, the new technology is probably not going to solve whatever problems you were having.
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2.

Similarly, you should never constrain yourself with your previous way of reasoning. A this-is-the-way-things-have-always-been-done-aroundhere kind of thinking should be eliminated. Part of the reason you’re investing in new initiatives is that you want best practices to enter your
organization. Let them.

3.

I know I have said this already, but I can’t stress it enough. You should not kick off a new initiative or program, or introduce a new process or
piece of software, unless you’re 100 percent certain of what your objectives are, and you have gotten broad alignment with most of the key
constituents around the objectives. It’s not just that you know what you’re trying to accomplish—although that is vital—it is that everyone
around you does too, and you have gotten buy-in from all the people who you need to make it happen.

4.

Never trust consultants to do the heavy lifting for you. You should never ask, or expect, them to write those goals for you. You could trust them
to give you advice, but ultimately, you ought to hold yourself accountable for determining what those goals should be.

On the positive side, you want to set the following sorts of quantifiable success metrics. (The list is meant to be illustrative, not exhaustive.)
•

Increase the number of people who are using the new program or process by 20 percent.
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•

Increase cost savings. We want to save this much in dollars or cut the current spending by 15 percent, for instance.

•

Gain visibility. Today we have 20 percent visibility into the places where we’re spending money. We want to improve that by 300 percent. So
three months from now we want to have 60 percent visibility.

•

Improve our on-time deliveries by 25 percent, or cut the time it takes to process a purchase order in half.

•

Make sure we can get early payment discounts (a reduction of 2 percent if you pay within ten days would be an example of what we are talking
about here) 100 percent of the time.

•

Improve our compliance with company policies from 75 percent to 95 percent. That would include making sure people aren’t buying things they
are not supposed to.

•

Track against best practice benchmarks. Today we are at 80 percent of best in class. By this time next year, we will be at 90 percent.

What would be your next step? Well, once you have complete clarity on the goal, you could list all of the obstacles that would prevent you from
successfully completing that goal. And underneath every obstacle, you could delineate methods for overcoming them. So on top, you might have the goal.
The level below could contain three obstacles. And then below these obstacles, you might have six different ways of overcoming each.
Then you would determine the path of least resistance to overcoming each challenge and getting to the outcomes you want.
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DO THE MATH
You could set a measurable objective, like saying your goal is to save the company $12 million within the next year (or whatever period of time you choose).
But is that a good thing?
It sounds like a silly question, doesn’t it?
But it isn’t really. If it costs you $15 million to save $12 million, you are falling behind. That’s why you need to know how much that change
management program—or whatever initiative we are talking about—designed to save the $12 million is going to cost you. More specifically, in the case of a
purchase of a software subscription, for example, you need to calculate with a certain degree of accuracy how much it will cost to buy the software, implement
the software, maintain the software, and get the people around the organization that need to be involved to interface with the software (i.e., use the software).
You must go through the change management that’s required to implement anything new—including a new cost-saving initiative—and figure out every cost
so you have a sound business case that you can track against on both the improvement side (i.e., the value or saving side) and on the cost side to hold
yourself accountable.
As many know, every time you do something new—especially if it involves an IT project—you have to make a business case. You have to create a
return on investment (ROI) model. You have to build a total cost of ownership (TCO) model. And the truth is, most would agree, that those analyses get done,
but they would also agree that those analyses end up getting tossed out the window about five seconds after the purchase decision gets made, and are never
revisited. I’m serious. Of course, I am speaking in broad strokes, but it’s largely true. You and I know it happens all the time.
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But that shouldn’t be the case. Not only do you need to do the math when you want to justify a major new investment, you need to track it as well. You
need to track whether or not your financial objectives are being achieved over time. You need to determine what your true ROI and TCO are.
The good news is, leaders of your business have asked executives and others to justify the investment before it is made. That is absolutely the right
thing to do. But probably one of the things they’re not doing right is they’re not holding people accountable for ensuring that they monitor the investment
for value over the long term.
My guess is that will change and probably fairly soon. Operational efficiencies and competitive dynamics will force people to prove that they are
getting ongoing value as a service from their providers. And the providers that are best suited to justify that will stand the test of time and thrive. There needs
to be ongoing savings, especially when you provide a subscription service. It can’t be a one-time thing.

Yes, We Practice What We Preach
This book is not intended to be a commercial, nor are we particularly comfortable bragging about ourselves.
That said, people ask us all the time if here at Coupa we practice what we preach. Do we provide value as a service? The short answer is we try to
every day. As for a longer answer, we figured the easiest—and most objective—way to answer the question was to let a handful of our clients respond for
us.
We asked those clients to highlight a key benefit or two they received from working with us and then to quantify the savings or
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economic gains they received over a twelve-month period. So the numbers you are about to read come from them, not us.
Here’s what they said. (You can watch and hear most of them and more if you go to http://www.coupa.com/results/.)
• Cliff Gott, director of nonmerchandise purchasing, Fresh Market (the publicly held two-hundred-store chain that has supermarkets in more than
half the country): “We open on average twenty stores per year. Coupa has allowed us to support our stores with less people in the back office
than we had three years ago.” Among the advantages of working with Coupa were the following: Fresh Market reduced the time to process a
purchase order from fifteen minutes to five. That worked out to be a savings of $7 per PO. Since the company handled 51,988 POs in the last
year, that alone saved the company $363,916. The total twelve-month savings were $1,809,320.
• Rone Luczynski, managing director of supply chain management, Service Corporation International, the $2 billon-plus-in-revenues funeral
services firm. Among the advantages we provided were the following: We reduced supplier overpayments by $1.3 million and allowed the
company to take $500,000 in early payment discounts. The total twelve-month savings were $6,660,603.
• Mike Van Gerven, NEC (the $8 billion-in-sales global electronics firm) head of procurement for Europe, Middle East, and Africa. Among the
advantages was a 50 percent reduction in purchase order approval time. The total twelve-month savings were $2,000,814.

continued on next page
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• Curt Metzger, director of finance, Concentrix Corp (whose 70,000 people operate in twenty-five countries). Among the advantages we provided
was a $16 million savings compared with the supplier they had been using. We cut the cost of processing 56,000 invoices, 32,000 POs, and
30,000 expense reports by $840,000. The total twelve-month savings were $30,440,685.
• David NewVine, vice president of $25 billion-in-assets First-Merit Bank, which serves the Midwest. Among the advantages was a 30 percent
reduction in hand-keyed invoices, and we decreased the cost of issuing purchase orders by 50 percent. The total twelve-month savings were
$3,110,590.
• Jeff Gray, procure to pay manager, $42 billion-in-assets Silicon Valley Bank. Among the advantages we provided were being able to build
auditor compliance questions into purchase acquisition requisitions, saving $10 per invoice processed, and taking advantage of early payment
discounts. The total twelve-month savings were $15,839,387.
• Hyrum Kirton, vice president procurement, Avalon Health Care, which operates in Utah, Arizona, California, Washington, and Hawaii. Among
the advantages we provided were reducing the number of people processing invoices from sixty to twelve and getting invoices approved in less
than eight hours when it used to take three days. The total twelve-month savings were $5,522,468.
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THE CASE FOR CHANGE
In the abstract, it is difficult to make a case against what we have talked about here. Everyone wants to provide value to their customers.
But business does not happen in the abstract. And as we said at the outset of the chapter, change is difficult. Inertia and entrenched ways of doing
business can be compelling forces of resistance. You know the pushback: “We have systems in place, people know what to do now, and it has taken us years
to get to the point where we are now. We don’t want to change.”
I understand. But if you don’t adopt this mind-set, you are likely to be less operationally efficient than your competition. You are going to have slack
in your business, and that slack over time, in a hypercompetitive business environment, is going to slow down your revenue growth and cause you to lose
market share or become less profitable. Ultimately, you are going to be worth less to your shareholders and stockholders if you don’t change. And this is true
for every industry.
The funny thing about this is that if you don’t do it, the fact that you will start falling behind won’t be immediately obvious. The harmful effects of
your operational inefficiencies won’t be easily observed until it’s too late. It will be as if you are a boat with a tiny crack and the water is coming in a drip at a
time. It may take some time, but the boat will eventually sink. That’s why having the mind-set of providing value as a service earlier on will put you in a
better position to stay afloat and remain competitive. You’ll be more nimble, efficient, and (ultimately) successful.
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TAKEAWAYS
•

If you don’t know where you are going, you will never get there. Before you begin, there needs to be clear agreement on the specific goals for the
project.

•

There can be lots of debate up front about what the goals should be. But once they are set, everyone needs to agree to them and then try their best
to make them a reality.

•

Having the goals in mind will make it easier to solve the inevitable problems that crop up. Everyone will be able to work toward a common
solution with the end goal in mind.

WHAT’S AHEAD?
How do you create a corporate culture that is relentlessly focused on value creation?
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VALUES CREATE VALUE: WHY YOUR CULTURE MATTERS
So how do you do it?
How do you create a company that is devoted to creating value, one that is dedicated to making its customers successful?
The typical (and easy) answer is to say, “It starts at the top.” And for some old-line companies, that may be right.
This top-down approach can be accomplished when you work in a highly regimented industry that is resistant to change: where innovation is
unnecessary, entrepreneurial behavior takes a backseat to process-driven thinking, and operational discipline is often sufficient for success.
For example, maybe you’re part of a centuries-old manufacturing company, and all you need is a foreman or a plant manager telling
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employees what to do, or you need to figure out how to get the assembly line to go faster.
However, in an information-driven economy, especially if you work for a knowledge company, as most companies are today, I don’t think the topdown approach is the way to go, for at least three reasons—and two of them have to do with the way the organizational chart is typically constructed and
construed.
If you think about the typical organizational chart, with the CEO at the top and the least senior people at the bottom, the assumption is that the people
at the top have all the answers.

As a CEO, I can tell you we don’t. We have experience and a certain set of skills and expertise. But a lock on all knowledge? No. And we should not be
seen that way. Instead of being viewed as people who tell the organization what to do at all times, our role should be to support the company and our
employees as they take care of our customers and help them be successful. (I’ll talk more about that in a minute.)
The second problem with the traditional org chart is all the linkages and interconnected lines you see. The implicit—and real—message
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they send is that if you are not at the top of the chart, you need to get approvals for just about everything you do from all those above you. How frustrating is
that?
And that brings us to the third point.
Not only do you have to get approvals, the org chart—with all its reporting lines—makes clear that the people above you are going to tell you what to
do. No one wants to spend the entire day at work being bossed around. People—especially millennials—want to have a way to express themselves at work.
They don’t want to be ordered about.
It is clear from all this that the traditional org chart doesn’t work well today. It is inhibiting to a knowledge-worker environment where creative- and
qualitative-type work is being asked for.
Just as blindly mapping your old ways onto a new process or technology makes little sense (as we discussed in chapter 4), we realized that replicating a
culture that was optimized for the Industrial Revolution did not make sense for us either. So we started to think about alternative structures.
We thought about having a free-flowing culture, where work-groups are created around their own projects. They would innovate, try different things,
and then take them to market. It’s an intriguing structure, especially for research and development (R&D) groups that are charged with coming up with gamechanging innovations. Nine out of ten fail, but one out of ten can change the world, as Google has shown.
But that way of organizing didn’t make sense for our business. We couldn’t figure out how we would be able to provide value as a service on a
consistent basis company-wide with that approach.
So we literally decided to flip the org chart on its head and created
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an upside-down org chart. What this new structure says is that my job as a senior leader is not to tell my employees what to do and then have them go do it,
but rather to create an environment and a support structure for them to stretch themselves and leverage their strengths and their aspirations to drive the
company forward.

Inverting the org chart was the right thing to do. It made sense to have as many people as possible doing all that they could to help our customers
succeed. I really do believe the adage that all of us are smarter than any one of us.
Okay, so far so good.
But remember, we are trying to create a culture of value creation. Having everyone do their own thing—a message that the inverted org chart could
send—is antithetical to that.

Employees don’t want their boss to control them.
They want their boss to support them.
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The challenge became how could we let people who are smart, creative, and inventive—people who want to be free to do their best work—contribute
to our customers’ success and still create a uniform approach for doing so?
Let’s pause here for a second. You might wonder why we didn’t decide to do what some companies do in this situation and simply tell everyone, “At
all times, use your best judgment.” Wouldn’t that take care of the problem?
The answer is no, and there are three reasons why.
1.

My best judgment may not be as good as yours, so you don’t want to be using my best judgment. We want to rely on the judgment that will
produce the best results for the customer.

2.

The fact that you and I have differing standards of what best judgment is means we are not aligned, and that means we don’t have a true corporate
culture focused on creating value.

3.

While we certainly want people to be creative, we don’t want anyone to do something that could put either our clients or our company at risk. So
we need some sort of rules or template we can all follow to ensure our behavior stays within acceptable bounds.

What this means is that an upside-down org chart is only going to work if everyone has—and adheres to—a common set of core values. We need to
have a general understanding of how we will operate together, and the values provide that. If you don’t have a common set of core values, then work could
easily become a free-for-all and
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an unmanaged type of environment—and no one, not us nor our clients, will benefit.
These values create a commonality that helps form a strong bond between everyone in the organization, which gets all of us driving in the same
direction.
HERE’S HOW WE THINK OF THIS
Early on at Coupa, we identified three values that we think are critical to making sure not only that we survive and thrive but that our customers do too.
Those three values are—
•

Ensure customer success

•

Focus on results

•

Strive for excellence

It’s about our customers, us, and how we will engage together.
Here’s how we think of these values: They serve like guardrails on a hiking trail or the bumpers that they put in the gutters of bowling alleys during
kids’ parties (to keep the balls rolling down the lane). They are things that not only keep us out of trouble but keep us on the right path.
At the outset, everyone at our company agreed that these three core values would be our guiding principles (see “What Are You Organizing Around?”).
Our strategy may change and so might our tactics, but these three things will remain absolute.
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What Are You Organizing Around?
You get a new job at a new company, and you tell people, “I just joined this organization.” Or you meet someone at a party and you say, “I’m a part of
that organization.” After you say that, you have to ask yourself, “An organization of what?”
And from a manager’s perspective, what are you organizing? You’re organizing people, right? So what are you organizing them around? Are you
organizing them around daylight savings time? Are you organizing around the weather, around their interest in comic books, around their experience set?
Probably not. But what is going to bring this diverse group of talented people together? Values: a set of common rules or norms that set how an
organization will operate every day, no matter what. That’s what we decided to do—organize people around common values.
Here’s how we did that. When our company was far smaller and we only had twenty-five people here, I asked all twenty-five what they thought our
values ought to be. And then I reviewed all twenty-five answers, looking for commonalities. Then I proposed these three values to the group, and all
twenty-five of us agreed.
Since then, every time we have taken a serious look at these three values, we’ve decided they are the right three, and we have kept them. By this
point, I don’t think we could change them. It’s a binding force at our company. It is part of who we are.

Let’s look at them in a bit more detail.
92

Table of Contents

VALUE AS A SERVICE
ENSURE CUSTOMER SUCCESS
This ties back to our discussion in chapter 2. We don’t want to satisfy our customers—although it is nice when it happens—we want to do everything in our
power to make them successful. The customer-success model aligns our interests with the interests of our customers in quantifiable ways. If the customer is
successful, we are successful. That’s why the wording ensure customer success is so important. It’s not consider customer success; it’s not reach for customer
success; it’s not strive for customer success. It’s ensure customer success. In other words, no matter what, create a set of measurable, quantifiable value for the
customer that they can raise a flag around (jointly with you) and say, “We’ve been successful.” You want to achieve ongoing value creation.
FOCUS ON RESULTS
This follows logically from the first point. We firmly believe we are accountable to our customers to produce results. That is why achieving real, tangible,
positive results is built into the DNA of our company and every employee and partner we work with. We see this as our most important responsibility, day in
and day out: Produce results for our customers and produce results in all our efforts. You could focus on a lot of things, but your focus on a daily basis ought
to be on producing some kind of result, making sure you are getting something done versus simply processing things.
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STRIVE FOR EXCELLENCE
The idea is not to be excellent. And it is not, “Never make mistakes.” It is about striving toward excellence, which recognizes that true excellence does not
exist. There is no such thing as human-made perfection. But as long as you’re consistently striving for it, even if you’re making mistakes along the way,
you’ll constantly be getting better.
Striving for excellence is about never lowering the bar. Once they sign, too many customers have fallen victim to the blasé attitude and behaviors of
their vendors. We strive for excellence by raising the bar for ourselves and for our customers. We constantly ask ourselves how we can be better than we were
yesterday. That way of thinking ensures our customers are not only receiving great results but are getting the best we can offer on a day-to-day basis. We are
constantly improving and innovating, which means our customers have the best product the market has to offer—bar none. And they can and should expect
that they will continue to benefit from our continued quest for excellence. In the immediate future, this will be the standard that all customers will hold their
vendors to.
“A man’s got to have a code, a creed to live by.”
—John Wayne
We think these three core values help build a culture that is best aligned with ongoing value creation. If you believe in these three values, you will do
well here. If you don’t, you won’t.
Now, notice what is going on with these values. There is an internal element to them. It requires you—as an employee—to dig deep and say, “What
does excellence really mean to me? Not just what’s
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being demanded of me by the outside world. But what does it mean to me, in the context of helping customers succeed?”
This is by design. For example, when you ask millennials, the people born since 1980, how they think about their careers and where they want to apply
their efforts for the next thirty-plus years, most of them will say they want to be involved with something that has some sort of purpose. They want their lives
to be related to something that has a real meaning. They want to have the autonomy to express themselves purely and authentically. They don’t want to be
told what to do. They have access to all the information in the world at their fingertips. They don’t want to be enslaved into something that isn’t the best
expression of themselves. If you, as an employer, are not supporting them during the forty to fifty to sixty hours a week of their life they are spending at work,
then you’re probably going to lose them to those that are willing to.
So if you want to attract, retain, and develop the best people so you can win in the marketplace, you need to think about supporting them by providing
common guiding principles more than making them follow strict demands.
THIS IS NOT A ONE-TIME THING
You can’t, of course, simply say once, “Listen up. Here are our core values,” and then list them and expect them to take root. You have to talk about them
time after time. You constantly need to overcommunicate them using different examples and different wording all the time, so that people internalize the
values and make them their own. I promise you will be bored delivering the message long before anyone else is.
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At every all-hands meeting at the company, every single one, I review the core values. And all of our performance reviews are based on the ways people
express and adhere to them. That’s what we review people on.
When we conduct an evaluation, the employee writes a self-review around how they’ve shown the ability to ensure customer success, focused on
results, and striven for excellence.
How does this work?
For ensuring customer success, you might write, “I was the project manager on three customer deployments, and we met the measurable success criteria
defined during the sale cycle. All three projects were completed within allotted time frames, they produced the margins we expected, and they came in within
budget.” Those would be things that ensured customer success.
For focusing on results, you might say, “I identified an inefficient process of communication between the professional services, product management,
and support teams, and encoded, gained alignment, and rolled out a technology solution that improved communication inefficiencies by 50 percent.” Or, “I
improved speed of response time by 25 percent,” or something like that.
And then for striving for excellence, your answer could be something like this: “After last year, when my best presentation was graded a 2.8 out of 5 at
the annual conference, I worked hard on both my PowerPoint and communication skills and this year received a 4.3.” You showed that you are striving to
become a better presenter, and you’ve quantified the improvement you’ve made.
Your supporting manager would have an opportunity to weigh in on your responses to see if they saw it the way you did. Then, we stack rank
employees in every department by those that delivered
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the most customer success, delivered the most results, and showed they were striving for excellence by trying to stretch themselves.
Based on all those criteria, we award bonuses, equity distribution, and compensation increases, and we decide who is going to get promoted. So these
values—and the customer success that they produce—define a person’s ability to earn more, get promoted, and take on more responsibility.
But we go even further: When it comes to our core values, our quarterly MVP awards are given to those who stand out in the way they exemplify our
values. The MVPs are voted on by everyone in the company, so everyone gets to grade everyone else.
Here’s how that works. Every three months, we send out a list of all employees in the company on a spreadsheet. And everyone in the company can
anonymously write some commentary and rate their top three people, the ones who exemplified each of the three values. So you could end up nominating as
many as nine people, three for each value.
We tabulate the nominations, and those who come out on top receive awards. This is another way of reinforcing that these values are important.
Sometimes people get a trophy. In certain unique cases, we have given out up to $10,000 to take a vacation.
Not only do we want to reinforce the values, but we also want to thank people for doing what helps us as a company.
Our walls have the core values written all over them. We have them in the conference rooms. Plus, we have them on the reverse side of our employees’
name plaques on their desk. On one side are their name, title, and a list of interests, and on the other side are the core values—so they always have them in
front of them. In addition, a senior person copied on an email may respond, possibly
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company-wide, “Hey, what a great example of focusing on results, or ensuring customer success, or striving to achieve excellence.” We let the entire
company know when we see people living our core values.
And all of our customer presentations and investor presentations showcase our values.
The values define our culture. They permeate everything everywhere, and they’re consistently reinforced through every method possible. That’s
probably the easiest way to say it.
Now, people sometimes misunderstand the values. That’s inevitable, and it is okay. When they do, it is another chance for the leaders in the company
to reinforce why the values are so important.
Let me give you some background to the story I am about to tell. In our company, we have a culture that includes a tolerance for making mistakes. For
example, as we have seen, the third core value is to strive for excellence, and as part of striving for excellence, the idea is that it is okay to make mistakes if
you learn from them. So “Take risks, but learn if you fall short” is part of our culture of striving for excellence. And we reinforce that culture by sharing
mistakes openly among the group.
That’s the background. Here’s what happened: One of our guys, someone who is well educated, bright, and has accomplished a lot for us, was updating
the group about a project he was working on for the management team. We love this guy. He is hard working and gets a lot of stuff done.
Because our values are so important, he was charting his progress on the project against all three: ensure customer success, focus on results, and strive
for excellence. He got to the second core value, focus on results, and he had the word status. And in the column he
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wrote, “Spoke to VP of professional services in Europe about XYZ Company.”
I stopped the meeting and said, “How is that a status, man? I talk to a lot of people all day long. I’m talking to you right now. You want me to put that
on the slide? Just that you spoke to somebody doesn’t mean anything to me. That’s not a focus on results. Status, to me, is when something’s moved forward,
like for example, you and he agreed that this will be the next three steps to complete task four. Giving me a status report that says you talked to someone is
not acceptable.”
He saw the problem and understood it immediately.
When we had an all-hands meeting a few days later, I said, “Hey, do you mind if I share this example with the group?” And I wanted to because
everyone loves this guy. But my point was to show that even the best of people sometimes get lost in process and forget to maintain a relentless focus on
results. And that focus on results is what we value.
I did not make him look bad when I talked about it. I made him look good in the sense that here’s the CEO putting him in the spotlight and showing
how he’s adhering to the third core value, which is strive for excellence, by getting better as a result of what he and I talked about. It was a chance for me to
reinforce our values.
TAKING HOLD
How do you know the values have been internalized? It goes back to our earlier discussion of how people have to interpret them for themselves. You can’t
simply do this from the top down. You don’t
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say, “These are our core values. Live them.” You constantly showcase the benefits of the values so people buy into them on their own, because it makes sense
for them. For example, most people want to get promoted. Well, if you work at our company, you see that the people who get promoted live our values. They
help make our customers successful. Or they see that we have won business because of our values, and they make the direct connection between our values
and our company’s success.
So, as an employee, you come to understand that our values need to be a foundational element of your work and, in a funny way, a cultural norm. You
get dressed in the morning. You brush your teeth. You eat breakfast, lunch, dinner. It’s the same thing with our values. It becomes part of how you conduct
yourself, simply because you see that the people around you are incorporating the values into their day-to-day work lives.
Now, there is definitely a self-selection process at work here. We talk about our values as part of the interviewing process, and we try to engage in a
conversation about them. Often, people apply here because they hear about what we believe in and they find it like the proverbial breath of fresh air
compared with where they are currently working. Or they agree that this is the way things are going in the future, and they want to be part of a company that’s
adopting those principles now rather than being forced into thinking about them in the future.
Other people hear about the values and they self-select out. They don’t want to define their working life in terms of customer success. Or they need
excellence defined for them. Or they are simply not assertive enough to have serious conversations with clients about
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what success is. They would rather do whatever the customer says and satisfy them, as opposed to helping them produce real value. These are the kinds of
people that have self-selected out or have been asked to leave if we hired them by mistake.
This is true for senior managers too, by the way. Some people like the command and control structure of the typical org chart and refuse to join us.
They enjoy the power they have in the traditional organizational structure, and they don’t want to give it up. The upside-down org chart is a great qualifier or
disqualifier of the type of management we want to have in our company.
Now, of course, people try to put their best foot forward in interviews, so they may say they totally endorse our values when they actually may not. So
you look for proof.
Let’s take a real example using the second core value, focus on results. This is the easiest one. Are there bullet points on the resume of the person you
are interviewing that show what they have achieved, or what the team they were part of achieved? In sales, for example, people say things like, “I closed 250
percent of my quota.” A programmer might say they coded this module, which resulted in a 25 percent productivity gain, or that they received the innovation
award three years running in their current company. Those are the kinds of things you are looking for, instead of, “I led a team of people doing stuff
somewhere.” That’s great. But the team might not have accomplished anything.
So you look for proof points of our three core values. For strive for excellence, can you see from their resume that they are growing in their career? Can
you see a logical progression that shows that they were striving for something greater every year in their professional life?
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HOW DO YOU KNOW THIS IS WORKING?
The ultimate test for whether you have built a value-creation culture is to look at your measurable success and ask if your company is flourishing.
•

Are you taking market share faster than others?

•

Are you doing things that are disrupting huge companies and reshaping your industry?

•

Are you winning customers at a rapid pace?

•

Are customers staying with you for longer than you had initially anticipated, or longer than they stayed with the competition?

In other words, you measure it in the business results of your organization. That’s what leaders are accountable for in the end. They have to create a
company that delivers. If you are doing that, you are probably on the right track.
You can see if you are creating value in other ways as well. Here’s one of my favorite examples: There was a person who joined us in a senior position,
someone who told me during their interview they would be extremely comfortable with our culture. They weren’t. They were extremely political. They wrote
tons of CYA emails and clung to a top-down reporting structure. On top of that, they would hoard information as a way of trying to make themselves more
powerful.
And what happened was—and I was so excited about this—the organization did not let this person thrive. It was like the body rejecting an infection.
The person became increasingly isolated and eventually left. This showed me the culture was self-enforcing and
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that the culture is going to kick out those who don’t fit, cannot adapt, or cannot carefully help us evolve as a company.
When you have an organization that operates that way, and produces solid results for your clients, you know you are on to something good.
REWARDS
To make this work, you need to have highly differentiated rewards. You need to prove to people that the values are important and that if they live them, they
will be rewarded appropriately.
At many companies, a person might be outperforming her peers by a factor of two or three, yet her compensation is maybe 5 percent more. That isn’t
right. Not only is it demotivating, it sends a message that you aren’t serious about your core values. If your core values revolve around making your
customers successful, and someone does that, they need to be rewarded.
At our company, if you are significantly overdelivering in terms of performance or showing a level of potential that’s significantly above and beyond
others, we’re not afraid to have a differential of anywhere between 10 percent and 100 percent in total compensation compared to people in similar functions.
Some people, especially if they are not getting the higher compensation, might say it isn’t fair. But it is extremely fair. To the person who is
complaining, I would say, “Look, you are performing well. You are doing about what we expected. And the market rate for what you’re doing is (let’s say)
$80,000 a year, and that is what we are paying you. If you weren’t doing good work, you wouldn’t be here. We would help you find another job. But you’re
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doing well, and we thank you, and part of that thank you is paying you fairly.
“But the person next to you, who has a similar job, is producing at an exceptional rate, and because she is, we are going to pay her proportionally more.
Over the course of the last year, if I look at what she’s achieved, it’s created substantial value for the company, and that is why we are paying her a
significantly larger bonus amount. So, yes, we want a high differential. It doesn’t mean you’re bad, but it means she’s exceptional. It also means that Joey
down the hall, who was also making what you do but wasn’t performing anywhere as well, is no longer here.”
We are comfortable giving bonuses that end up being more than 100 percent of someone’s base compensation, if they are extraordinarily productive.
TWO EXAMPLES OF THE VALUE CREATION CULTURE IN ACTION
Up until now, we have only talked about how the value-creation culture works internally. It only makes sense to show it in action (i.e., operating to help
make customers successful).
Let me give you two examples.
As I have said, typically, companies try to satisfy their customers. They provide what the customer asks for, and if they do that successfully, they feel
pretty good about themselves. If the product or service performs the way it is supposed to, and they can answer any questions the customer has, they believe
they have done a great job.
In a value-creation culture, you want to take it a step further and make the customer successful. Satisfaction is nice but not truly
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necessary. Success is. And as I said, the way you make the customer successful is by sitting down with them and coming up with quantifiable business metrics
that they and you need to achieve. In the process of doing that, you may help the client see that they have more opportunity than they thought.
That was the case in our work with Conway, the huge trucking and logistics company that is now part of XPO. When they became a customer, we did
what we always do. We sat down and asked, “How do you define success? What metrics do you want to put into play?”
As we have talked about, that’s a new conversation for many customers, one they aren’t used to having. Usually, from their perspective, it’s more like,
“Look, I’ve already bought you. Just go away and let me use you.” So, we have to assert ourselves and say, “Look, you did buy us. And we thank you for that,
but we want to go above and beyond and help you achieve your business outcomes. Let’s talk about how we can do that.”
So we had that conversation with Conway, and out of it came the determination that they wanted to put $500 million worth of addressable spend
through our system. We said great, and we got to work on that.
Now, there were some hiccups on both sides. They had some internal challenges getting buy-in from some of their people. Some people were reluctant
to use the new program. That is always the case when you introduce something different. And there were some bugs on our end in integrating with the way
they do business, and that hampered adoption as well. But at the end of year one, we were well on our way to solving the issues and hitting the agreed-upon
goals.
At the end of the first year, we had put about $260 million through
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our system and Conway had saved $13 million. Most companies—the ones who are happy to just satisfy their customers—would have stopped there. But as I
said, you shouldn’t be aiming for customer satisfaction, and we don’t either. So, we sat down and asked what else we could do to make them successful and
inserted ourselves into their internal project teams. When we did, we discovered that they had $700 million a year they were spending on fleet maintenance
that they were not pushing through our system. So we asked the basic question, “Why?”
They said, “Well, this is a complex spend category. It’s attached to different systems, so we haven’t really looked at that.” So we asked the question
again, “Why?” We continued to get deeper and deeper into it. Money is money, right? They were spending this $700 million, and there was a chance for cost
savings. It turned out that figuring out a way to put that money through our system was easier than they thought. Then, all of a sudden, their goal went from
putting $500 million through our system to $1.2 billion. From there, we added the $400 million or so that they were spending on fuel.
The more we talked with them, the more opportunities we found. For example, some 99 percent of their purchase orders are preapproved. By
automating the payment process, we saved them about $10 per PO, or $1.1 million a year. And we did a similar thing with accounts payable, saving another
$300,000.
This all came about because we kept pushing to find out what would make them more successful for our mutual benefit, as we partnered around a
results-oriented approach.
There are two basic ways customers react when you start looking for ways to make them more successful. They can do what Conway
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did and say, in essence, “Thank you. We never thought of that.” Or they can think that you are just trying to gain more revenues for yourself.
The first situation is easy, of course. Those customers intuitively grasp that there is money to be saved and you can help them save it. With the other
reaction, we try to refer them to others we have done an extensive amount of work for, so they can understand the potential savings. And even that may not be
enough. They’ll say, “I understand the work you did for that other company, but things are different here.”
So, we’ll say, “Okay, we accept that it’s different, but let’s walk through it and create a baseline and see where we can improve things.”
ANOTHER WAY TO MAKE THE CLIENT BETTER
The Conway story makes an important point. The kind of value disruption we are talking about is not going to happen overnight. You are not only going to
have to quantify the value you provide each and every time right away; you are going to have to do it for a number of customers. You are going to have to
prove yourself over and over again. You want to get to the point, where we are now, where potential customers can check with current ones to see if you
actually do what you say you are going to do.
Having a positive reputation with previous clients helps you get business. Once you sign up a customer, and you have proven that you are providing
quantifiable value, you have the right to assertively engage with them for more business. And why wouldn’t they
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want to give you more? You’ve just shown them a return on investment that’s real.
Now, in the example involving Conway, we were talking about how we could improve a company’s existing operations in order to make them more
successful. But another way you can improve the performance of your customers is by helping change their existing processes to make them more efficient.
You look to see whether everything is running on all cylinders. You ask these questions: Is everything set up correctly? Are there any areas of opportunity
where they can save time, save some process pain?
In other words, you can serve as a consultant to them. And that is what we did with ServiceMaster, the Fortune 500 company, which also owns
Terminix, Merry Maids, and Furniture Medic.
What we found was their approval system for expenditures was mind-boggling. There were seven hundred possible approval chains that could be
followed, depending on the type of expenditure or the amount of the purchase. And, not surprisingly, there were remarkable inefficiencies. For example, in
some instances, an invoice would be sent to the CFO approval group and then to the CFO himself who would, in essence, be approving it twice.
It was a management nightmare. Why was the approval process so complicated? Well, in this kind of situation, it is usually a carryover from a previous
system, a variation of the this is the way we have always done things discussion we examined earlier.
We simplified the process enormously to the point where now there are 30 possible paths, not 700+.
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TAKEAWAYS
•

A value-creation culture cannot be mandated from on high. The values need to resonate with your employees, who need to make them their own.

•

You can expedite the creation of this culture by hiring only those people who have the traits you want to instill organization wide.

•

The values need to be simple, clear, and constantly reinforced. Otherwise, they will never take hold.

WHAT’S AHEAD?
It is time to make the switch to providing value as a service, and the availability of data makes the switch easier than you might think.
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CHAPTER 6
RIGHT HERE, RIGHT NOW: THE ROADMAP TO VALUE DISRUPTION
Hopefully, by now we’ve convinced you that value as a service is the natural next wave in business evolution. Here, we are going to tell you how to get in
front of that wave, so you can ride it to greater success. The alternative is that you risk being swept away when it washes over you—as it invariably will—if
you are left behind.
“Not so fast,” you might say. “The economy is getting better. Orders are up and unemployment is down, and we are finally concentrating on growing
our business instead of thinking about all the things we have to cut. Now doesn’t seem to be the time I should be thinking about altering the way I do
business. Why should I change now?”
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There are four obvious answers. The first might be the biggest constant of all time: Things change. Yes, things might be fine now, but they won’t
always be. There is a reason we call them economic cycles (and not economic constants).
Second, change of any kind takes time, and the bigger your company, the more time it takes. Let me make an analogy. If you are riding a bicycle, you
can move swiftly to your left fairly easily. It won’t be instantaneous, but it will be quick. Steering a yacht? It takes a lot longer. A huge cruise ship? You need
to start preparing even earlier.
You don’t want to wait for your competition to make a change and then find yourself six months later struggling with how you are going to do it as
well. You want to start early, because major transitions are difficult. Some fifty years after IBM said it wanted to move from selling hardware to being a
services company, the transition still isn’t complete. Things take time.
Third, as we know, being the leader—being the company that is first—gives you a hugely unfair advantage over your competition in just about
everything. Leaders in any particular marketplace wind up gobbling up market share and getting greater margins. It’s just a fact of economic life.
Finally, why would you wait? If our arguments so far are resonating with you, and you believe as we do that value as a service is the next stage in
business evolution, then why not start now?
I know the next bit of pushback I am going to hear. It boils down to this: Change is hard. Therefore, the natural inclination, as we talked about earlier in
the book, is to put it off until it is absolutely required.
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Companies are more likely to get into trouble in good times than in bad ones.

My reaction to that is this: By the time you decide you are ready to change, it may be too late. The competition may have already transformed the
landscape, and you may have been disrupted to the point where you will be commoditized out of business. At the very least, your margins and market share
will be significantly reduced, and the road back to greatness is almost always treacherous and completely uphill.
Remember Blockbuster? (Increasingly, people don’t.) At its peak in 2004, Blockbuster had nearly sixty thousand employees and over nine thousand
stores. Before technology became ubiquitous and broadband Internet connections were widely available, Blockbuster offered an intriguing value
proposition. You could rent movies—both recent and classics ones—at a Blockbuster outlet nearby, take them home and watch them, and return them when
you were done.
But the problems with Blockbuster’s business model were obvious from the beginning. The amount of inventory—the movies and video games the
chain rented out—was limited by the size of the store. Inventory management itself was tricky. (You wanted to have as many copies as possible of the hot
movie when people came to rent on Friday or Saturday, but that inventory sat idle on less popular viewing nights, and eventually even hot movies cooled
off and you were stuck with an awful lot of copies of Addams Family Values.)
Most troublesome was that you literally had to go to the Block-buster store to pick out a movie—not knowing if your first choice
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was going to be available—and then you would have to go back to return it, incurring late fees—fees often far greater than the cost of the rental—if you
didn’t get the movie back in time. The entire process was remarkably inefficient and did not create a lot of value for the average customer.
It was clear early on that technology would upend Blockbuster’s business model. But even when companies like Netflix and Redbox began gaining
traction, and better technology made it possible for your cable or satellite company to rent you a movie with a click of your remote at home, Blockbuster was
reluctant to change. They did not stay focused on the best path to customer-value delivery, and the rest is history. (And so is Blockbuster.)
By the time they tried to adjust in earnest, it was too late.
BUT WHY VALUE AS A SERVICE?
Hopefully, we have convinced most people that change is imminent, and it’s better to prepare for that change earlier than anyone wants to. But the next bit of
pushback is this: “Why must I change to value as a service?”
“I understand that I need to get better,” you may say. “But couldn’t I focus on things like technology or strengthening my balance sheet?”
Sure, but to what end? Are you making the technology better just for the sake of making it better?
Or, are you making it better to keep up with your competitors? In which case, you’re playing catch up or you’re further serving to commoditize what
you have.
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In the quest for getting better, I understand the inclination to keep wanting to go down the same path, by increasing the speed or quality of what you
are doing. It is familiar and easier, even comforting. But the worst time to accelerate is when you are going in the wrong direction. Blockbuster would
have still gone out of business no matter how efficiently it was run.

Are you doing it because customers are telling you what they want, which may not always be what they need? (Think back to our Henry Ford quote: “If
I had asked people what they wanted, they would have said ‘faster horses.’”)
Certainly, investing in technology makes sense, but you have to ask, to what end? If it is to build quantifiable value creation for your customers, then
go for it. And if that requires you to strengthen your balance sheet by getting additional funding to get there, then that might make sense as well.
In other words, as long as your goal is to increase value creation for your customers (leveraging your company’s core values), you may have a good
strategy. But otherwise, you might be spinning your wheels.
The biggest reason you need to change toward this value-as-a-service approach may be the simplest: The demand for it is already under way. Let’s take
two radically different industries—automobiles and entertainment—to make the case.
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HOW THE PROGRESSION WORKS
As we have discussed, the transition to value as a service has two parts. One component is demanding value, and the other is demanding it as a service.
Customers in the general product world, and in more mature industries and more mature environments, are already unquestionably requesting value. With
cars, for example, one value that people progressively expect is more miles per gallon (MPG), and indeed, the average MPG for all cars has been steadily
going up.
The next step in the evolution will be electric vehicles. Once electric cars have gotten to a point where they are stable, reliable, and can go further on
one charge, it is strictly going to be an economic decision when it comes to buying gas versus electric, all other variables held constant: “If I’ve got a twentymile commute every day and I take five trips with my family each year to our summer home, what is the ongoing cost for me to maintain and drive this
electric vehicle versus one that’s gas?”
With the move to value as a service in the automobile industry, we have seen the elimination of the need to own a car at all, as the rise of Zipcar,
Getaround, and Uber shows.
There was a similar evolution in entertainment. Customers weren’t particularly happy with cable and satellite companies. Their prices were high, and
their service was legendarily bad. Therefore, alternatives cropped up, aided by the rise of enabling technologies like broadband Internet. We have already
talked about Netflix, but now there are alternatives, like Amazon Originals, HBO GO, and several other promising entrants.
The initial battleground was what kind of increasing value you could provide in terms of movie availability—the time between a movie coming out in
theaters and it being available in your home.
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The next logical step was to eliminate the cable and traditional television networks completely, and we now have services like Apple TV and Hulu.
So the shift to value as a service is well under way, as the car and entertainment examples show. And the reason is because consumers are demanding it.
But this shift is not being driven only by consumers. Businesses want it as well. Look at advertising.
Let me give you a real example. I am sitting at home watching something on the Travel Channel with my kids. And during every commercial break it
seemed I was shown an ad for a Tacoma truck. Over and over and over again, there was an ad for the Tacoma. I am not in the market for a truck; I’m never
going to be in the market for a truck. Therefore, the value of that advertising that Toyota, which makes the Tacoma, is spending when it comes to me is zero.
It’s a complete waste.
Whereas, when I am on Facebook and I am looking at baseball-related sites, Facebook understands I am a sports fan and knows where I live, and all of a
sudden I am getting ads for San Francisco Giants merchandise or offers to buy tickets to a game. The value of that advertisement being placed in front of me is
real, and it massively increases the likelihood that I would be interested in buying those Giants jerseys or whatever they are showing me. Advertisers want
that kind of value, and that is why more and more ads are shifting to the web. Facebook is crushing the TV networks because they’ve figured out a way to get
companies to advertise in a much more efficient and much more value-added way, with better value results. And they’re able to quantify that for advertisers
so much more easily than some vague, “Hey, forty thousand people watch this show, and they’ll be
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exposed to your truck up to six times in the hour.” Who cares about how many people see an ad if they are not interested in the product and never will be?
Here’s another example, this one from an industry that you might have thought would not adopt value-as-a-service principles—aircraft engines on
commercial airplanes. These engines are heavy, precisely engineered and manufactured machines. They weigh tens of thousands of pounds each, and they’re
built in the most traditional manufacturing shops in a highly process-driven environment and culture.
Yet the way these engines are marketed and sold is incredibly modern. The three big aircraft engine makers—General Electric, Rolls-Royce, and Pratt
& Whitney—all offer various versions of power by the hour (i.e., a value-as-a-service business model where instead of buying the engine, customers pay an
hourly fee every time the engine is in use).2
This model creates massive value for customers, because it gives them predictable operating costs over the engine’s lifetime, which can be up to fifty
years.
Instead of charging a huge sum up front—commercial aircraft engines can cost upward of $10 million each—to recoup manufacturing costs and
charging for maintenance on top of that, these engine makers provide predictability as a service for their customers by giving them the engine and charging
each time it is used. You have two of our engines installed on your plane flying from Boston to Tampa? It is a three-hour flight? You owe us for six hours of
use.
Rolls-Royce was the first to introduce this model a couple of
2

http://knowledge.wharton.upenn.edu/article/power-by-the-hour-can-paying-only-for-performance-redefine-how-products-are-sold-and-serviced/
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decades back, and the others followed suit quickly thereafter, because it created disruptive amounts of value for the customer.
Let’s pause for a second here. Aircraft-engine manufacturing is an attractive industry with high barriers to entry, where every vendor enjoys healthy
margins and has a fair amount of pricing power, and where the incentive to change quickly is low. If value as a service is front and center there, do we have
any reason to believe that any other industry will evolve differently?
ONCE YOU DECIDE YOU HAVE TO CHANGE
Convinced you have to commit to the idea of providing value as a service, the question is how do you go about it?
Here’s a possible ten-step approach:
1. UNDERSTAND YOUR COMPANY’S CORE COMPETENCIES.
Some companies are great technology companies. Some are great services companies. Some companies are great at innovation. Some are great production
companies. Some are great logistics companies. But they are all good at some special thing. You need to understand what makes your company unique.
That, of course, requires a level of self-awareness as an organization, because any company anywhere could—in theory—do anything. It could focus on
anything.
The question is this: What makes your company unique? You have to be relentlessly honest with yourself in coming up with the answer. In the case of
Coupa, we are using modern technology to
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build intuitively usable products that create software solutions to complex business collaboration and internal workflow problems. So we apply that concept
of usability and simplicity in prescriptive ways to all of our offerings. And that makes our software—and thus our offering—unique.
2. DETERMINE THE BEST MAPPING OF YOUR COMPETENCIES TO EXISTING AND EVOLVING MARKETPLACE, OR CUSTOMER, CHALLENGES.
You ask, “What does the world need that we are really good at? Are there problems that people have that we can solve with our unique competencies?” In
Coupa’s case, just because we know how to make usable, intuitive software doesn’t mean we should try to apply it to the world of social networking. There is
no problem there. Facebook is awesome and is very usable. So for us to spend our energy spinning up another social network probably wouldn’t be a good
use of our time. But applying our talents to arcane back-office technology solutions that were first created in the 1980s and 1990s? Well, that is another
matter. That is a place where we can create a lot of value for customers.
3. DEVELOP A VALUE PROPOSITION THAT BEST LEVERAGES YOUR CORE COMPETENCIES AND THE OPPORTUNITIES IN THE MARKET.
You want to find the exact sweet spot between what you do best and where the biggest need is in the marketplace. In our case, we
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decided to focus on eliminating the real pain in a company’s back office—cost control, compliance, and saving opportunities. And we used our strengths in
usability, simplicity, and connectivity via the Internet to alleviate many of those challenges. We saw there was a lot we could do there. The mapping was
strong.
4. QUANTIFY THAT VALUE PROPOSITION.
It is lovely that you think you have discovered a worthwhile value proposition in the first three steps. But it doesn’t do you any good if you can’t make
money with it.
If we plan to spend our energy and money building up an R&D team that’s going to be one hundred people, two hundred people, or three hundred
people, and then putting a support staff around it, we need to know two things: (a) Do we think we will deliver sufficient value so that customers will be
willing to pay us appropriately? In other words, if we are planning to charge them $1 million, will they save more than that from using us? (Otherwise, they
will not hire us.) And (b) will we be profitable, charging that $1 million a year in subscription fees? Will that $1 million we receive be substantially more than
enough to pay for the R&D and the services we provide so we can build a business that has good margins and long-term profitability?
The greater the gap between the value you can create and what it will cost for you to create it, the higher the likelihood that you are going to have a
good long-term business that you can grow. The point here in step 4 is to see if you can build a business around what you think you have discovered in the
first three steps.
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5. TEST THAT VALUE PROPOSITION WITH YOUR CUSTOMERS.
Until this point, you have been making guesses—educated guesses to be sure, but guesses nonetheless—about whether you will find marketplace acceptance.
Here, you begin to discover if you are right, by learning whether potential customers will buy from you. In other words, you start by literally asking them if
they would be willing to pay you $2 million a year if you save them $10 million (or whatever your value proposition is). They will say yes or no, or they
might say, “Yes, if you can overcome this particular challenge for us.” You are looking to find the great gap in the marketplace that tracks to what you are
good at, and then you ask people if they would be willing to pay you sufficiently to fill that gap.
6. ALIGN YOUR BUSINESS AROUND THE OFFERING.
If people are willing to pay you sufficiently for what you have to sell, you need to figure out the best way to design your organization to sell it. The starting
point is easy: The entire organizational structure needs to be centered on optimizing the leverage of your core competencies and the value you can deliver to
your customers. It’s that simple. Then, the question becomes this: What’s the best way to do it? You can organize around function, of course. Or you can
organize around something else.
As you saw in the last chapter, at Coupa, we organize around our three core values of ensuring customer success, focusing on results, and striving for
excellence. Obviously, how you decide to align your organization has all kinds of implications, ranging from the type of
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people you’re going to hire to what you expect of them to how you take care of your customers.
7. REFINE EVERYTHING BASED ON CUSTOMER INPUT.
Confirmation that you are on to something is one thing. But the key goals of a business are to (a) get and keep customers and (b) turn a profit. So you want to
be constantly fine-tuning your offering and your organization, based on what you hear from your customers. In our case, for example, early on, customers told
us, “You have to be able to integrate your product into the Enterprise Resource Planning (ERP) systems that we have.”
Initially, we thought that would be easy. We figured we’d use middleware that taps into everything, and we did. But we found that solution worked
only for relatively small customers who didn’t do anything too elaborate. We realized that when we got into larger accounts, we would have to build some of
these things on our own, because it was the only way we’d be in a position to continue to deliver huge value to customers. They wouldn’t be able to deploy
our programs if we weren’t able to snap into SAP and Oracle, for instance, in a configurable, flexible way. There wasn’t anything on the market that did that,
so we had to build it ourselves.
We refined our approach by building up an entire team of cloud-integration architects who built standard integrations to all the big ERP systems. If we
hadn’t done that, we would not have been able to service these huge customers in any way, shape, or form. We needed to refine our initial offering based on
what our customers told us.
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8. DEVELOP IT FURTHER AND FURTHER.
The point here is that you are never done. On a daily basis you need to be checking to see that you are growing properly and that you are providing real
value.
Our move into invoice management is an example of what we are talking about. It wasn’t something that we set out to do initially. But after we had
been in business for a while, our customers began asking for it. We started in a small way, by tracking bills coming in. But as our customers asked us to do
more and more, we began doing everything related to direct and indirect billing for products and services.
We’ve now processed hundreds of billions of dollars in invoices for companies around the world. But it only came about because we continue to
evolve our product and bring our core competencies into areas that our customers ask us to handle, areas we had not anticipated at the outset.
9. MAKE THE CUSTOMERS PART OF THE SOLUTION.
Let me tell you a story to explain what I am talking about here. I was on a call with the chief information officer (CIO), chief procurement officer (CPO), and
four other people from Sanofi, the $150 billion pharmaceutical company out of Paris. It was our biannual check-in. They told me everything was going great.
They’ve deployed to thousands of users. They’re leveraging their centralized contracts. They’re saving money by using us. They have compliance. They’re
doing well. During the call, one of the people says, “Hey, obviously we’re a big customer of yours, and going forward,
123

Table of Contents

Right Here, Right Now: The Roadmap to Value Disruption
we would like to be more involved in your roadmap design, planning, and all that. But at the same time, we absolutely want to only use standard product. We
don’t want you to design anything specific for us. We want only the best practices that you capture in developing the solution.” That’s a real partner. Because
they are saying, “Look, we want to be a part of the solution with you, but we are also trusting you not to go off road and build some crazy thing that’s only
going to work for us, something that’s not going to be upgradable in the future.”
Why do we have that relationship? Because we made them part of the solution. We agreed with them that this platform we are developing is not just
ours, it’s theirs too. We’re taking a community-best-practices-development approach, and we’re going to build something here that benefits us because it’ll
benefit a lot of companies. It’ll benefit Sanofi because they’ll have best practices encoded in it. (This is an example of what we talked about in “One Question
Not to Ask Your Software-as-a-Service Vendor” in chapter 3.)
10. TRACK THE RESULTS WITH YOUR CUSTOMERS.
Yes, you’ve established the quantifiable success criteria up front. But after you have been working with a client for a while, it is not unusual for them to lose
track of it, so we make sure we don’t. We create dashboards that show customers how much they’ve saved using our products. It creates a team atmosphere,
because it shows we are in this together. It also makes the client happy, because they can see progress.
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SAY GOOD-BYE TO FLUFF
The more data and information that is available, the less room there is to hide. Too many companies—especially in the technology world—are used to selling
on the sizzle, on the potential promise that they might provide. Those days are rapidly going away. Customers are increasingly demanding the steak.
A good example of what we are talking about is the group couponing sites like Groupon and Living Social. The sizzle was really great. “Look, by
going through these sites, I can ride a horse for twenty dollars an hour in Sonoma, instead of the hundred dollars it usually costs.” And so, lots of people
signed up for deals like that … but few got anything of lasting value.
Yes, the stables got exposure, but so what? They lost money on every single ride. It probably costs them more than fifty dollars an hour, all in, to offer
that ride. And there is no way they are going to recover that cost, if people don’t come back and pay the full rate of a hundred dollars an hour, or close to it.
And yes, the people who were attracted by the twenty-dollar price got a good one-time deal, but again, so what? Groupon has trained them to pay
below-market rates. They aren’t going to pay full price in the future. They would feel like a fool. They would say to themselves, “Wait, I am now paying five
times what I did for that initial ride? No way.”
So there was a lot of sizzle but minimal steak at the end of the day. Some forty or even twenty years ago, it would have taken a long time for people to
catch on to the fact that there wasn’t a whole lot to it (i.e., there was little sustainable value) with the couponing sites. Today, things are different. Four years
after Groupon went public, for example, the stock was trading at 10 percent of the price it did
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during the first day of its initial public offering (IPO). The initial model was not sustainable. A new team is now in charge, rethinking the future of the
business.
Not only have we gotten better at measuring things—that is what analytics is about—but also, because of the Internet and the fact that the world is
again flat, there is a rapid flow of information, which reveals things far faster. The Internet accelerates transparency. Think about the ratings on Yelp. If a
restaurant screws up once or twice, it could immediately lose business, because the Yelp reviewers will let the world know. Somebody who gets a bad rating
on Angie’s List, which evaluates local businesses, is going to see the number of phone calls they get go way down.

You’ve got to have something backing up the promise that you are offering. If you don’t, people will find out quickly.

The easiest way to make the shift to value as a service is if there is no physicality to your product. If that is the case, you should be trying to convert
your offering to a service or something that can be delivered on demand. People aren’t going to want to own anything that can be stored in zeros and ones
because they know it can be delivered as a service, like movies, music (and, of course, software), or any digital experience.
Let me give you a ridiculously simple example, which makes the point. Say your company makes a device that automatically converts Fahrenheit
temperatures into Celsius and Celsius into
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Fahrenheit—and the product works great. Even so, why would anyone want to own that today? If you type What is 72 Fahrenheit in Celsius? into the search
bar in Google, the answer, 22.22, pops up in 0.45 seconds. (Try it.) And if you speak the question into your smartphone, the answer comes almost as fast.
(Thanks, Siri.) What’s the value in having a product that does that? The company is in an analogous situation to Blockbuster just before it crashed. The
product works great, but there are much more efficient ways to get the same payoff.
So what could the company that makes the temperature-converting product do to provide value?

The Time Is Now for You Personally as Well
For people under fifty, the move to value as a service will be yet another in a long line of business initiatives that they will need to master. But by this
point, people born after 1965 are used to ever-compressing product life cycles and more demanding customers and the fact that changes of all types—
especially in business—are coming progressively faster. They get it.
The question is this: What do you do if you are older and don’t want to change anything you’re doing?
There are three options.
1.

You can simply hope we are wrong in our belief that value as a service will become an important economic force soon. The problem with that
approach is twofold. First, hope is not a strategy. Second, if you are betting against social or economic forces, invariably, you are going to be
wrong. Just think about
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all the change you have seen in your lifetime. That’s why it’s important to at least understand the long-term dynamics we’re hypothesizing here.
2.

You can simply retire, if you have enough money. (But, as the crash of 2008 showed, people who thought they would never have to work again
ended up going back to work once the value of their retirement accounts dropped dramatically. You never know what is going to happen in the
markets.)

3.

You can adjust. I understand that this is probably not important to you, if you work in the cable industry and you’re planning to retire in three
years. But if you want to have a career that extends at least five more years, you probably ought to consider altering your approach, because you
don’t want to be laid off. Or you don’t want to be caught in a slow-growth company, or no-growth industry, that is not going to allow you to
personally thrive.

Well, the device could deliver the information in real time. When I exit my bedroom, I could ask out loud, “What’s the temperature outside in
Fahrenheit?” and it would give me the answer. Or when my wife walks out and says, “What is the temperature in Celsius?” it could provide that answer as
well. Or the device could already know my preference to hear the temperature in Fahrenheit and for my wife to hear it in Celsius, and if someone else asked
the question, it could give the number both ways, so they don’t even have to think about saying Fahrenheit or Celsius. The value would be that we’d receive
that information instantaneously, at point of need. There would be no products to search for—where did I leave that darn
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converter—or conversions to do by hand or with a calculator. You could bundle it into a Nest thermostat or any of the other electronic products that you can
use to run your home. That way, the product would be delivered in a way that drives value for me.
Now, again, the maker of the product may be initially resistant to these ideas. They have always made a product that they have sold to retailers. And
they’ll say that they really don’t want to change what they have been doing. But the fact is, no one is going to buy it anymore. The dollar store is filled with
things that have become useless. The things you see there are über-commodities. In fact, they are beyond commodities. They are like celery. When you chew
celery, you don’t consume calories; you burn them because celery is so difficult to eat. It’s the same thing with the items for sale in the dollar store. The
market has decided that these products provide negative value. Your time and energy are much too valuable for you to spend money on a product like the
Fahrenheit-Celsius converter.
There isn’t much of a market for things like this anymore. For example, if you are going from New York to Chicago and you want to figure out the best
way to do it, AAA has a service called TripTik. You can write to them, and they will send back a map with the route marked. Everybody from Google Maps to
MapQuest to Waze has figured out a way to provide that in real time and make money while doing it. There is no longer a reason to send away for a markedup map. (And, indeed, AAA is now providing this service online. It was forced to change, but they probably did so later than they wanted to, in hindsight.)
What this underscores is a point we made in chapter 1. Many product companies are in the process of converting their models to service-type
businesses, and in the context of doing that, they
129

Table of Contents

Right Here, Right Now: The Roadmap to Value Disruption
should be considering the next step, which is the value they’ll be delivering as a service. Simply converting from up-front payments to a subscription model
won’t bring you into the modern era, if you’re not providing value.
DON’T STOP THINKING ABOUT TOMORROW
When you start down the road to value creation, you not only want to be focused on value creation today, you want to be prepared for the future as well. For
example, at Coupa, we’re capturing a lot of transactional-spend information. We know what companies are buying from whom and at what prices, how
quickly they’re getting it delivered, how often they’re getting invoiced, which suppliers are liked and disliked, and much more information.
Over time, we’re getting a whole host of data so that in the future, we’ll be in the best position to offer our customers greater value, such as prescriptive
advice on who they should be working with, what prices they should use as a starting point for the negotiations, and suppliers who follow green practices.

In terms of value creation, you don’t want to only think about today, but also about putting in place a platform, infrastructure, and ecosystem that will
allow you to extract or deliver more and more value for customers tomorrow as well.

Benchmarking works in the exact same way. We not only collect data from individual customers, we are also collecting data across all
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customers. So we’re now able to create value for customers by benchmarking them against their peers. For example, we will tell you that, in your company, it
takes three weeks to approve the purchase of a laptop, but across the network of millions of users and hundreds of companies, the average is seventy-four
hours to get something like that approved, and the approval goes to two people, but in yours, it goes to ten. So perhaps your constructs are too tight. Or
you’re too restrictive. Or you’re too bureaucratic. And this might suggest that maybe you should allow self-approval up to $200 and maybe have two people
signing off on a laptop, instead of ten. We can show you where you stand, which is always a good concept. It’s like sports. For example, you know you are
running a ten-minute mile. But is that good? Bad? Average? You don’t know until you compare that time to others.
In the enterprise software industry, big-data analytics and machine learning are in their infancy. We’re looking forward to driving even more value for
our customers by employing these developing constructs.
TAKEAWAYS
•

The move toward value disruption is inevitable. You either start making the move to value as a service now, or you run the risk of being left
behind.

•

The transition will be made much more efficiently if you follow the process we laid out earlier in the chapter—the one that begins with
understanding your company’s core
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competencies and ends with tracking the results with your customers.
•

As you make the transition, make sure you are preparing for tomorrow as well as today.

WHAT’S AHEAD?
If we all need to provide more and more quantifiable value in the near future, we are going to need to create more and better metrics to track how well we are
doing. That’s the subject of our next chapter.
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THE RISE OF NEW VALUE MODELS
It’s time to reevaluate how you evaluate. That is the clear takeaway from everything that we have talked about until now.
Before, you were focused on delivering a good product or a reliable service, meeting deadlines, turning a profit, and the like. All those things are still
important. But they will need to move down a notch on your priority list. Making sure your customer is successful must be at the top.
What follows is that you need to reevaluate the way you market: You need to reevaluate your culture and what you believe to be your company’s core
competencies—in short, all the building blocks of your organization—to make sure you are concentrating on your customers’ success.
You have no choice.
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I know that some of you are still saying, “I don’t have to change. My company is never going to be in the situation that Blockbuster was, and we
certainly don’t make a product (or provide a service) as simple as the Fahrenheit to Celsius converter that you talked about in the last chapter. We’re
different.”
You may be. But our guess is the people who are finding themselves left behind by the transition to value as a service said the same thing before the
competition passed them by. That’s why, in the previous chapters, we provided various tools and ideas you can use to help make the transition.
With that as background, let’s talk about how you want to operate going forward, and to fully understand that, some context will help. Let me start with
our industry, because I think it is representative of what will be happening everywhere fairly soon.
If you were a company like ours in the enterprise-software space, customers used to see you merely as a vendor that they could plug in to solve a
problem.
Here’s how it would work: Customers had something they were wrestling with, and they would hire us to provide a technological solution. In that kind
of relationship, they would evaluate us on the features we could provide, how quickly we could provide them, and at what cost.
But in the new value model, the customer won’t be interacting with us that way, asking if we have this feature or that one. They’ll be looking for us to
be business partners. They’ll say, “Okay, we understand you’re going to bring forth these capabilities, but ultimately, what we’re agreeing on is the value
you’re going to deliver for us, and as long as you deliver that value for us, we don’t care how you do it.”
It’s like the guy who cuts your lawn. You could send him a request
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for proposal (RFP) to look at how good his lawn mower is. Are the blades sharp? Is it well oiled? Is it a Yamaha or some other reliable brand? You could kick
the tires.
Or you could say, “I don’t care about any of that. How the landscaper gets the job done is his business. He can use scissors and personally cut each
blade by hand if he wants to. We have agreed that he is going to keep the grass between one-half and three-quarters of an inch high and that there will be no
bare spots on my lawn greater than one inch in diameter. That’s how I will judge him. That’s the value I am paying for. I am not paying him to come twice a
month, whether the lawn needs to be cut or not. I’m not paying because he is a good guy and has been working for me for years. I’m paying him for the value
of whatever it is we have agreed on.” That’s the new model.
People won’t be selling products or services because the products or services are a means to an end. They’ll be selling the ends (i.e., the result). They’ll
be selling the measurable outcome. In the case of the lawn guy, it is that he will keep the grass at the agreed-upon length.
This is going to be a major change in how sellers are judged. And the change on the buyer’s side could be just as severe.
Let’s take the typical business, for example. Today, most companies are being judged based on whether they’re profitable. And making a profit is
important. They are also being judged on their rate of revenue growth. That’s important, too, because in today’s environment, if you are not growing, you are
shrinking and will eventually fade away. Another measure of success is how much you are spending on sales and marketing. That’s important because
potential customers need to know you exist. Yet another measure is operating margins, which are also important. How quickly can you get to positive cash
flow? That’s important, too.
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But as things evolve toward a customer-success orientation, an entirely new set of ways to evaluate companies will emerge. For example, customer
retention rates will become more crucial as an indicator of company health. Yes, they are being evaluated now, but it is sort of an afterthought to the other
key areas mentioned. It will be extremely important going forward. Another customer-success metric might be your net promoter score. In the case of our
lawn-mowing friend, this is essentially the percentage of his customers who are willing to recommend his services to a colleague or friend minus the
percentage who would actively discourage others from using his services. This is a great way to quickly measure the health of your customer relationships.
But the ultimate metric will be the success criteria that you define with your customers. In this way (in the case of business to business), even if your
purchaser leaves the company, the results against the success criteria stay, and that is the best possible defense against churning customers.
But it’s not necessarily that we are going to look for new metrics. It’s more than possible that we will look at existing metrics in new ways. For example,
today, if your sales and marketing costs are extremely high and you’re extremely unprofitable, most people will have little confidence in your company.
Investors will be hard to come by.
But if a company is able to clearly articulate how they’re creating a certain undeniable value set for their customers, and their product is delivering, and
the customers can validate that, there might be greater conviction. There might be greater confidence. There might be a greater interest in the financial
markets to get behind companies that have these attributes.
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In the future, you may look at different metrics to evaluate your business, and you might be looking at existing metrics differently, based on how you
think business will evolve.

Some fifteen or twenty years ago, Amazon would have been a good example of what we’re talking about, because they had been unprofitable forever
and their sales and marketing costs were absurd. But good investors saw the value creation in what the company was doing. They understood that Amazon
was providing an amazingly broad selection. They were giving you speed of delivery. They were providing ease of use, so it saved time. They built their core
competencies around those value propositions and delivered on them. The next question for investors was, “Could it scale?” And it could. So you could have
used different metrics to evaluate Amazon, and if you had, you probably made a lot of money investing in their stock.
Examples of evaluating companies differently are starting to happen all around us. Take business process outsourcing, which is a huge trend. It’s where
companies take a certain part of their operations—like human resources or their call centers—and turn them over to an external vendor to run. The company
and vendor agree on certain specs. The vendor will provide a certain agreed-upon level of customer satisfaction via the call center response time, for example,
or they’re going to ensure this level of accuracy for the company in its employee-benefits distribution and its payroll, paychecks, and tax filing for
employees.
The vendors are selling business value—“We promise to deliver
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this level of quality for this price.” They are not selling a product. It’s no longer, “This is what we offer, and this is what we charge.” It’s a conversation about
the value that you as the buyer are looking to attain. It’s also about what your challenges are and whether they map to what the seller is good at and whether
you can work out a price that both sides can live with.
The shift to value as a service is under way.

In some industries, continuing to sell products will not work. Enterprise software is one of those industries.

You can see where this is going. Think back to the Facebook example that we used in the last chapter. In the future, Facebook is not going to charge for
the number of people who see an ad or click on an ad. The ads will be free, or at least, they will be at a low cost. Facebook will likely make its money by
getting a percentage of every sale made from someone who is on the site, clicks on an ad, and buys something as a result. The final frontier will be paying for
measurable value, which in this case, is revenue to the advertising companies.
It is more than possible that every company will move to this risk-sharing model. I call it that because the arrangement will have risk on both sides. In
the past, the client—the person paying for a product or service—was taking a risk because they never knew for certain if the purchase would provide value for
them. Even if it didn’t, they were still out the money.
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In the model we are discussing, there is risk on both sides. If the vendor doesn’t provide the agreed-upon value, then they won’t get paid.
To see how this could play out, let’s go back to our discussion about business-process outsourcing and the decision to turn the call center over to a
vendor. The risk for the business is that they are outsourcing control of a key business function—the call center. But there is risk for the vendor as well. It will
no longer be a guarantee that the business, their client, will pay anything (or at least not much) for the day-to-day functioning of the center. The business
could say, “It costs us $10 million a year to run the center. We will pay you $7.5 million, which we figure is the actual cost.”
Why would the vendor take the deal? It could be because of this: Both sides could agree that the real value revolves around customer renewals. Let’s
say I’m T-Mobile, and I have a call center that manages customer escalations, the term for when a customer is likely to leave. Well, right now, every time one
of those escalation calls goes to my call center, 50 percent of those callers end up leaving.
However, if you, the vendor taking over the call center, can improve that by 50 percent—so the number of people leaving drops to 25 percent—I will
give you half the money I receive by keeping those additional customers. I will split the money with you, and just to make up a number, your share might be
as high as $50 million annually. All of a sudden, managing the call center at cost seems like a better deal.
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Risk Sharing: Simple but Potentially Not Easy
Risk sharing makes a lot of sense, and I am absolutely convinced it will be one of the models that catches on as we move to value as a service. However,
there are three things to guard against.
First, when you move toward any kind of sharing model, it’s hard to get it to work until you know you can trust the other party. That’s the numberone thing people are going to worry about: Trust. It’s wonderful if you have an existing relationship and you have built up that trust over time. But if it is
not there from the beginning, you have to build it.
One of the ways you create it initially is, as the old saying goes, you trust but verify. You monitor one another, which is, of course, one more reason
to understand what the heck you’re measuring. If you’re saying our partnership revolves around value as a service, you need to know what the value is
and how both parties are going to measure it, to make sure that each side is performing as promised. What is the second potential problem? You will have
a natural inclination to try and minimize your share of the risk, while also trying to optimize your share of the reward. That’s why we need to have crisp
clarity on the metrics and a way to track them, so that everything is transparent. That way, it is far easier to strike a deal that is fair to both sides.
The final problem is that one side may think there is too much potential for the other.
Let’s go back to our call center example. If the vendor says, “Let’s split whatever I save you.” (This could be as much $100 million in the call center
example.) The client might say, “I’m not ready to write you a $50 million check. But I could see going as high as $5 million.”

140

Table of Contents

The Rise of New Value Models

To which the vendor’s response might be, “If you are only willing to pay me $5 million of the potential savings, then you better be willing to take
on some risk, and you better pay me $2.5 million up front, which I get no matter what. In this instance, our upside is limited as a vendor, but at least the
downside is limited too. We’re guaranteed that $2.5 million.”
All these potential difficulties can be resolved. I wanted to present them to underscore that while the idea of risk-revenue sharing makes sense, it is
not an automatic slam dunk.

So basically, you’re in business with me now. You’re an extension of my company. Your job is to get these customers to not leave, and only if they
don’t do you get paid. If they all keep leaving, if you don’t improve my metrics, I am not paying you anything.
It’s a true risk-sharing model, and we have employed it from time to time at Coupa. We have gone to potential customers and said, “If we don’t save
you X dollars in the next Y months, you only pay us a fraction of X. But if we save you X dollars or more, you pay this much more”—and the more was a
percentage of what we saved them. It really was savings as a service.
We’re not doing that full time yet, but we are moving toward it. It is the best way to stand behind what we offer our customers. We’ve still got a lot of
work to do to automate and streamline on both ends, but that’s the direction we’re contemplating taking our business going forward, because otherwise, I
can’t stand behind my offering to you.
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Risk sharing forces value orientation. At some point, when you start arguing about how much value you can deliver, the client is going to say, “Well,
prove it.” And then you engage in a risk-sharing discussion, which is good for everyone.

Since we are so early in the process, we don’t know what a definitive list of potential value options might be. But we can take a guess at some of them.
Vendors might be paid for increasing a company’s client-retention rate or helping improve their image in a measurable way or some other metric. It is easy to
come up with an entire list, which underscores the high likelihood that this is going to happen. The forward-thinking companies that come up with these new
models will be ahead of those that don’t.
But let’s be clear: You’re going to be forced into this new way of business, no matter what. Our message throughout has been that change is under way;
therefore, you need to think of everything you do in terms of providing value as a service.
How long will the transition take? My guess is that it is going to be like any other major business or societal change. There will be resistance at first,
but once the idea gains momentum, it will take hold with remarkable speed.
Take the profit-sharing arrangement in the hypothetical T-Mobile example. I don’t think our customers at Coupa are yet ready for something like that. I
don’t believe the category is mature enough to appreciate this approach. The change would happen too fast. People in our industry are still trying to get their
heads around the shift from products to services, which is what we’re experiencing right
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now. So for us to immediately begin discussing being paid by a percentage of savings created is something our customers—for the most part—are not
prepared for. It would be too big a leap. I’m not sure there are many boards of directors out there who would be comfortable with their CEO saying, “For the
next three years, we’re only doing risk-share models.”

We have no idea what types of value models will appear over time. But we do know the greater the precision around the value being delivered and the
greater the ability to track it, the more options you will have. You will pick the measure that tracks best to your core competency.

The board’s response is likely to be, “Wait a minute, we have a core business here. Are you sure you suddenly want to leave the reservation and do
something as risky as that, even if it’s the future?”
Some things have to take their natural evolution. You can’t skip a step; you need to have forward-thinking people who spend their days open to new
ideas and concepts. Generally, society doesn’t function that way.
The landscaper is a great example of the challenge we would be up against to make that move now. Let’s use me as an example to further illustrate the
point. Today, I would be at the point where I would let the kid down the block cut my lawn. But because I recently had experience cutting my own lawn, I am
going to check out the mower the kid has and make sure he knows what he is doing
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before I hire him. For me to get to the next level, the starting point in our relationship should be that the grass is always between one-half and three-quarters
of an inch high, and I don’t care how he does it. Today, it would be too much of a mental leap for even me.
You have to be aware of a human being’s natural resistance to change as we go through this transition. Otherwise, the process would be a lot faster.
People are slowing it down.
But the change will occur, and one of the major reasons it will is that people don’t have time anymore—and they will have less and less time in the
future.

Better Metrics Will Make Value as a Service Easier
One of the reasons that risk sharing, in whatever form it will take, will widely come about is because it will be easier to see. The access to more data, and
the creation of more metrics around value, will open the window for more risk-sharing models. It will support the change and encourage it to happen.
Let’s go back to the lawn example, and let’s say, for the sake of argument, that you agree to pay the landscaper a slight premium over the going rate
if he keeps your lawn between one-half and three-quarters of an inch high, but you and he also agree that if he fails to do that, you will only pay him 50
percent of his going rate.
Suppose every day thereafter, you can not only look at the lawn with your own eyes, but there is also a little gauge on your mobile phone that shows
exactly how high the grass is, and the gauge keeps track of that growth over time. Or imagine you subscribe to an alert sent to your smartphone that tells
you the moment the gauge shows the lawn creeping above the agreed-upon length.
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You could show the landscaper the graph, which would reveal that, over the last year, your lawn has been four inches high in certain months and a
quarter inch in others. Either he cut it too short, or you had a jungle. He did not live up to the agreement, so you are only going to pay him half his going
rate, or some other percentage of payment based on the measured result.
Conversely, if he keeps it within the range you and he agreed on, you are more than happy to pay the premium.
The metrics, and the ability to track them, make this relationship possible.

Gone are the days where you had the time to order something in the mail, wait four to six weeks for it to arrive, take out a big owner’s manual, and read
every page in order to get something to work. The rate of human interaction and information sharing is so accelerated today that simplicity and time are at a
premium. That is what will drive this change.
I can’t think of any industry—from medicine to financial services to retail—that won’t be affected.

Every business should be considering value-as-a-service models, even if they sell products.

Let’s deal with retail. How might it work? Well, it already is. Consider a company called the Trunk Club. You, the customer, complete a style survey
and they connect you to a person who will find the
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best clothes for your size, style, and preferences. As it says on its website: “Your stylist will hand pick a selection of clothing and send you a preview online.
After you review the items, your trunk will be shipped straight to your door. Take ten days to try everything on, and then keep what you like and send the rest
back. Shipping is free both ways, and you can request a new trunk anytime you’d like.” There is no minimum purchase.
Now, compare this with your existing alternatives. You go to a store where you may not find anything you like, or even if you do, the store may not
have your size, and even if they do, you may try it on later at home and change your mind. Now, it’s time for another trip to the store and then to another
store, so you can do this all over again. Doesn’t this remind you of how we used to interact with Blockbuster? To make the point even stronger, this is a
situation where there actually is a real, must-have physical component to the product being provided (shirt and pants versus streaming video). What
happened to Blockbuster—and every other inefficient, less-than-value-optimizing business model—is occurring in every industry today, and this
transformation will continue to work its way through every sector in our economy.
DIFFERENT JOURNEYS TO SAME DESTINATION
As the previous discussions show, moving to new value models won’t be a one-size-fits-all approach. Different companies, even within the same industry,
will come up with different approaches.
One reason for that will be because even though product life cycles are accelerating, they are still moving at different speeds depending on what you
do for a living. Think back to Henry Ford
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and what he said about the Model T—you can have it in any color you want, as long as it is black. How long was it until cars changed dramatically? It took a
couple decades before we had the level of customization and specificity that produced things like sports cars, different colors, and different styles. The
industry probably did not flourish till the 1950s, with what are now considered classic cars that came out of Detroit.
In contrast, look at cell phones. How long do we have to wait for dramatically new options, sizes, and shapes? It is only one or two years at most. It’s
much like Moore’s Law: Things change at an ever-accelerating pace.
The same dynamic will play out with value as a service. In the early days, the value may be as simple as saving you money (i.e., grabbing the lowhanging fruit, as it were). But over time, when everyone does that, you will need to move on to something else in order to stand out.
Think back to our lawn example. You might be the first to offer keeping the grass between two levels of agreed-on length, between one-half and threequarters of an inch, let’s say. But you can imagine, over time, your competition will start doing that, so you will need to create another level of
differentiation. You might agree with your customer that value also includes keeping 95 percent of the grass greener than the average in the community, with
less than five two-inch-diameter bare patches per two hundred square feet. These value constructs could then be included in bundles for your customer to
choose from, such as bare-minimum maintenance, keep up with the neighborhood, and lawn-care rock star. But, underneath, there will be complete clarity on
the value-as-a-service metrics being committed.
There’ll be a whole personalization element that develops, and
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if you’re value oriented, you will be able to move more quickly to incremental value delivery, which—for our lawn guy—might mean cleaning up the leaves
under the bushes and keeping the trees trimmed. Or it could mean planting new shrubs and keeping things from growing on the fence, if your competitors
match you on the idea of keeping 95 percent of the grass green with less than five clearly delineated bare patches.
A whole world of value-creation opportunities opens itself up when you start engaging with a customer in a value-oriented way rather than saying,
“Hey, I’ve got this product, would you like to buy it?”
There are two ways of looking at this. One is if you are providing value as a service, your work is never done. There’s always more value that can be
created, because (a) your competition has matched (or will match) the product or service you are offering, so you need a new way to differentiate yourself, or
(b) there are always going to be more things that your customers will want.
But here’s the more positive way of looking at this. If you move to value as a service, the growth potential for your company becomes unleashed, and
you will have the opportunity to make a lot more money, because you’re going to get paid for doing all that additional work. It’s not like you are just doing
favors for somebody.
The lawn example is a great one. If the same landscaper who was providing value to you by keeping the lawn between one-half and three-quarters of an
inch high came to you—after doing exactly what he had promised for three months—and said he wanted to talk to you about taking care of your trees and
shrubs as well, why wouldn’t you consider his proposition? You’d be open to it because you share a common language, a language of measurable value
creation, of quantifiable value.
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He doesn’t have to pitch you on the new weed trimmer he bought or the quality of his hedge clippers. You no longer care about that, because he has
proven to you the quality of the work he does with the lawn. You’re in a whole different world; you don’t need to hear the sales pitch because you guys are
speaking numbers and value now.
There’s a common language that develops around metrics. We start talking about specific things. It is not about doing a good job. It’s about keeping
the grass three-eighths of an inch high or the call center retaining 25 percent more customers. The result is that the interaction between buyer and seller
becomes operationally more efficient. This common language is extremely precise when it comes to what businesses do every day.
What do businesses do? They generate revenue. They drive profits and pay people in the process. And they buy things and add value to them and sell
them. All of these activities are grounded in numbers. They’re grounded in money in some way. Businesses are processing goods and services and creating
money that they can use to buy more goods and services and to give back to investors. Everything is quantifiable. So if the value propositions themselves are
also articulated in that way—if the lawn guy promises to keep the grass at a certain length and guarantees no dead spots—it’s the most operationally efficient
way to interact with you, and it will likely result in you giving him more work.
Now, there is a subtlety here. People could say to me, “Come on. All you are really saying is if a guy does a good job, you’ll give him more work.” That
statement is certainly true. But I’m saying it’s much more than that. We are now speaking a common language of quantifiable value and real metric delivery.
It is clear what both sides are
149

Table of Contents

VALUE AS A SERVICE
receiving, and the relationship becomes optimized. As you know, the phrase good job is notoriously subjective and uncertain, and there is often a lack of
alignment between the person saying it and the person hearing it about what good job means. That problem goes away when you are speaking a common
language rooted in numbers.
Perhaps there is no clearer example of the rise of new value models than companies like Solar City, which helps homeowners capture the sun’s energy
to power their homes. Companies like this have totally changed their marketing approach. In the early days, these companies would spend all their time
talking about how solar was good for the environment, and they might mention that you could get a tax credit of some sort by installing solar panels.
Now, it is strictly about saving money. On Solar City’s website, there’s language like “Get control of your energy costs with America’s number 1 solar
provider,” and you get “a production guarantee at no additional cost.” Heck, they even have a calculator you can use to see how much money you can save
on your monthly energy bill. The entire pitch is 100 percent value orientation. There is nothing else to discuss.
As long as I can get over the fact that I’ll have a bunch of solar panels on my roof, which will make my house look less attractive, and I can get past the
hurdle of having to talk to someone for a couple of hours as they try to sell me, the value proposition for me as a buyer is really pretty simple. I am spending
$300 a month on electricity now. And when I install the panels, it will be $200 a month, so I will be saving $100 a month. Then the calculation moves to how
much it will cost to put up the panels and how long they are going to last. The math is crystal clear. I will invest or not, taking into account the time value of
money. It’s easy to get to a value equation.
For the solar panel companies, the focus is now around highly
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efficient sun-energy capture and low production costs. It took a long time for those companies to get to a place where they could define a value-oriented
message that was strong enough to overcome the control that traditional energy companies had around distributing energy to your house and to get past the
natural skepticism that many potential buyers had. But they’ve got it down now. It’s all about saving money. There’s virtually nothing else in their message,
and frankly, nothing else is necessary.

Overnight Success, Seven Years in the Making
You have probably noticed an interesting phenomenon as we have talked about the evolution to value as a service: It is not linear. Things do not
smoothly transition from one delivery model to the next.
That isn’t surprising. In Silicon Valley, there is this accepted idea that every overnight success has been seven years in the making (i.e., there is a
tremendous amount of hard work that goes into something before everyone recognizes it as a success, seemingly at the same time). And what’s also true is
that at times, competing models wrestle for dominance with each other—one may be ascending in popularity while the other is on its way into obscurity.
We have people demanding more and better gas mileage from traditional cars, and yet we see that car ownership is down with millennials, some of
whom rely exclusively on Uber and Zipcar—the next evolution in value as a service in automobiles. The cable and satellite companies are now adding
more features, benefits, and even original programming, while simultaneously, people are cutting the cord and going network or cable or satellite free.

continued on next page
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The reason this dichotomy exists is simple. As we have talked about, people and companies don’t like to make radical changes, and some people
adapt to changes earlier than others. (Eventually just about everyone gets there. When was the last time you saw someone using an abacus?)
Take cars, for example. Initially, all I could do was buy a car. Then I had the additional option to lease it, which is another way of saying I could rent
it for X months for a fixed price. Then I could use Zipcar, which is a situation where I have access to a car as a service. I only use the car as much or as
little as I’d like and pay per use.
But you could make the argument that companies like Uber are a step beyond Zipcar and are beginning to touch the bounds of value as a service by
saying, “I don’t want to own or lease a car or even be involved in driving one. What I want is the service of being reliably and expediently driven from
here to there.”
And I think we will go beyond that. I could imagine BMW saying, “For $10,000 a year we will give you a 5 series car with every cost included—
insurance, gas (we will give you a prepaid credit card), maintenance, and so on—and then at the end of the year, you turn the car in, and we will give you
a new car, one that has just rolled off the assembly line, the one from the next model year, if you renew your subscription.”
It would be like the phone companies that promise you the newest phone as soon as it comes out, if you go with their plan. If it works with phones
(and it’s popular) why not with cars?
Will every consumer migrate to this kind of model, immediately? No, but some will leave Lyft and Uber to do it. And as everyone moves up a notch,
the bottom offerings will fall away. Need proof? Once
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upon a time, people were happy with Model T Fords that they could have in any color they wanted, as long as it was black.

You can see this sort of idea taking place in municipalities as well. There are small towns where there is no trash pickup. You have to take your garbage
to the dump. You used to pay a flat fee and drop off all you wanted. The municipalities tried to encourage more recycling—which, of course, would reduce
the amount of trash they had to handle—but they didn’t make much progress. It was like the solar companies initially trying to sell you on the benefit of
going green. Everyone nodded and said it was a good idea, but few people did anything about it, because there was never a true value proposition.
Like the solar companies, the municipalities figured out a different approach. Many of those towns have switched from one flat annual fee to charging
by the number of bags thrown away. All of a sudden, trash collection is down, because people understand exactly what throwing the trash away costs—and
recycling and composting have gone up.
TAKEAWAYS
•

If we are going to create a new way of doing business, we need to create new value models to ensure our customers are successful and we all make
money.

•

These models will evolve and come to the fore over time,
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but they will all probably contain two features: Buyer and seller will be partners in some form, and how the seller is paid will reflect that.
•

Companies are not all that far along on migrating to value as a service, and part of that is because of change-management issues. As we have said,
people resist change. When people think of things one way, they get stuck in that way of reasoning. But the change is clearly coming, and when
it happens, it will occur far faster than people might imagine.

WHAT’S AHEAD?
We will sum up what we have learned so far and give you a chance to tell us if we have practiced what we have preached and provided you with value as a
service.
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CONCLUSION: WHAT WE HAVE LEARNED
We have covered a lot of ground. But that isn’t surprising, given how quickly the business world has been changing.
Think back to the early days of the enterprise software industry. As we discussed in chapter 3, a vendor would produce a product—maybe it would
work fine, maybe it wouldn’t—but all the risk was on the customer. The vendor got paid either way.
Not surprisingly, that kind of arrangement didn’t last. And what replaced it was the idea of software as a service, where the product was sold as a
subscription, which gave the buyer more leverage (since he could cancel along the way). If the product doesn’t work as promised, the buyer cancels the
subscription and stops paying.
Simultaneously, customer service as a core component of business strategy started coming to the fore worldwide. Until then,
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customer service was considered a nice-to-have, but few spent an inordinate amount of time thinking about how to make it more efficient or effective or, more
importantly, how it could be a form of competitive advantage. Starting in the early 1990s, that changed. Creating customers for life became the new mantra.
There was nothing wrong with that—everyone likes to receive good service—but the idea quickly became corrupted, which, in turn, caused two sets of
problems.
First, people decided that what customer service meant was that you had to satisfy your customers (i.e., you always had to give them what they wanted,
whether it was in their best interests or not). Here’s a simple example. Some companies decided on their own that what their customers wanted was for the
phone to be answered in two rings or less when someone called seeking assistance. But a quick check with customers showed they would be willing to have
the phone ring far longer if the person who finally picked up was able to help them the first time every time. That’s what really mattered, not how fast the
phone was answered.

Having something for everyone means there is not enough for anyone.

The second problem is that clients aren’t monolithic. Different people within a company have different wants and desires. And so, the problem with
customer satisfaction is that you are constantly trying to cater to all of your individual clients’ different shifting
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appetites at once, rather than concentrating on what will truly make the client’s company successful.
That brings us back to software as a service and its inherent limits. While it is certainly better than selling a product to customers who have little
recourse, software as a service is still pretty similar to the situation we had before. Vendors are still selling software—although the sale is through a
subscription. And on the other side of the table you have somebody buying something. True, they are buying a subscription, but the whole thing continues to
feel transaction oriented.
And that is a problem. For the buyer-seller relationship to work, it needs to be a partnership. There needs to be a common vision of what both the buyer
and the seller want to achieve, coupled with the feeling on both sides that, “If you don’t succeed, I don’t succeed.”

As we said in chapter 1, in the future, every corporate purchaser will say, “You want me to buy your product or service? Fine. Here’s the specific,
quantifiable outcome I want. Prove to me that you are going to provide it, in collaboration with me, and I’ll buy. If you can’t, I won’t.”

That thought led us to the concept of value as a service—the idea that the seller and buyer determine what will make the customer successful together,
and then the vendor delivers that.
Simply put, the days of selling stuff that doesn’t deliver are over.
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SKIN IN THE GAME
Obviously, this is a different way to think about how to do business. But thinking differently won’t take hold unless the behavior of everyone in your
organization works to make it a reality.

It’s one thing to say, “We’re focused on customer success.” It’s quite another to ingrain that belief into a vibrant, effective company culture that
delivers on the promise. Customer success requires both a laser focus and a pervasive, daily cultural attitude and enthusiasm.

Take sales reps as one example. They need to be totally focused on their clients’ long-term success, rather than on a front-end win. That’s how we try to
do business at our company. Our own sales reps don’t push for the big sale up front, nor do they sell more features than a customer can successfully deploy.
Every ounce of their energy, financing, and creative juice goes into how to make this sale a value as a service that everyone can agree with.
Again, why would a customer be willing to pay for anything that doesn’t work or that they don’t need? Our success is our customers’ success; we have
real skin in the game, and so do our customers on an ongoing basis. That’s the only profitable, sustainable route going forward.
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Do This Personally as Well
Let’s stop and underscore a point we have made a couple of times throughout the book: You, personally, can (and should) deliver value as a service to
advance your career.
The first step is determining what matters to your company.
Listen to what your supportive manager is saying about the priorities of your business. Think about what your CEO is saying about her strategy for
the company and figure out how the things you are working on—or could be working on—can map into that. Understand what your CFO is trying to
achieve over the next three to five years. Is it cost cutting? Is it compliance? Is it minimizing supplier risk? Is it having visibility into how the company is
spending money? Is it growing revenue?
Once you know your business’s definition of success, figure out how you can help make it happen. What are the things you can do that can deliver
the most value? What are the best metrics to use? That way when someone comes to you with an idea or a project to work on, you can step back and ask,
“But how will that get us to this particular corporate goal?”
You want to be known as a person who contributes to the company’s success. Today, every company is—or soon will be—a knowledge-based
company. One way you can prove you have the knowledge, skills, and abilities that companies need is by insisting on value as a service as part of
everything you touch.

As we have seen throughout the book, you need to be able to quantify that success. For some companies it will be, “Because we
159

Table of Contents

VALUE AS A SERVICE
hired this vendor, we are now able to expand 100 percent faster. It used to take us four months to get into a new market. Now it takes just two.”
Others will say, thanks to buying from our new vendor, we have been able to reduce headcount by 20 percent.
But most of the time, the benefit of buying value as a service will be expressed in currency. As we saw in chapter 4, when some of Coupa’s customers
talked about how this works, they always quantified the savings. They talked about how much money they saved processing purchase orders more efficiently,
how they were able to take advantage of discounts by paying early, how they reduced supplier overpayments by $X, and so on.
Now, this underscores two important points.
First, there needs to be complete agreement on both sides as to what success should look like. As we saw in chapter 2, when we discussed the
ineffective rollout of the Affordable Care Act’s website and the problems the state of Florida had in trying to create its online marketplace, if the client is not
clear on what they are trying to achieve, success is unlikely.
Similarly, as our experience with Subway (as we talked about in chapter 4) shows, if the vendor—in this case, it was us—can’t help the client define
success metrics, things are not going to go—or end—well.
The takeaway for both buyers and sellers is this: If you don’t know exactly what success is going to look like when you’re through, don’t start.
The second point is that you need to build a value-creation culture—one that is unified around beliefs that everyone can rally
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around. In our case, they are ensuring customer success, focusing on results, and striving for excellence.
You need to reinforce those values by hiring and promoting people who exemplify these values and by disproportionately rewarding the ones who
execute them on an extraordinary basis.
A value-creation culture cannot be ordered from on high. The values need to resonate with your employees, who need to make them their own. The
values need to be simple, clear, and constantly reinforced, which is something I cannot stress enough. Otherwise, they will never take hold.
How do you know they have taken hold? When you see people modeling the behaviors you want and isolating those who don’t support the company’s
way of doing things.
YOU CAN DO THIS
This book has been about sharing best practices (i.e., what has worked well for other firms as well as what has been successful for our customers and for us).
What we have found is that our best deployments have been the ones where we have clearly articulated up front:
•

How we will measure success

•

Whether there is a crucial level of adoption

•

What the impact to operating expenses will be

•

If there is a certain result set that can be mapped to profitability, actual shareholder value, or an uptick in stock price
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We then match the deployment—our action plan—against the objectives. That’s what keeps everybody focused on what is essential to creating
success.

Success requires accountability on both sides.

Let’s run through a series of examples.
Maybe the client has a solid core business, and the CEO wants to drive profitability. So on the procurement side, their entire initiative should be about
cost reduction—period.
Maybe the company is growing quickly, but they have no idea if they’re spending money wisely. We might focus on getting visibility into all methods
of spend by category, as quickly as possible, so they can make the most strategic decisions on spending money.
Maybe a client company has minimal compliance, and they’re worried about government audits, or they’re concerned that their culture is great but
there aren’t many controls. In this case, we’ll focus everything on compliance to get them within the restrictions within a certain period of time.
Maybe the goal is increasing shareholder value.
Or maybe they simply want the process to be much more efficient so everyone can get home by dinnertime. The possibilities are endless.
There are dozens of ways to create value. The point is, once you get customer success in your sights, you should never lose your aim. That business
objective—achieving success—is first, and everything else comes second. There are a great many things that matter in life,
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but when it comes to your business, all that matters is the success of your clients.
START TODAY
Now is the time to move to value as a service for four reasons.
First, customers are going to demand it. To use two clichés, which became clichés because they are true: The world is flat, and it is also transparent.
Because the world is flat, your customers are aware of best practices that exist anywhere around the globe. They know who is providing value as a service
(and who isn’t). And if they aren’t sure, it doesn’t take them long to learn the answer. Since the world is transparent—thanks to the web—they can find out
fairly quickly. There is no place to hide. As we said in chapter 6, you used to be able to sell on the sizzle. Now, customers are demanding the steak at all
times.
Second, there is a huge first-mover advantage. Damon Runyon, the writer whose street-smart New York characters gave us Guys and Dolls and
countless short stories, had an expression that he used a lot: “The race does not always go to the swift, nor the battle to the strong—but that’s the way to bet.”
You want to make the move to providing value as a service now, or you risk being left behind.
Third, change takes time. Altering the way you do business does not happen overnight, and the bigger your company, the more time it takes. That’s the
most practical reason for starting the transition now.
The fourth reason is that change is hard. The natural inclination, as we talked about earlier in the book, is to put it off until it is absolutely required.
Don’t.
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By the time you decide you are ready to change, you may have already lost the game. Your competition may have transformed the landscape, and you
may have been disrupted to the point where your product or service has become a commodity—or worse.
But as you make the move, you will have to think differently.
Before, you were focused on delivering a good product or a reliable service—meeting deadlines, turning a profit, and the like. All those things are still
important. But they have moved down a notch—or soon will—on your priority list. At the top, as we have seen, needs to be making sure your customer is
successful.
What follows is that you need to reassess the way you market, what you believe your core competencies are, your culture, and everything that’s going
on in terms of your organization to make sure you are concentrating on your customer’s success.
What that means, of course, is that you will need to reevaluate how you evaluate everything.
You will not necessarily have to look for new metrics (although you might). It’s that you will look at existing metrics in new ways. For example, as we
talked about in chapter 7, investors and board members want to see that a company is investing sufficiently in sales and marketing. But if they see those costs
are extremely high, and the company is extremely unprofitable, they will have serious concerns.
However, going forward, if that company is able to clearly articulate how they’re creating undeniable value for their customers, and the firm’s
reputation is growing, there will be far greater confidence. The classic example of that, as we saw in chapter 7, was Amazon, which spent a fortune, but they
eventually became one of the first choices when it comes to buying something online.
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What the Amazon example shows is that the definition of success may change in the future as well. Today, it could be having the greatest net margins.
Tomorrow, it could be how many profitable revenue-sharing ventures you have with your clients.
We aren’t sure exactly what all the new success models will look like, but we are certain they will all revolve around providing value as a service.
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DID WE DELIVER VALUE?
Obviously, I hope you enjoyed the book. More importantly, I hope it provided ideas that can help you and your company transition to providing value as a
service and becoming more successful.
That was the idea behind the project, and we should be judged by how well we did that. But how exactly should we be judged? Well, it makes sense to
hold us to our own standards.

As we have said throughout, for a project to be successful, the vendor and the client need to agree on what value is. Then, the vendor needs to hit
agreed-upon metrics for providing it.
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Well, in the case of this book, we are the vendor. And though we haven’t been able to engage with you in a one-on-one conversation about what would
constitute value, we probably can take a guess: providing information that could help you, and your company, perform better.
But how much information? (This book is all about quantifying success, after all.)
Well, one of the ways you can agree on value, as we talked about in chapter 2, is to benchmark.
And so we did.
James Walker Michaels, the long-time editor of Forbes, ran the magazine for thirty-seven years and is recognized as the person who created business
journalism as we now know it. He used to tell his writers if the magazine delivered just one article per issue that a reader found useful, the reader would renew
for life.
Forbes’ continuing success proved he was right.
Well, books are longer than magazines, and they cost more, so we needed to extrapolate from Michaels’s comment. A quick check with a handful of
business book editors and writers made it clear that, for most readers, three worthwhile ideas justify the investment of time and money in a book.
That is the standard we want to be held against.
Did we deliver three worthwhile ideas that can improve your business or your career?
Please let me know at Rob@Coupa.com.
Thank you.
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***
Cautionary Note Regarding Forward-Looking Statements
This free writing prospectus includes forward-looking statements. All statements other than statements of historical facts, including statements regarding the
future results of operations and financial position of Coupa Software Incorporated (the “Company”), customer lifetime value, strategy and plans, market size
and opportunity, competitive position, industry environment, potential growth opportunities, business model, and expectations for future operations, are
forward-looking statements. These forward-looking statements are based on the Company’s current expectations and projections about future events and
trends that the Company believes may affect its financial condition, results of operations, strategy, short- and long-term business operations and objectives,
and financial needs.
These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including those described in “Risk Factors” and elsewhere
in the prospectus to which this free writing prospectus relates. Moreover, the Company operates in a very competitive and rapidly changing environment.
New risks emerge from time to time. It is not possible for the Company’s management to predict all risks, nor can it assess the impact of all factors on our
business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from those contained in any forwardlooking statements we may make. In light of these risks, uncertainties and assumptions, the forward-looking events and circumstances discussed in this free
writing prospectus may not occur and actual results could differ materially and adversely from those anticipated or implied in the forward-looking statements.
You should not rely upon forward-looking statements as predictions of future events. Although the Company believes that the expectations reflected in the
forward-looking statements are reasonable, it cannot guarantee that the future results, levels of activity, performance or events and circumstances reflected in
the forward-looking statements will be achieved or occur. Moreover, except as required by law, neither the Company nor any other person assumes
responsibility for the accuracy and completeness of the forward-looking statements. The Company undertakes no obligation to update publicly any forwardlooking statements for any reason after the date of the prospectus relating to this offering to conform these statements to actual results or to changes in our
expectations.
Important Notice to Investors
Coupa Software Incorporated has filed a registration statement (including a preliminary prospectus) with the Securities and Exchange Commission (the
“SEC”) for the offering to which this communication relates. Before you invest, you should read the preliminary prospectus in that registration
statement and other documents Coupa has filed with the SEC for more complete information about the issuer and this offering. You may get these
documents for free by visiting EDGAR on the SEC web site at www.sec.gov. Alternatively, you may request a copy of the preliminary prospectus from
Morgan Stanley & Co. LLC, Attention: Prospectus Department, 180 Varick Street, 2nd Floor, New York, New York 10014; from J.P. Morgan Securities
LLC, c/o Broadridge Financial Solutions, 1155 Long Island Avenue, Edgewood, NY 11717, or by telephone at 866-803-9204; from Barclays Capital
Inc., c/o Broadridge Financial Solutions, 1155 Long Island Avenue, Edgewood, NY 11717, by telephone at 1-888-603-5847, or by email at
Barclaysprospectus@broadridge.com; or from RBC Capital Markets, LLC, Attention: Equity Syndicate, 200 Vesey Street, 8th Floor, New York, NY
10281-8098, or by email to equityprospectus@rbccm.com, or by telephone at (877) 822-4089.

