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Preface

Whether it is through a desire for better work flexibility, a way to make some extra
money, redundancy, or a change in career direction, freelancing and contracting are
increasingly attractive options for software developers who create anything from databases
and websites through to phone apps and enterprise systems. Drawing from my time

of learning lessons the hard way, this book is written and designed to inform software
developers at all levels of experience about the business side of freelancing and how
approaches to implementing software are as much of a business consideration as more
traditional business activities, such as marketing and business planning.

For students, freelancing offers an ideal opportunity to earn and learn, with the added
benefit of work-based learning being accepted by many courses as a contribution toward
the final qualification. Known as APEL (Accreditation of Prior Experiential Learning),
this experience can count for as much as the majority of a qualification if it can be proven
that the majority of the course content is learned through experience from work. With most
students being young and free of financial commitments (or at least fewer commitments),
the main benefit of freelancing is to gain a better position in the job market through CV
enhancement and gaining the types of experience that can be used to impress potential
employers at interviews. Payment is always nice, but the primary focus for students should
always be on building the type of experience that will open future opportunities.

Those who are already working in the industry are likely to find themselves at one point
or another in the position where moving into a freelance career is a desire or the only
option, but is nevertheless something scary. Unlike students, professionals have to earn
real money to pay their bills, hence do not have the luxury of being able to accept work
regardless of their budget. This means that professionals need to have more focus on
getting the business aspects right to remain profitable. Unlike students, more experience
of the same type of work doesn't add any strategic value when it comes to making more
money in the long term.

Being successful as a freelance or contract software developer isn't just about having
knowledge of standard business practices in addition to having programming skills.
Freelance developers need to understand how to integrate software development methods
with their chosen business model. With software technologies changing and adapting

on a regular basis, freelance software developers need to keep up to date with anything
emerging in their field that may affect how they implement their business strategy or risk
becoming irrelevant overnight; this is ever more true when working with open source
technologies, especially with recruiters for contract roles seeking people with experience
of the latest buzzword.
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With most people considering the option of going freelance coming from a background
primarily of permanent employment, it is all too easy to make decisions that are highly
biased toward their technical experience. Likewise, those who have a background
primarily in business development can also be vulnerable to making decisions that are
too biased from a traditional business perspective. Being successful in freelance software
development requires the knowledge of both disciplines to be combined in order to
achieve the best outcome. This allows the identification of profitable business strategies
that can be implemented in ways that minimize risk.

The focus of this book is to provide an insight into freelancing and contracting, written
from a freelance software developer's perspective. With chapters designed to take you
from everything you will need to start your freelance business, through to best practices
for software development and dealing with clients; you will learn how to avoid costly
mistakes by becoming efficient in the way you develop your code, along with how to
manage your clients and the people you work with. You will also learn about the strategic
business side so that you can clearly identify your approach to win and deliver the type of
work you want, along with developing partnerships and other resources you will need to
be successful and profitable.

When establishing your freelance operation, you will need to undertake adequate
preparation. The chapters of this book are arranged in a logical order that is likely to
reflect the different activity stages you will need to engage as you progress. Each section
describes the specific activities you will need to be aware of, allowing you to build a
business plan that you can continually refer back to in order to keep focused on your goals
and see how opportunities are progressing and developing.

What this book covers

Chapter 1, Introducing Freelancing, covers the main considerations to you need to bear in
mind for making the move into freelance programming. It introduces the different entity
options to operate under, along with considerations for running activities in the early days
and the types of freelancing to match your aspirations.

Chapter 2, Positioning Yourself in the Market, covers the considerations required to find the
type of work you want and are best suited to. The chapter highlights how to review the
market for creating a plan that identifies opportunities for you to carve your niche to win
the types of client you can be successful with on both financial and technical levels.

Chapter 3, Defining Your Business Model, covers an exploration of different business models
and how they can be applied to your freelance business. You will learn how to create a
business model canvas that identifies important elements of your business concept, from
strategic partners to customer relationships and key activities.

Chapter 4, Creating a Brand, delivers an introduction to the concept of branding and how it
can be applied to all parts of your freelancing, from the creation of your business model
through to marketing and project delivery.

2<
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Chapter 5, Networking, Marketing, and Sales, presents the options for marketing programming
services to your target audience. You will learn the specific differences between between
networking, marketing, and sales, as well as how they complement each other.

Chapter 6, An Introduction to Client Types, shows how to identify common traits of clients
in order to quickly build a picture of who you are dealing with. You will learn how

to use information gained from observations to your advantage when it comes to risk
assessment, negotiation, pricing, and project planning.

Chapter 7, Managing Clients, covers learning how to work with clients at each stage of a
project to avoid problems that can occur. Discover how risk management, complexity
measurement, client analysis, and expectations management can be used to lead projects
to a successful outcome.

Chapter 8, Negotiation, introduces a framework for achieving a fair conclusion in
negotiations that allow both sides to win. Most importantly, this understanding of
negotiation will help you to avoid costly mistakes that impact your finances and
reputation.

Chapter 9, Software Development Resources, Patterns, and Strategies, presents approaches
to programming that provide benefits for flexibility and coping with changing client
requirements. This chapter shows how to strategically construct code to reflect the
challenges you are likely to face in your freelance projects.

Chapter 10, Software Development Methodology, introduces the standard processes of software
development as used in industry. This chapter compares these different approaches to
identify the types of situation they are best suited to. You will learn how to take the best
of everything to incorporate into your own methodology.

Chapter 11, Creating Quotes and Estimates, covers avoiding the pitfalls of using a lowest price
strategy or guestimates when bidding for work. This chapter will show you how to use
information analysis to identify a profitable price to charge for your work.

Chapter 12, Project Management, shows how to apply everything covered in the
earlier chapters to projects in ways that strategically protect you. Methods to clarify
communications, implement formal processes, identify the right people to allocate,
and more are discussed.

Who this book is for

Going down the self-employed route in software development offers many opportunities
to develop awareness and skills to enhance your career. Whether you are a student
currently studying software development or a veteran software developer already

in the industry, this book provides you with insights you need to avoid the pitfalls of
self-employment and to succeed with software projects that are profitable and sustainable.

3<
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Conventions

In this book, you will find a number of styles of text that distinguish between different
kinds of information. Here are some examples of these styles, and an explanation of their
meaning.

New terms and important words are shown in bold.

Lists
Lists appear like this

Make a note

Warnings or important notes appear in a box like
this.

/

Reader feedback

Feedback from our readers is always welcome. Let us know what you think about this
book—what you liked or disliked. Reader feedback is important for us as it helps us
develop titles that you will really get the most out of.

To send us general feedback, simply e-mail feedbackepacktpub.com, and mention the
book's title in the subject of your message.

If there is a topic that you have expertise in and you are interested in either writing or
contributing to a book, see our author guide at www.packtpub.com/authors.

Piracy

Piracy of copyrighted material on the Internet is an ongoing problem across all media.
At Packt, we take the protection of our copyright and licenses very seriously. If you come
across any illegal copies of our works in any form on the Internet, please provide us with
the location address or website name immediately so that we can pursue a remedy.

Please contact us at copyright@packtpub.com with a link to the suspected pirated
material.

‘We appreciate your help in protecting our authors and our ability to bring you valuable
content.
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Introducing Freelancing

Instead of jumping head first into starting your freelance activities, the first steps should

be based around investigating whether freelancing is right for you. With there being many
ways to engage freelancing activities to suit your ambitions and commitments, freelancing
provides the flexibility to be a full time or part time supplementary occupation, both offering
different levels of risk and opportunities regarding finances and your commitments to
operating as a freelancer.

The freelance lifestyle

The life of the freelancer is often one that is misunderstood by those outside of the
profession, the typical image of the freelancer being a guy/lady of leisure who chooses
their own working hours, takes seven holidays per year, gets the opportunity to travel to
luxury locations for work and gets paid lots of money.

Whereas this lifestyle can be the case for the lucky few, the reality is that the freelance
lifestyle typically requires a higher level of commitment, discipline, and knowledge of
business than the equivalent employed position. Most freelancers don't work 9 to 5, but
more likely whenever to whenever, which usually means longer overall working hours.
Holidays are usually restricted to fit with the work and cash flow situation, meaning that
work will always dictate when it is best to take a holiday and not when a freelancer feels
like it—and there is no holiday or sick pay either!

Not all is as tough as it may sound, especially if you enjoy your work and manage

your finances well. Pay is typically significantly better than the equivalent employed
position on a per hour worked basis, which can be good for your bank balance if you

are able to secure the volume of work, whether it be from a longer term project or several
smaller projects. A word of caution regarding evaluation of finances is that unlike being
employed, the amount as a freelancer will vary each month depending on how much work
you are able to secure—so make sure you have enough saved for months to cover where
you have little or no work! This is especially the case when working on more demanding
projects in which there will a time lapse between completion of the project and finding

the next work source.

As a freelancer, expect to work in a wide range of places, from being invited to travel
around the country or overseas, to more 'unique' places such as the company basement.

5<
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Providers of freelance projects will offer different levels of luxury to freelancers, the best
often being the bigger well-known companies who have bigger budgets to spend—so if
you're wanting to get involved with projects that take you to sunny places instead of the
company basement, these are the companies that you want to freelance/contract with.
The only issue is that these types of opportunities are much more difficult to win and
you are likely to have to start at the bottom of the freelance work chain—building your
portfolio and freelance experience with many smaller and usually less prestigious projects
before you are even considered to be considered as a candidate by one of the bigger luxury
organizations. In addition to your portfolio, you should consider looking at how you can
build your network of contacts in the right places, allowing you to be recommended for
the types of opportunities you desire, as they open.

Is freelancing for you?

It sounds like an easy question, but whether freelancing is the right option for you needs
some careful consideration and answers to more detailed questions. Questions you should
ask yourself are:

» Can you afford to be a freelancer?

» If you have children or relatives who rely on your earnings, will they
suffer if you develop cash flow problems?

» Does your current financial situation give you enough margin to cope
with situations where payments are delayed?

» You don't want to be in a situation where you lose your home because a
few of your clients are late paying their invoices

» Health is an important factor to consider:

» Are you healthy enough to invest the required effort to succeed as a
freelancer?

» Can you afford health insurance if you are not living in a country with a
socialized medical system?

» Can you handle being a freelancer?

» If you like/need a regular work pattern, then freelancing probably
isn't for you. Many projects will require phases where you need to
work late and work flow isn't always constant enough to ensure that
you can always work set hours on the types of work you want to be
doing and are getting paid for

» Do you have a passion for the services you intend to provide? If you're
in it just for the money, you would be better getting a regular job that
pays a good salary. If you have skills that are in demand and difficult to
find, there's no reason why you shouldn't be able to secure a job with a
salary that is significantly higher than the average programmer's salary

» If you can work well under pressure, then you will cope with many
scenarios you will encounter as a freelance programmer

6<
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» Can you handle working overtime when everyone else is out enjoying the
sun? Working in that company basement at the weekend on a hot day
can be extra fun!

Do you have good business acumen?

» By being a freelancer, you are in effect being your own business, hence
the need to make good business decisions, develop good strategies,
and know how to keep your services profitable. If you fail at any of
these, you will get into difficulty that will cause you problems on both
a professional and personal basis

Do you see the bigger picture or just the next step?

> Being able to see the bigger picture of all aspects of the projects you
are involved with is an important part of being successful in a freelance
career, especially when it comes to programming. This isn't restricted to
your technical skills, but also for how everyone else fits within projects,
and management of political issues

How well can you communicate?

»  Success of a project will always depend on good communication. You
need to be able to extract the right information from clients to get the job
done efficiently and profitably, as well to do the 'right' job. You will also
need to be able to adjust your communication style for different types of
clients—see Chapter 7, Managing Clients

Can you be assertive if required?

» Although not always required, it's important to know when and how
to be assertive when required. It's not always good to be assertive with
clients, but sometimes this is a requirement in situations where clients
are taking advantage or pushing you into a situation that is unacceptable

Are you confident?

» If you don't show confidence in yourself, then potential clients won't
have enough confidence to hire you—and those who do will quickly lose
confidence or look to take advantage

» Being able to accept rejection and persevere without being demoralized
is an important quality—especially in the early days when you don't have
a strong enough portfolio to stand out from the competition. An ability
to accept rejection and embrace criticism will allow you to adapt and
persevere until you get hired; this is ultimately a numbers game, where
you increase your chances of being hired with each project/contract
application—using your response to previous feedback to further
increase your chances

7<



Introducing Freelancing

Defining your motivations

Knowing your motivations for freelancing will help you to focus on achieving your
ambitions. The following are some of the reasons that have motivated people to get
into freelance software development:

Boosting employability

Keeping in mind that the purpose of freelancing doesn't have to be a permanent
arrangement, freelancing to boost your employability can be a smart move in times where
the jobs market has more applicants per job and fewer jobs available. Graduates often suffer
the most from this dilemma, as the jobs they seek demand a level of experience that isn't
gained from the lecture theatre, which puts them at a disadvantage when they are competing
against people who already have several years of experience.

Freelancing to boost employability isn't primarily about getting the best payment rate, but
about strategically building your employability portfolio, so make sure to keep focused on
only seeking and accepting the type of work that adds value to this—anything that doesn't
fit this motivation will only increase the amount of time it takes you to get to the level of
employability that you require. Elements of your employability portfolio you should be
aiming to improve through freelance activities should include:

A list of people who would be happy to provide you with a reference:

» People who are willing to recommend you to people they know

» Hands on experience of skills specified in the job adverts you plan to apply for
» An understanding of how businesses work
>

Useful information to use at interviews that demonstrates both your technical
and business process awareness

Not to be confused with volunteering or contributing to open source projects, freelancing to
boost employability should be specific about where your involvement and responsibilities
start and end. The following are some suggestions on what you should make clear to your
freelance clients:

>» Payment: Never work for free, as this risks you being perceived as free labor
which can generate the perception of your time not having value

>» Rate: The rate you charge for your time is a signal to clients how much you
perceive yourself to be worth; setting a rate that is too low can lead to a perception
that you don't value your skills to be at the same standard as people who charge a
higher rate—or that what you are providing isn't worth paying a premium for. At
the same time, smaller businesses are not able to afford the same types of rates that
bigger businesses can afford, hence you should research the standard rate for the
market segment you are targeting; standard contractor rates in northern England
are in the region of £300 per day for mid-weight PHP contract roles in established
higher turnover organizations, but you may struggle to get half of this rate for
projects with small start-ups, simply because they don't have the cash
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» Time: Specify the duration of your availability in terms of days and working
times, as well as the duration of your project involvement. This avoids you getting
involved in situations where clients are expecting you to provide support far beyond
completion of the project and interrupting your other freelance projects or the job
you eventually win

» People: Be specific about who you want to be dealing with on the project. For the
purpose of boosting your employability, you want to be gaining credibility with
people who are influential and are well connected, hence being in the position
where they can recommend you and provide you with leads. Additionally, you
want to ensure that there are specific procedures on how and who contacts you
with details relating to what you are being asked to produce; the last thing you
want is for people with no authority asking you to develop features that aren't
authorized by key decision makers in the client's organization, which could then
reflect badly on you and affect your chances of being recommended

» Tasks: Make it clear what you do and don't do. People often make assumptions
about what your job role include, which can lead to clients becoming unhappy
when they perceive that you have been lazy by missing out important parts of
their requirement. An example of this is that a lot of people think that a web
designer also does SEO (gaining high positions on Google), web development,
database development, and everything else to do with websites—leading to
situations where they complain that the website they have purchased isn't on page
one of Google, where this wasn't part of their request. Regardless of who is right
and wrong in this scenario, customer dissatisfaction will only result in you not
being recommended and possibly causing negative word to spread about you,
which goes against your motivation of boosting your employability. Avoid this
by clearly stating what you do upfront, even if you believe that the client already
knows—stating it to them, preferably also in writing for future reference, avoids
any scope for confusion that is detrimental to your primary motivation

Learning new skills

Whether it's learning about organizing finances, negotiation, project management, or new
software development skills, freelancing will open many opportunities for you to learn
skills that you wouldn't learn in a regular job. In addition, freelancing often offers you the
opportunities to learn the skills you want to learn, rather than the skills that your current
employer wants you to.

Where learning is a significant motivation for freelancing, consider listing the types of
skills and the reasons you wish you to learn and gain experience of them. This could
be part of boosting employability, or to complement studies on a formal course, such
as a degree. Whichever the reason for wanting to learned new skills, take some time
to consider the order and timescales to invest in learning them so that the exercise of
learning can be best applied to the purpose. For example, learning a set of skills in the
wrong order for the purpose of improving results on a formal course would have little
benefit if skills being learnt from freelancing were in the reverse order of the course,
as early course subjects will be missed from freelance exercises and knowledge gained
to be applied to later subjects in the course schedule could be forgotten.
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Taking a break

The motivation to go freelance isn't always as serious as developing a career or a main
source of income. Using freelancing to take a break from full time working provides a
solution to the following concerns:

> Employment gaps: When the time comes to go back to full time employment,
having a gap of employment on your CV is something that can prevent you
from being invited to interviews, as employers can see this as an indication of
you needing to refresh your skills in order to become productive. Doing small
amounts of freelance work during your break allows you to fill this employment
gap with details of the type of projects you have been involved with, which may
also benefit your employability due to increased exposure to complementary
skills and knowledge gained

>» Network drain: The people you know are the most important asset you have—
regardless of whether you are self-employed or employed, so it's important not
to cut your connections and to be pro-active about making sure that people
remember who you are and what you do. When it comes to getting back into
full time employment, having people who can recommend you or who may be
able to offer you a position can make the difference between having a significant
advantage for getting your next role and simply not being invited to interviews.
Additionally, working on freelance projects for an existing employer is a good
way to keep options open to return to their employment after you've taken
your break

» Outdated skills: Areas of software development such as front end web
development and games programming for consoles have a higher than usual
demand for developers to be learning new techniques and to be aware of
upcoming technologies. Taking a break of anything longer than a few months
introduces the risk of making your skills outdated by the time you decide to
return to employment, making it difficult for you to secure your next role.
Freelancing during your career break ensures that you are at least aware of new
developments and can gain exposure to them to keep your skill set relevant

Increasing financial security

Going into business of any type, whether it is freelance or otherwise, is always a risk that
starts with financial insecurity. The financial security from freelancing occurs over time, as
you become established with the right types of clients and income sources. The following
are details of factors that can combine to make long term freelancing more financially
secure—if you are successful and have the right business model:

>» Multiple income sources: Not being dependent on one employer means that if,
for whatever reason, a client decides they no longer need your services, you still
have the ability to generate income from other clients you deliver your services to.
For this to work out, you need to make sure to have:
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» The right type of clients—focus on clients who have the type of turnover
(money going into their business) to be able to invest worthwhile amounts
into the services you provide; building a business around lots of clients
who spend small amounts is both more time consuming and higher risk

» Trust and reputation—people who spend large amounts are often
motivated by buying into convenience in the sense of buying into
someone they can trust to get the job done properly and not to cause
unnecessary trouble

> Asset ownership: Developing assets that you own provides you with a significant
advantage if you develop something of commercial value, as this provides the
option to generate passive income or to sell the asset for a significant amount that
would more than justify the amount of time and resources you have invested into
it's creation:

» A major difference between the work you produce freelance and the work
you produce under employment is ownership. Obviously, the work you
create under an employer's working hours is classed as their property, but it
may also be a surprise to find that an employer can own work produced by
an employee outside of regular working hours if it is deemed to be within
the scope of their employment—that is, if you are hired as a software
developer, then software developed outside of their working hours can
also be defined as within scope of their employment. This can lead to
significant issues should you create something of significant commercial
value in your own time while under the employment of someone else

» Most freelance projects in which you are developing tailored code to
the project will have a clause in the contract to state the work you are
being paid for is owned by whoever is hiring you—this is fine and to be
expected, but make sure that ownership is only limited to what they are
paying you to write; that is, make sure that there is no scope for clients
to claim ownership of code components written outside of their project,
regardless of whether it is used in their project or not

» Passive income: This type of income occurs where you invest little or no time
for it to be generated, and is often as a result of the creation of an asset you have
created. An example of passive income is royalties from phone apps; once you
have developed the right app for which there is a demand and which supports a
revenue-generating business model, the app will generate regular income once
it is marketed correctly to persuade people to buy/use the app. Jake Birket is
an example of a programmer who set up as indie developer Grey Alien Games
(http://www.greyaliengames.com/) and makes a passive income by
developing games that he sells through his website and online gaming portals
such as Valve's Steam. Once Jake has created his games, he is not limited to how
much money he can make, providing that his marketing is able to reach the types
of people who want to play his games—and most importantly, pay for them
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>» Knowledge: Knowing your financial situation is an issue relevant to everyone,
regardless of whether they are employed or self-employed. The advantage of
self-employment in this respect is that you have full access to your financials in
order to know what you can pay yourself, and of any potential financial issues
that could occur. Although being in employment offers you legal protection
through employment rights that are not automatically given to self-employed
people, circumstances can occur in which an employer who otherwise seemed
to be in good financial health goes bankrupt, leaving their employees without
pay and looking for new work—something you should be protected against to a
degree as a freelancer by being aware of your own finances and not being solely
dependent on one source of income, like regular employees usually are

‘While not being initially the most secure option, with jobs no longer being for life and not
necessarily offering you a share of the success your work generates for them, freelancing
poses some advantages not offered by employed work—and a greater degree of security if
you succeed in becoming fully established; although it should be noted that depending on
freelancing as a career isn't for the faint hearted.

Generating a side income

Using freelancing as an activity to earn some money as an activity outside of full time
work commitments is a good way to raise money to make purchases such as holidays
and hobby interests, or even as a way to increase your savings. Without the pressure of
making sure that enough money is being earned from work activities to pay the bills,
freelancing to generate a side income allows you to take a much more relaxed approach
to how you work and therefore provides more flexibility on which work you accept.

In addition to producing code for other people/businesses, there is the option of
creating your own product. This angle has more risk due to not having any guaranteed
payment and relying on having the right product features to convince people to make the
purchase, but as a side income, this method doesn't risk financial problems and can earn
a significant amount if it pays off.

Case study: New Star Soccer

New Star Soccer, created by Simon Read is an example of an independently developed
app that achieved commercial success and even beat FIFA 13 and other high profile
sports games to win a BAFTA award. The financial success of the mobile game for
Android and 10S (iPad and iPhone) peaked at sales generating £7,000 in just one day,
and regularly earning £1,000 per day after its release—you do the math to identify how
much the game earned.

Not all was plain sailing with the game's development, which had been through several
versions until it achieved major success with the breakthrough mobile version. The first
version of New Star Soccer was created as a side project to Simon's day job working in
IT support and earned him a few hundred pounds per month in sales, which is great to
have as a supplementary income to a regular salary and emphasizes the flexibility offered
by starting your self-employment on a part-time basis.
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Within three years of developing the game as a side project, New Star Soccer 3 was able to
generate an average income between £2,000 and £3,000 per month. The sales statistics at
this point were enough to convince Simon that taking redundancy from his full time job to
concentrate on his game project full time was now viable financially, and resulted in him
making his side business full-time. With the project now being Simon's sole income for
him and his wife, working on the project was now more serious and not just a hobby that
happened to make some income—with the need to make sure that income continued to
come in so that bills could be paid and food was on the table, Simon had to work 12 hour
days at the expense of a social life. Despite the minor sacrifices for making the project a
full-time business, Simon enjoyed a successful first year with continued sales of his game
and his wife helping with the admin side.

Although the project had been successful, problems started to hit after Simon was given
a £17,000 tax bill for the sales generated by New Star Soccer 3, as well as poor sales of
versions 4 and 5 of New Star Soccer and an unsuccessful experiment to launch several
separate games outside of the football theme; namely New Star Grand Prix and New
Star Tennis. Simon's saving grace was the inclusion of his game Super Laser Race in a
game bundle distributed by Valve's Steam game portal; this alone generated £14,000 in
just one week and allowed Simon to pay off his debts.

Serious success in Simon's game business didn't return until the release of the mobile
version of his New Star Soccer series, which has regularly generated income of £1,000
per day and as much as £7,000.

Several lessons can be learned from the case study of New Star Soccer:

» Starting a project part-time allows for experimentation to identify where niche
demand exists for software products at minimum financial risk to yourself

> Income generation from developing software products requires time to grow,
so don't quit too early

» Software projects become a lot more serious when you make them into a full time
job, so be prepared to commit serious time, potentially at the expense of a social
life in the early days

> Software products need time to mature inline with what users are willing to pay
for, hence the first release is unlikely to be the one that everyone wants. Make
sure to adapt your software product in response to real user feedback—not just
on your own belief

» Making the wrong software product is costly, if not financially disastrous.
Make sure to perform market research to identify what there is a demand for
before you even start the design process, never mind writing the code

»  Successful sales will never be constant, so make sure you keep savings to
accommodate dips in sales and unsuccessful product launches

» Tax is one of the only things in life that can be guaranteed, so make sure you set
aside money you make from your software product sales to cover tax bills at the
end of the year
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» Selling software in volume is the key to making significant income. Make sure

to have your software available on portals and software stores that your target
customers will be looking on to make purchases

Freedom

Freedom comes in many forms, and with being self-employed as a freelancer, the ability
to choose the types of projects you work on that fit the lifestyle you want can be one of
them. The following are some of the factors that dictate the level of freedom you have
on projects:

» Working times: Projects that don't require you to work on-site often allow

you to choose your own working times, which can be useful for managing your
work around life commitments such as family. Flexible working times are also
important for being able to manage multiple projects, making sure that you
aren't dependent on only one source of income

Projects: With the flexibility to pick and choose who you work for and what

on, you have control over what work you get involved with. If a project or client
sounds like too much trouble, you have the ability to turn down the work in order
to look for something that's likely to be less hassle. Additionally, there are also
your own projects that you may want to develop for sale, which an employer may
not be want you to create under their employment; using freelancing to support
this project, you can take full control over what you develop

Implementation: Depending on the type of projects you are involved with, there
is often a level of freedom for you to decide how to implement what you are
being hired to create. This could be in terms of the programming languages you
use, frameworks or programming patterns. For your own projects, you also have
the freedom of deciding which features are to be developed as part of the product

With such levels of freedom, it's easy to become undisciplined to a point
that affects your work performance. Where you have freedom to choose

when you start work, it's important to make sure that the work gets done,

\ so if you start work late, you must have the discipline to make up the

time and even work extra hours where required. Where you have freedom

on how to implement a project, you also need to be disciplined to make
sure that the code you develop is maintainable and is a good setup for the
client—not necessarily what best suits you.
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Alternative to unemployment

Facing unemployment is a prospect that most people would want to avoid. For those who
are already unemployed and are struggling to get back into work for whatever reason,
freelance software development has several benefits:

> Finances: It's not difficult to secure an amount of work paying more than what
the state may pay to support unemployment. With software development being a
specialist skill that's in demand, securing a rate for your work that's at least double
minimum wage isn't difficult—even if you have much to learn about software
development. At the time of writing, typical UK freelance programmer rates start
at roughly £15 per hour and rise up to £40 per hour for more experienced and
established software developers

> Employability: As mentioned already, freelancing may not be the permanent
goal, but it adds value to your work history and CV by providing you with hands
on experience that you can both write and talk about, allowing you to appear
more convincing to potential employers

>» Reputation: Making contacts through your freelance activities is a useful asset
to securing future work, whether it be employed or on a freelance basis. If you
are good at what you do and are able to impress people with what you create,
people will naturally recommend you to people, which opens opportunities for
more paid work

Fun

All reasons given until this point has focused on the serious aspects relating to career
and financial issues, but don't forget that work should be enjoyable. Work that pays a
lot is desirable, but no work is worth being involved with if it has a detrimental effect
on your life, health, and/or family.

Programming isn't the type of work people can stick with if it's not something that
interests them enough to keep motivated when needing to solve tough problems, never
mind tough clients. Make sure to choose freelance working for the right reasons—that is
the types of projects and clients that don't turn out to be a nightmare and of which you
would be proud to have as part of your portfolio.

>» Motivation: Enjoying the work you do is a way to improve the quality of
service you deliver to your clients, which therefore increases opportunities for
recommendations that lead to more freelance and employment opportunities

> Engagement: Taking an interest in the work you do will allow you to identify
how the software you create can be further improved beyond the initial
specification. For client based projects, this can be used as an advantage to sell
additional features of interest upon completion of the initial project. If you are
developing your own software product, your engagement with the project can be
used to identify additional features that may help to increase sales or open new
opportunities to evolve your business model
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Don't quit the day job

As tempting as it may be, it wouldn't be wise to quit your day job to go freelance full time
until you have both tested the market and built relationships with a network of good quality
clients and suppliers. Even if you land a project that will set you up financially for a few
months, there is no security to ensure that there will be enough work to keep you going after
the project ends, or even that the project will not run into some type of complication that
will jeopardize what and when you are paid.

Being successful in a company employing you as a programmer and being successful as

a freelance programmer are two different things that you will quickly learn as you work
on freelance projects. If your background is working in agencies who provide services to
their own clients, you will already be aware of how there is a need to strategically develop
your code to manage on-going change requests, which is something that may be alien to
you if you have only worked in organizations who are highly organized and/or have little
changing requirements relating to the code you have developed for them. Using your time
to experiment with freelancing will allow you to gain an insight to the situations you will
encounter on freelance projects and so allow you to learn to strategically design your code
for better flexibility that can handle changing specifications—especially for projects where
the budget is fixed and the client has unrealistic delivery time expectations.

Instead of seeing your freelance career as an alternative to your day job, start it as an
experimental hobby that complements your financial income. The hobby itself should
contain both the business and technical skill elements that you want to eventually turn
into a full time career. This method allows you to experiment in a way that jumping

into freelancing head first wouldn't allow you to - by allowing you the flexibility to

make mistakes and build your business model around your experiences. If you are good
with both the business and technical aspects of what you wish to turn into a freelance
career, you will be able to identify, develop, and refine aspects of your service to appeal
to segments of the market that fit the types of ambitions for the projects you wish to
work on. It's through this experimentation that you can closely integrate your marketing
activities to build a brand and reputation that will enable you to build a stream of work
from recommendations resulting from your experimentation—something that you would
otherwise not have been in a position to do by jumping head first into full time freelancing.

Legal entities

There are several legal entities that you can choose to run your business under, each
having their own advantages and disadvantages. The following are brief descriptions
of what they are and who they may be more suitable to.
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Sole trader

The most simple of legal business entities, being a sole trader means less paperwork and less
hassle, with the advantage of providing you with more time to invest in the work that makes
you money. As a sole trader, your only responsibilities regarding tax are to register with
HMRC within three months of starting to trade and to complete a tax return each year.

As a sole trader, you pay your tax at the end of each year, unlike working as an employee
where you pay tax each time you receive payment from your employer. There is also some
leverage given by the tax man, as you are given from 6th April to 31st January to make
your payment. This is beneficial for those who plan in advance, but can cause a bit of a
problem for those who leave everything to the last minute, if there is a cash flow problem.

Partnership

Partnerships are a great way to combine the skills and assets of multiple people from
different backgrounds to enable higher chances of success for a business. An example
of this would be someone who has a good background in marketing and business
management working with someone who has good technical expertise—allowing them
to create a superior product that has the backing of a well-executed marketing strategy
and business structure, of which the business wouldn't have succeeded without the
contribution of both parties. Good examples of partnership successes have included
Steve Jobs (the business brains) and Steve Wozniak (the technical brains) who founded
Apple, while Sergey Brin and Larry Page co-founded Google.

Although there are many advantages to setting up a business through a partnership,
there are also several major disadvantages:

» Success requires both parties to contribute their share to the partnership. Many
partnerships fail because one or more parties take advantage of the other(s) by
not investing the effort that is expected of them

» Opportunities can be missed when a decision or authorization is required by
a partner who isn't available or contactable—unlike a sole trader, who makes
decisions and reacts straight away

» Disagreements and disputes between business partners can be damaging to the
business and in the worst case scenarios can lead to their destruction

To avoid such problems, planning and precautions should be put into place that protect
the interests of all involved:

» Creation of a formal contract between all partners that details all terms of the
partnership, including percentage of ownership, delegation of responsibilities
and the procedure for termination of the partnership

>» Monitoring of the partnership activities to ensure that all members are fulfilling
their obligations
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» A set procedure for decision making that identifies who has authority to make
decisions for different types of situations and ensuring that all parties are
contactable as much as realistically possible

Limited company

Unlike setting up as a sole trader or partnership, trading as a limited company requires
much more effort to set up and trade—as all accounts need to be recorded in a specific
format and submitted to Companies House for their approval. In short, setting up as a
limited company results in much more paperwork which results in more distractions
from your core business activities and higher admin/accountancy fees.

There are, however, several advantages to setting up limited company:

» The business becomes a separate entity from yourself, meaning that any debts
are owned by the business. Should the business run into financial difficulties,

any debts are separate to yourself—meaning that you wont be forced to sell assets

like your house to settle the business debts. Keep in mind that company directors
can still be held responsible for company debts should they be proven to have
allowed the company to continue trading while insolvent, or for any personal
guarantees given

» There are certain tax advantages to benefit from being a registered company
once your profits reach a certain level. Your accountant will be able to advise
you on this

Home or away?

‘When setting up as a freelancer, one of the first decisions you will make will be on
where you deliver your services. Sometimes the nature of your work will dictate this
automatically—as an example, if you will be relying mainly on agency placements, then
you will be working at the office of the agency's client. Other than these few exceptions,

you will need to decide whether it is best to work from home or a dedicated place of work.

The home office

Working from home certainly provides a range of advantages in convenience for the
self-disciplined, but can also prove to be a detriment to productivity for those who are
easily distracted by temptations.
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Advantages

There are certainly some useful financial and lifestyle advantages in choosing to work
from home:

» No travel—saves time and expenses:

» Without travel, you can start work earlier or catch up on more sleep
should you wish. No travel also means that you eliminate wasted time
associated with heavy traffic and cancelled trains, as well as saving your
personal expenses of getting to work. This is also handy when you end
up working late, meaning that you can avoid the additional hassle of
traveling home

» Save on rent:

» By working from home, you avoid spending on additional rent, which is
something that comes in handy when money is tight—especially when
you are first starting out as a freelancer

» Tax savings:

» If you are working from home, you can claim a proportion of your
costs on expenses such as home insurance, heating, lighting, water rates,
council tax and general maintenance as a business expense so that the
amount of tax you pay is lower

» Work in your pajamas:

» If you're feeling lazy or feel more comfortable working in your pajamas,
then this is certainly a benefit to have

Disadvantages

Although there are a number of desirable advantages, working from home also has a few
disadvantages that will affect your productivity and strategic capabilities:

» Many interruptions:

» Whether it's family, neighbors, pets, or friends, disruptions can ruin your
productivity—especially when you are 'in the zone' when working on more
intensive work requirements. It's said that such disruptions can take you up
to 25 minutes to regain your mode of thought and productivity

» No physical location barrier to separate work and personal life:

» For people who like routine, what is considered to be home will become
blurred as work. This is especially a disadvantage when under pressure
at work with 'home' distractions making it harder to get into work
mode, while also the opposite being true when trying to switch off from
thinking of work during out of hours time
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» No collaboration environment:

>

>

If you are working with other professionals on a regular basis, the home
isn't usually a great place to foster collaboration activities

Lack of contact with other people can contribute to negative
psychological effects, resulting in decreased morale and productivity

» Likelihood of having to give clients your home address:

>

On the whole, this shouldn't be a problem—and being an 'ethical’
freelancer means that client's shouldn't have to be hunting you down.
However, there are some clients who are unrealistic on their working
relationships with you—sometimes going as far as to pressure you into
working unrealistic hours by suggesting that they come and work with
you on a Saturday morning or during the night. It's in these situations
where having a real working address can avoid certain situations—what
would you do if you client turned up at your house at 10am on a Saturday
morning to insist that you work on their last minute requirements?

» Temptation to not work and do something social instead—Ilike watch TV

>

At least in a separate working environment you can ensure that there
are no distractions like your TV and gaming console. At home, you
have access to all of your entertainment—will this pose a risk of being
a distraction from doing real work perhaps?

The real office

For many people, it's certainly useful to have a separate workplace than home, but what
expense does having a dedicated office for your work have?

Advantages

The main advantages of having a real office for your business activities revolve around
improving your productivity. As a freelancer, the faster you turn out your work, the more
you can earn in the time you have available for work.
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» Work-hour structure can help you keep focused—that is, traveling to work like a
regular job:

» Working away from home avoids the possibility for you to get too

comfortable working at home and to ensure that you have the same
routines as you would have with a regular job where you travel to work
for set times. This is good for people who are less disciplined in their
time management, as having a regular work structure helps to ensure
that work actually gets done rather than having work productivity suffer
from home distractions and putting work off until later
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» More likely to be viewed by clients as a professional:

» Although in reality an office is no reflection of your technical competency,
in most cases having an office to invite clients to meet you will provide
them with more confidence that you are a real business that they can
depend upon. This is especially true for small and startup businesses who
have no technical knowledge in the areas that they are hiring you to help
them with

» Separate your home from your work more easily:

» Some people will find that living both a work and social life in the same
environment difficult to live with—that is, where does work start and
end? A real office gives a psychological boundary to ensure your work
and social lives don't merge into one. In this case, the saying never mix
business with pleasure has never been so true!

» More convenient if you are hiring people to work with you or if you are working
in a partnership:

» For most, it will feel less comfortable to have employees and business
partners working from their home. With an office, you can have others
working in a real work environment to ensure that there are no home
distractions and have a common workplace that fosters creativity
and collaboration

Disadvantages

Having a dedicated office for your work will certainly push up your expenses and rule out
some of the savings you could make by working from home. If you are the type of person
who is disciplined enough not to get sidetracked by home distractions or simply don't have
a big budget to begin with, using an office may be something would want to consider at a
later date—if at all.

> Rent can be expensive

» Certainly, during the early days of setting up as self-employed, every
penny counts. Whatever you spend on office rent is money that you
can't spend on other aspects of your business that will lead to success
and your ability to make a profit. Can you afford to rent an office?

>» Additional costs such as business rates and insurance not covered by your home
insurance:

» At least when working from home, some of your home insurance and
council tax that you would otherwise be paying can be recovered

» Can get lonely if it's just you in the office, but not the case if you work with
other people
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» Requirement to invest in furniture:

» Having an office is all very nice, but it will only be of any value when it
is properly furnished. In addition to the other associated costs such as
business rates, insurance, and rent, you will also have to invest in office
furniture, meaning more money that is taken away from aspects like
marketing that are critical to your success

Renting desk space

For those who find it difficult to be productive from home and can't afford or want to
spend on the extra expenses of renting an office, there's the option of renting some desk
space from an established company or a business incubator unit. This option provides

a happy medium where you get all of the advantages of having an office to work from,
but at a fraction of the rental cost. You also benefit from not having to directly pay many
of the expenses associated with setting up your own office such as furniture, heating,
lighting, and business rates, because these will be covered by the desk rent.

Co-working spaces

A new type of desk renting is referred to as co-working, where freelancers and small
business owners are able to purchase desks to work from on a day to day basis. This is
a step down from renting desk space, which is a more permanent arrangement and has
cost saving advantages if you only need to use the desk for a couple of days per week.
There are also some events arranged as co-working days where different freelancers
attend to work—although these often tend to be about an opportunity to network with
other freelancers and less about doing work, so don't expect to be highly productive if
you attend these events.

Cafes

A popular option for many freelancers in all fields, especially freelance writers, is to
work from a cafe. This has become a lot more popular since the emergence of mobile
computing and with most cafes now offering free wifi Internet access. The combination
of these factors means that many freelancers only need to have a laptop to access
everything they need to work from an environment that separates them from the
distractions of home—or even the office!

Cafes provide an ideal place to get work done, with their environments not being
too noisy and the ability to access refreshments when wanted. Their open space also
provide good locations to hold meetings, whether this be with clients or people your
collaborate with.
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Without being tied to working from a single location, you have the advantage of being able
to choose different cafes to work from—whether this be through choice or convenience.
Although you will be paying for your refreshments, it is likely that any costs will be lower
per month than any of the other options while still providing most of the advantages.

Summary

There is no individual way to run your self-employment business. Some people may start
freelancing as a part-time project that grows to a full-time occupation, some may keep
their activities as a part-time activity motivated by the lack of dependency to generate

a full salary, whilst other people may jump head first into launching their venture as

a full-time operation. The only factors to say which method is right are the business
environment and your personal circumstances. It is also these circumstances that
influence how you run your business activities that are likely to define what you consider
as success—a student making £1,000 per month would be considered highly successful
in most cases, whereas the same sales statistics were considered disastrous when this was
achieved in the release of Simon Read's New Star Soccer 4.

Almost as important as how you decide to run your business, and most likely to be highly
influential in this, is the legal formation you use. The most simple structure being a sole
trader, which has significant advantages in reduced admin requirements, but also leaves
you personally exposed guaranteeing all debts incurred by your business activities when
things don't go to plan. Partnerships provide advantages for shared responsibility and
potential access to a wider range of skills that can significantly increase the success of the
business, but just one bad partner can introduce problems and expenses that undermine
the contributions of everyone else. Limited companies provide an amount of legal
protection and the ability to raise money by selling parts of the business to investors, but
also come with much more red tape requirements.

There is no need to hire expensive office space when you are able to work from home,
especially when you are starting up when any money you have will be better spent on
marketing and other activities used to make and complete sales delivery. For those who
find it difficult to work from home due to distractions, desk space or co-working offices
are an option to have a formal place of work without the full costs of a dedicated office.
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Positioning Yourself
in the Market

Every industry has different groups of people you can sell to, with members of each group
sharing characteristics and interests that define who they are. Being able to identify these
groups will allow you to make your software, services, and marketing highly targeted to
generate the type of reaction that you need to succeed.

Market segments

Whatever services and/or products your freelance business provides, you will most

likely find that all clients are unique; there are characteristics shared by those who have a
commonality, such as the industry they operate in, business structure, or any other factor.
These shared characteristics are the ones that allow you to categorize your market into
segments that identify the following:

» The different client types you can target

» The individual needs each client group

> Parts of the market that have the capability to deliver to

» The difference in profitability opportunities
These identifications and others help you to build the foundations for effective marketing
and business strategy. By understanding the characteristics of the types of buyers in the
market, you will be able to tailor what you offer and how you appear to match what you
know appeals to them. This approach affects everything from product development and
service delivery to marketing and managing your finances—simply because your target

market segments combined with the business environment and your financial ambitions
dictate what's possible to deliver.
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Although targeting every buyer in the market may sound like the best option make the
most sales, focusing your attention on a limited portion of the market will allow your
business to become more appealing to those you intend to sell to. Although, specializing
in specific market segments dramatically reduces the number of people you can sell to, it
also opens opportunities to increase your overall sales and extend your brand exposure:

>

26<

Tailored marketing activities and content appeals to people who share specific
characteristics and interests

Case Study: Nextpoint, based in Liverpool—England, had spent years providing
generalized software development services to small businesses who didn't
understand anything about what that software could be used for. This proved

to be a difficult approach to sell software services because potential clients were
unable to use their imagination to see how software could improve their business
processes and solve problems they faced. By specializing in the creation of
software specifically for education, Nextpoint was able to eliminate its reliance
on buyers needing to use their imagination and instead provide specific examples
of how software could be used to specific solve problems that their target market,
educators, could specifically relate to.

The more specific your marketing is to a specific type of person or organization,
the more likely the targets are to have an interest in the marketing message

Case Study: Not only did Nextpoint focus their software products to become
specific to the education market, they also further specialized in designing software
to assist specific education needs such as dyslexia. This specialized focus has
allowed for highly targeted marketing that appeals to people in search of help that
traditional learning tools don't cater to. This focus led to marketing being able to
communicate to a highly specific message that the target audience could relate to
and therefore gain confidence in the product being right for what they need.

Specialized products and services designed specifically for the needs of a market
segment allow for unique selling points (USPs) that your competitors don't offer

Case Study: Nextpoint's change in focus led to the identification of specialized
learning methods that are highly effective for learners in the target audience. The
identification of these learning methods meant that software features could be
produced to facilitate these learning methods that are not available in competing
software products. Understanding how the needs of learners, their educators, and
parents differed to each other meant that the software could be designed in a way
that adapted itself to each type of user. Meanwhile, the marketing communications
strategy was able to make use of this understanding to promote each unique benefit
to their intended beneficiary.

A specific focus makes it easier to gain interest from media organizations that can
provide mass exposure to your brand and its activities

Case Study: Nextpoint's focus on delivering learning and teaching solutions for
specific education needs such as dyslexia was easy to understand and relevant to
emerging news stories. As a result, media attention was gained from organizations
including the BBC that resulted in exposure on radio, websites and in newspapers.
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» Refining your processes to match a specific type of client for improved
productivity and profitability

Case Study: By specializing to deliver software that address common problems
experienced by all members of their targeted market segment, Nextpoint were
able to create a series of standard software configurations that allowed them

to deliver working systems quickly without the need for major investment.
Additional optimizations to time costs were made possible through the use of
a centralized software system, with new clients being provided with an account
to access their purchased functionality—as opposed to purchasing of a unique
installation. This approach eliminated the main costs associated with previous
projects, where their different requirements meant the need to develop fully
bespoke features before clients could access any functionality.

Pricing yourself appropriately

A common mistake made by many new market entrants is the use of price as a selling
point; with these entrants trying to undercut the competition and then falling into the
trap of not being profitable enough to justify the effort, or even making a loss. Sun Tzu, a
military strategist whose philosophy is studied by industry leaders, wrote:

"The general who wins a battle makes many calculations in his temple before the battle
s fought.”

- Sun Tzu, The Art of War.

Like the generals who win on the battlefield, smart people fully evaluate the field they
operate within and identify the position they hold before concluding the type of pricing
strategy to use. Understanding the market environment in relation to your own attributes
opens opportunities to identify to target your products and services at spaces occupied
by little or no competition. Described thoroughly in the book Blue Ocean Strategy, these
spaces in the market are opportunities for you to establish yourself without resorting to
cutthroat pricing strategy that leaves you vulnerable to exploitation and minimizes your
ability to earn a decent living.

Fortunately for software developers, the cost to deliver services are minimal—a

basic laptop and electricity is all you need to get started; with many of the software
development tools now available for free via the Internet. The downside to this the
lowered barrier for new market entrants—meaning that there will always be people who
are less smart than you who resort to undercutting everyone in the market. Sun Tzu
continued his writing by saying:

"The general who loses a battle matkes but few calculations beforehand. Thus do many
calculations lead to victory, and few calculations ro defeat... ”

- Sun Tzu, The Art of War.
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It is no coincidence that most startup businesses cease operating within their first three
years; mostly due to a mixture of poor management and not understanding their market.
Like those generals who lose on the battlefield, people behind failed businesses have
lacked the ability to thorough research their market in order to build informed plans that
maximize their chances of success. Often, these are the market entrants that you will
compete with who cause problems for everyone in the market; not because they are good
at what they do, but due to their unrealistic and unmaintainable pricing strategy.

These market entrants are often people who have little or no business experience, with
many neither having the required technical skills, who as a result resort to making sales

by undercutting everyone in the market. Some of these people may not have any software
development skills and simply run their business by outsourcing all of their projects to

the lowest bidder. If you operate in a country with high living costs such as the UK, you
can't compete on price against people living in countries where living costs are a fraction
of your own. You know the pricing situation is bad when there are literally people offering
database development for $1 per hour!

Market entrants who haven't done their homework and price themselves in a way that
makes it impossible for them to deliver the goods are both a threat and an opportunity:

» Threat: Their low pricing strategy contributes to buyers in the market expecting
software development to be provided at rates comparable to the amounts paid to
supermarket checkout staff

> Opportunity: Buyers who have been burnt buy sellers who have not been able to
deliver on their promises will be looking to use factors other than price to identify
value in what they are buying

With so many market entrants emerging with poor pricing strategy and lack of technical
skills, many buyers are subsequently being stung when choosing to hire software
development at low cost. Although there will always be a market segment for low cost
software development, people already stung when choosing price as the main factor in
their previous hiring will be looking for other factors that guarantee better quality. This
is an opportunity for you to charge a premium price through establishing yourself with
reputation for reliability and being an expert in your field.

Important factors to be taken into consideration when deciding on your pricing
strategy include:

» The market rate

Knowledge of the average rates already charged in the different market segments
can be used as a measure for what you should be charging. Be careful to select
prices from competitors who have comparable operational attributes such as

the type of product/service you are selling and geographical location you are
selling in. For example, looking at freelance web development rates in London
would give you a highly distorted view if you are selling these services in a less
expensive city such as Liverpool.
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Pricing yourself below the market rate sends a signal to people that
suggests you perceive yourself as less capable than other software
\ developers. With people often being so busy, this can lead to you being
overlooked and missing opportunities to demonstrate your capabilities.
At the same time, lower rates can attract the types of client who have
unrealistic expectations and/or are actively looking to exploit you.

» Quality standards
This is a major factor that is directly dictated by your pricing strategy:

"The moment you make a mistake in pricing, you're eating into your reputation or
vour profiss. "

- Katherine Paine, founder of Delahaye Group

When aiming to offer the lowest prices, you are forced into a position where the
cutting corners and rushing the job are the only options available to keep your
sales profitable at a margin that's worth your time. Both of these options affect
the level of quality you can deliver; while this may be acceptable for some, it
will never allow you to build a reputation for delivering the type of quality that
the highest paying clients seek. With this in mind, there will always be market
segments where clients are willing to accept sacrifices in their purchase—that is
there's a reason why people wear old clothes when painting and decorating.

At the other extreme, aiming to offer the highest quality will escalate the need

to charge the highest prices. While this will price you out of the reach of the
majority of the buyers in the market, the reputation you build will place you in a
position where only a small number of your competitors are able to reach. With
these market segments having more of an interest in the quality you provide over
the price you charge, your sales strategy becomes more on focused on making
high value sales more than high volume sales. In these circumstances, you may
use a specialization, rare skill, guarantee or certification to boost your appeal in
a way that allows you to justify extremely high value-based pricing—this being
where you sell your services based on the value to the client and not as a fixed
hourly rate.

When deciding on your pricing strategy, quality level(s) requirements of your
target market segments should be thoroughly investigated to identify whether
you are in a position to profitably provide your services and/or products. Always
remember that your time has value and therefore has a cost. There's no point in
charging the lowest prices to make a few sales with margins that turn out to be
earning you less than minimum wage; if you are doing that, you would literally
be better off flipping burgers at one of those fast food restaurants we all know!
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» Available resources

The availability of resources is the other major influence of pricing strategy.
Resources you can access define the options available to you for delivering your
services and developing your products. Budget will also influence your ability
to access resources—whether they are labor, expertise or digital assets such as
code components.

Most of the time, cutting corners will impact on quality; an example of this being
technical debt, where poor quality code results in higher ongoing maintenance
costs. The exception to this is where you make use of ready made resources
that allow you to avoid investing time in building a project's foundations. In this
case, the use of ready made resources not only allows you to reduce production
time, but also can lead to higher quality output from code components that have
already been tried and tested.

These resources could be tools you have developed yourself, have purchased or
even make use of one of the many open source projects. They can allow you to
significantly reduce production time and therefore be much more competitive
with price. This means that it is possible to identify a compromise that cuts out
enough development time to make it possible to be profitable and competitive
with price sensitive segments of the market; or to be even more profitable in
market segments where price is not an issue.

An important consideration for using resources to influence your pricing model
is the definition of limitations. Clients will often ask for customizations that are
not available in your resources; your options will already be limited if you are
buying your resource from a third party. The main risk in this situation is when
you have developed your own resource—where the temptation is to agree to
create the feature as part of your standard pricing. It's important to distinguish
between off the shelf software features that are already available and custom
software development that requires the purchase of time. Get this wrong when
selling your resources and you will find yourself in a situation where it becomes
impossible to satisfy the client while making a profit. It is for this reason that
many providers software solutions based on existing resources will only offer
minimal customizations—that is eliminating unknown risk to profitability.

Your experience and professional value

Never undersell yourself; it limits your career prospects and will attract the type
of client looking to exploit you. If you are highly experienced, you can produce
work faster and at better quality than someone who has less experience so why
accept being paid the same hourly rate? In this type of situation, it's only fair
that you charge more for your time because the client gets a better outcome in
less time. With this also translating to the possibility of them also saving money
on their overall costs, you can't fairly compete on an hour for hour rate against
someone offering less experience, knowledge and capability at a lower price.
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If you have a skill that is rare, then you can negotiate higher prices. In software
development, an example would be software development in non-mainstream
languages such as Cobol; which allows you to demand as much as eight times more
than a programmer doing the same job with a mainstream language like PHP.

Some situations require a certain set of skills, while others have a preference
for you to meet certain criteria for red tape. Either way, having some type of
specialism allows you to target market segments that has limited competition,
and as such, allows you to negotiate higher rates.

Developing specialist skills is certainly something worth considering as part of
your strategy if you don't already have them. An ability to negotiate higher rates
and more easily secure new work can be gained simply through target market
segments where there is a skills shortage. Examples of this include knowledge
and experience of statistical analysis theory and Al algorithms; while there are
many PHP and Javascript developers, there are not as many PHP developers
who have the specialist knowledge and experience of Al algorithms—especially
for projects requiring advanced use of Al such as image recognition and big
data analysis. With supply and demand having a direct influence on rates being
offered, buyers in the market will be willing to offer higher payments when they
can't attract enough people with the skills to do the job.

Although the required learning investment to master these skills and knowledge
may be high, it is a worthwhile investment because the higher entry level barrier
keeps the market segment closed to the types of market entrants who are likely to
attempt to undercut everyone. With those operating in the market segment also
having to have invest heavily in their learning, it is much more likely that they will
value their skills and therefore not be willing to undersell themselves. The limited
number of suppliers in the market segment and its difficulty to become a new
market entrant results in more demand than there is supply - hence keep rates
higher and negotiation power in your favor.

The market segments you intend to target

Although you may be providing the same services to everyone, different segments
of the market will have different expectations for quality, service, and price. Small
businesses tend to demand the most for their money, so dealing with this segment
and remaining profitable requires an entirely different strategy to dealing with
large corporate type organizations where there is often a culture of wastage in
expenditure.

Market segments are not only to be defined by business sizes, but also by other
factors such as their characteristics and target audiences. For example, targeting
charitable organizations will require a completely different strategy to public
sector services. In the same way, small businesses that have already been running
for a few years have completely different needs to recent start-ups, even though
they are both part of the same small business category.
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Market specific influences

The going rate that you can be paid is directly affected by the markets you operate in
and your position within the market. Three main factors that will affect your ability to
successfully and competitively price your services are:

>
>

>

The capability and willingness of the competition to lower their prices

The skills required by the buyers—in general, the more skills required, the less
competitors who are capable and so hence allows you to increase your prices

Certification is a factor that is value by some, but not all buyers. People who tend to
value certification tend to be people with an academic background or people who
have inside industry knowledge and trust of the certification vendors; for example,
someone who knows about PHP development and knows about the official PHP
framework Zend may be more inclined to take notice of developers who are

Zend certified—similarly, someone who knows about online marketing would be
more confident in hiring people who were Google AdWords certified. The value
of certification is being able to immediately be able to show an endorsement by

a trusted organization in your skills meeting a minimum standard. However, it
should be noted that it is worth investigating how your target audience perceive
the value of certifications—as this would have no value if you are dealing with
people who only look at your previous experience and/or who are unaware of
the certification vendors and the meaning of their certifications

Brand loyalty—if you have existing relationships with prospective clients or have
been recommended to them by their trusted sources, the buyer will have more
confidence that you will deliver a quality solution and not let them down

Premium’
Capable Competitors Segment

Budget

Standard Segment

Budget Segment

Quantity Vs Quantity

Diagram 2.1: Market volume versus price-based competitor reach.

Diagram 2.1 shows how there is a bigger market for clients with smaller budgets, but
with fewer competitors capable of profitably targeting the lower end of the market. As
the budgets for the client segments increase, more competitors are capable of profitably
targeting the segments on a price only basis.
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Diagram 2.2: Market volume versus skill-based competitor reach.

Diagram 2.2 shows how skill level requirements mirror the rates offered from buyers in
the market. It shows how more competitors are capable of bidding for projects requiring
less skill, with fewer competitors able to compete as skill requirements increase. The
lack of supply to market segments requiring higher skill levels allows you to demand
higher rates. Examples of clients you should expect to find in each of the project budget
segments include:

>» Premium segment: These are organizations with very large turnovers (total money
going into the business) and are involved in large scale operations. The massive
size of these organizations tends to amplify all factors, including outcome of your
services offering greater value through massive exposure. Their overall expenditure
is amplified to a point that any high rates they offer you is barely noticeable in the
greater scheme of their operation costs. Inefficiencies and corporate culture in these
organizations often lead to higher value spending decisions that are motivated more
by internal politics than the desire to make a saving

» Standard segment: Typically small to medium enterprises (SME businesses) that
are established and employ anywhere from 20 to 250 staff. These businesses have
experience and financial exposure to allow them to understand realistic costs, but
not to the extreme level as the premium segment businesses. Organizations in this
segment tend to be savvier about the prices they pay—Ilooking to pay inline with
the average market rates
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> Budget segment: These tend to be micro businesses and startups. Often one man
bands who don't have experience of business and view finances in the same way
as personal money; for example, £100 can go far to cover living costs, but doesn't
cover much business expenses such as rent, insurance, and so on. Even where
owners of these businesses have an understanding of business level finances, they
are often in a situation where they have limited funds and hence unable to pay
attractive rates even if they appreciate the value of your work

>

Capable Competitors

Brand Loyalty

<

< Quantity >

Diagram 2.3: Market volume versus brand-based competitor reach.

Diagram 2.3 shows how fewer competitors are capable to compete on brand loyalty as this
factor becomes more important. This is an important factor if you or your competitors have
had a successful working relationship with the prospective client or where recommendations
have been given by their trusted sources.

The equilibrium price — segments and prices

Referred to as the equilibrium price, this is the compromise point that offers the best
outcome between pricing yourself within reach of the largest number of buyers who
are willing to spend at a rate that earns you the best profit. Identifying this price point is
important because it dictates what you can deliver within the budget you have available.

‘While there may be market segments willing willing to pay a high price, the only segments
that matter are those that you can reach. For this reason, it is also highly important to
identify who your audience is. Who can you access with your marketing and what are

the barriers to those you can't?

There will be more people able to pay at the lower end of the scale, but can you deliver
your product or service profitably to them? If not, is there a cut down version that you can
offer that still satisfies this audience and that delivers you a profit? You will never deliver a
profit if you make a loss on every sale—no matter how many you sell!
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For the people willing to pay a premium for your product, what additional value can
you include that will persuade them to upgrade to the more expensive version? These
people will not pay a premium for the same product that you offer to other people at
your standard price, yet increasing your prices for everyone may cost you sales from the
majority of your customers. If focusing exclusively on premium customers, will their
sales cover those you lose from your mainstream customer segment?

In short, each market segment you target should have a version of your product or service
that is tailored to their interests; this may not be exclusively based on price, but could also
involve features that relate to other factors such as expertise, business category and size of
their organization. Pricing can still be used to categorize market segments, such as:

> Budget segment: Those who need what you offer at the lowest possible price; the
price is the main and possibly the only factor that will persuade these people to
buy from you. In most scenarios, there will be plenty of people in this audience
and so hence your earnings will need to come from volume of sales. The question
is do you have the capability to produce, deliver, and market your product or
service to this audience in a way that earns you enough to be worthwhile?

»  Scalability is an approach that can be used to address budget segments of
markets. This is where a one size fits all approach is taken to develop a
standard solution that can be used to supply a demand—an example being
a website template that can be sold to website designers for customization
or directly to clients as part of a standard website creation. This approach
bares the full cost of development upfront and can break even after a
specified number of sales are made. These upfront development costs,
known as non-repeatable engineering costs, are a once only investment;
whether you sell one copy or a million, the development costs don't scale
up with the sales you make. This means that there are opportunities to
be highly profitable if you can sell in large volumes, but also a risk of not
recovering the cost of your time investment if you don't make enough sales

» It's important to be very specific when selling pre-made template style
systems, as this approach goes wrong when offering buyers the ability
to request specific customizations; especially when you are already
selling to market segments who expect the lowest prices. Many software
developers operating this approach minimize their risk by limiting the
level of customization they offer—if providing any at all

> Standard segment: People who know the market value of your product or service
and are willing to pay a price that's fair. These people are usually better informed
and will buy based on their perception of a fair deal and the need for good quality.
These people recognize that prices that are too cheap are usually reflected by a
reduction in quality and so therefore need your product or service to be provided
at a quality standard that is equal to or better than those of the market leader

» Premium segment: Not many people fall into this tier, but those who do will
usually have excess money to spend and will be happy to pay above the market rate.
These people will also want some added value—a perception of prestige (brand),
tailoring and fast turnaround for delivery are just a few examples of what can be
offered to this segment
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With the preceding insights in mind, it is important to identify which price segments
you are able to successfully target with your price strategy. Often it is not possible to
target both the top and bottom tiers with the same brand, as there would be a conflict

in how both groups perceive you. The equilibrium price shows which market would be
most profitable—if you have the marketing and production capability to profitably sell
in volume, then targeting the middle and bottom tiers would fit your strategy; otherwise,
making less sales with bigger profit margins justified by an increased quality of your
product will be less risk and easier to produce a profit.

Building quality for market segments

Quality is a factor that everyone would like, but its delivery is often restricted by skills,
time, resources and budget. The definition of quality is something that changes between
different groups of people; another reason to identify market segments that share
characteristics. Whether the buying criteria is based on money, time or another factor,
your ability to be successful with the market segment comes down to whether you are
positioned to profitably deliver the quality that its buyers expect.

Meeting customer needs

The key to delivering the right quality to market segments lies in understanding their
needs. Offering a product or service with high quality on all factors may result in you
pricing yourself out of the market, whereas offering a version of your product or service
that has selected features of interest tailored to be appealing to defined audiences will
mean that you are able to make a better impression amongst those who you target as
well as increasing your sales potential. Examples of tailoring your quality to customer
needs include:

» Providing an entry level version of your service or product

This allows you to target those who are either restricted by budget or experimenting
with using your offering to see how they benefit. Designing your entry level version
to have all of the basic features with options to upgrade is a great way to lure
customers into spending more with you as their needs and budget grow over time.

An entry level version of your service or product should offer only the basics to
meet the buyer's requirements—possibly with the ability to upgrade later.

Example: If you are selling websites, an entry level option could be a single page
website made from a pre-made template made to show basic information such as
telephone number, e-mail address and description of the client's business. This
option allows buyers with a low budget to have a quality solution that meets the
main requirements of their project criteria. Options can be provided that allow
them to upgrade their website with new pages, design alterations and other
custom features once they are ready and have the budget.
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» Versions for different sizes

Whether it is families, businesses or individuals you target, producing versions
for different sizes allows you to adjust the quality and quantity of time, resources
and/or materials required to deliver something that the customer is happy to pay
for. If you were to sell clothes, it would be an advantage to make your business
appeal to everyone by having options to suit different shapes and sizes. The
reverse of this is also true; using blue ocean strategy to specialize in sizes and
shapes that competitors don't offer means you can access segments of the market
that will have a keen in interest in your products and services. Its difficult being
6'5" when the longest trousers sold in mainstream shops are a size or two too
small—not to mention fitting into seats on public transport!

In terms of business software, you may want to investigate the influence of the
organization sizes using your product/service. With the obvious difference of large
organizations being the number of user accounts or installations, you may identify
new requirements for features and support that impact on your production and
ongoing costs. Identifying this not only allows you to differentiate versions of your
product or services to catering towards different buyer sizes, but also to highlight
unique costs and savings that need to be integrated into your pricing model.

Example: Online education software is often sold as a subscription on a per user
basis. This allows for pricing options that can scale from the individual account
needs of a parent with just one child, to potentially hundreds of accounts that

a full school may need. On one hand, a school with hundreds of users will
require more support than a parent with just two children, while on the other
hand, the scale of school users would likely result in a lower support cost for
general questions that only need answering once. For example, a teacher asking a
question could apply the answer for up to thirty students in their class, while the
parent would only apply it to their two children. Additionally, the school teachers
may want to use the software in a way that allows them to set and manage
homework—additional features that wouldn't be required by parents.

‘While schools should obviously pay a higher overall price compared to parents, the
ability to identify efficiencies that occur when scaling up the use of software can
allow you to offer discounts to high value buyers without cutting into your profit
margin. Identification of additional features that are useful to how teachers use the
software differently to parents opens opportunities for making the product more
appealing to them in a way that can be allow for new pricing options for feature
upgrades and extra services.

»  Occupation specific versions

This is most relevant when selling to specific professions and trades, tailoring the
product or service to become appealing to a specific occupation.

Example: An accountancy software package that has specific features turned on or
off to make its functionality relevant to a businesses operating in a specific sector.

Example: An education software for math's could have the same content and
exercises tailored for different industries, allowing it to become appealing to
training organizations who need to teach math's in relation to the industry
they deliver training for.
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Market research

Whether it is state run, a private sector operation, charity or social enterprise, cash is the
blood flow of any organization; without it, the organization cannot function and will
cease to exist. In the same way, an organization with no cash flow isn't able to function
properly to meet its objectives. Whether you operate purely for profit or to benefit a
community, your ability to identify what people want to buy and at what prices will
dictate whether you succeed or fail.

Failing to plan is planning to fail

A common mistake made by new market entrants is to basing prices entirely on what
people say they will pay rather than what it costs to deliver and be profitable. This
approach is both lazy and naive, exposing their business to exploitation from market
buyers, while at the same time increasing risks that limit their ability to deliver quality
and make a profit.

"If ignorant both of your enemy and yourself, you are certain to be in peril.”
- Sun Tzu, The Art of War
The essence of good price planning is to:

» Gain an understand of what the market wants to pay
Identify the perceived value of the product or service

Identify 'who' you can sell to

>

>

» Calculate the costs to bring your product or service to market

» Identify the expected client communication and management overheads
>

Calculate the cost to deliver your product or service to the customer

» Incorporate your profit margin

All of the preceding contribute to successful pricing in selling products and services
when the correct information is captured, highlighting the importance of selecting
reliable information sources and factoring margins for error. Some information sources
will almost never give truly accurate information; an example being how most buyers
will never indicate the maximum price they are willing to pay—especially if they are
negotiating the best price from you. In these circumstances, you can look at verifying
your data by cross-referencing against other information you capture. For example, the
price that customers say they are willing to pay could be compared to their opinions of
equivalent product/service prices.
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Cost to market

Another mistake made by new market entrants is forgetting to factor in the cost of
developing a product or service into their pricing and profit forecasting. The cost to
market includes:

» Research and development: Inclusive of meetings, plans, and research to create
the product as well as to identify what people want

» Cost of equipment purchases

A\ 4

Training expenses

» Other costs that may also be incurred depending on your specific product
or service

Depending on the country you operate from, there may also be ways for you to reduce
your cost to market through:

» Tax credits that compensate business expenses—for example, the UK offers tax
reductions to home operated businesses as well as for those operating in sectors
such as computer games development

» Costs for professional services such as training can be used to reduce tax—as a
genuine business expense, these are not included as part of any taxable profit you
make; it is worth checking with an accountant about this

> Equipment costs can be used to reduce tax costs—although some countries such
as the UK don't allow an outright tax deduction because equipment is considered
as capital and therefore has value to be resold; this is treated differently in the
way that the tax reduction is returned over a number of years inline with how the
country views the depreciation of equipment capital. It is worth speaking to your
accountant about this

Certainly in terms of services aimed at market segments that want or need a more
affordable solution, there can be a higher cost to market in order to develop some type of
customized component that allows for a reduction in ongoing service/product delivery
expenses. Although money can be made through sales, profit is only achieved once any
upfront investment for services, equipment, research and development has been recovered.

Cost of delivery

In addition to the costs for getting your product or service to a state that it can be sold

in the market, there are also ongoing costs that scale up as your business grows. These
include costs for hiring staff, customer support, marketing, and rent—some of these

will be proportional to your sales, while others will have a staggered increase as you hit
specific milestones; for example, increasing the size of office premises means higher rent.
All of these costs have to be factored into pricing for recovery through each unit sale.
This means that if you intend to sell at smaller volumes, your prices need to be higher

so that each product/hour unit sold absorbs a bigger portion of your costs.
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Calculate your profit margin

In summary, your profit is a simple calculation made from:
Profit = Total Sales Value - Cost to Market - (Unit Cost x Unit Quantity)

Don't forget that not all available units will necessarily be sold. Examples where this may
happen include:

» Products passing their valid selling dates or relevancy—examples outside of
software include sell by date for food and relevancy date for items such as
newspapers and magazines

» Sample units distributed for marketing purposes—example samples for journalists
to review

» Time that doesn't get booked due to lack of demand, or time spent on marketing
and admin activities

Time value

Where your business is about using your skills to sell time, an easy method for identifying
your daily rate could be to use the following steps:

> Identify how much you want to earn per year
» Identify how many days you can realistically work in a year

>» Divide your target earning amount by the number of days you can work

Being overly optimistic with the number of days you expect to sell will result in you

not being able to achieve your target earnings. This means that a lower estimate for

your available working days reduces risk and increases the chances of you exceeding

your target. You also need to incorporate any time you expect to take out for holidays,
sickness and anything else that would make you unavailable work; unlike being employed,
you don't get paid for these.

Realistically, aiming to earn a full salary in six months of work provides enough margin
for three months of the year to be spent on holiday with an additional three month margin
for anything unexpected, such as the economy becoming difficult. This means that any
time you sell beyond the six month target is what allows you to earn more than the
equivalent employed programmer; and rightly so, considering that you are a disposable
worker that frees companies from their employment law obligations and other employee
related expenses such as training and equipment costs. Smart people don't just aim to sell
time, but to make the most from the least effort.

"Great results can be achieved with small forces.”

- Sun Tzu, The Art of War
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Earnings you make also need to be structured to cover:

>

Difficult times

Being a disposable resource, you are not protected by employment law—meaning
no redundancy pay and minimal notice for project/contract termination. As a
result, freelancers and contractors are the first to feel the brunt of circumstances
such as economic events like the 2008 financial crisis. Make sure you have enough
savings to cover any risk of operating in difficult market conditions that.

Training expenses

Demand for specific sub-skills within programming is always changing. Not
long ago, Flash and Actionscript were highly sought after skills for front end
web applications, with Javascript being the poor man's choice that was limited
in functionality. These days, not only are Flash and Actionscript irrelevant,
but Javascript has become relevant to everything from browser-based software
through to server side applications development, Internet of Things (IoT)
and its use in commercial products such as Sony's PlayStation 4.

An investment into training is not optional if you want to stay relevant; especially
if you want to charge higher rates. There are two types of training cost—cash and
time. Cash costs are associated with purchase of courses and learning materials
such as books, while time is about the time you spend learning and practicing to
master the skills. Even where cash costs can be eliminated, learning will always
have a time cost that converts to a cash value; time spent learning is time lost
from earning—hence the saying of time is money. Make sure to factor time in

the year that you expect to spend on upgrading your skills; even if this is in your
spare time.

Equipment purchases and maintenance

Unlike programmers employed by companies, you don't have anyone who will

buy you equipment and software licenses for your job. To top this, many employers
don't just buy their employees entry level versions, but whatever is top of the
range—with upgrades each year. This is an employment benefit that you miss out
on by going the self employed route at a cost to your profitability. This is something
that your clients save on by not needing to make these purchases—so make sure
your rates factor in the value of equipment and software licenses you provide with
your service.

Maximizing your earning potential is a big part of the game, so it makes sense
to understand how you are valued within the industry. Questions you should be
considering include:

>

>
>
>
>

‘What is the average salary being offered for the equivalent employed role?
‘What rates are currently being offered in the contracting market?

‘What level of experience do you consider yourself to be at?

‘What complementary secondary skills do you have?

What type of responsibilities are you willing to accept?
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» What type of organization are you looking to target?

» How much holiday time do you want?

These are all questions that have a direct impact on identifying a realistic daily rate that
offers minimal risk; remember, risk management is about avoiding unnecessary risk and
keeping odds in your favor, so always look to maximize your earnings to keep risk low!

With the game being about identifying ways to maximize your appeal to buyers in the
market, it's important to know how to package and present your attributes in a way that
convinces buyers that you're right for their job. Every buyer is different in some way, even
when they share many common characteristics. This means that although you may have
already identified market segments to target, your strategy for approaching them may

be designed in a way that further specializes in making you appeal to buyers with more
specific characteristics.

"He will win who knows how to handle both superior and inferior forces.”
- Sun Tzu, The Art of War

The approach to further specialize in more specific characteristics may be taken more
through circumstance than personal choice. For example:

» Where your programming skills and experience can't compete with other
programmers in the market, look to compete by combining the use of a
secondary skill, or by finding buyers who don't have the budget to attract
the best programmers.

» Where you are confident that your skills are competitive with the standards
of the market leading programmers, build your rates to reflect the highest
prices offered in the contract job adverts you find in your research.

It's easy to make the assumption that buyers only need someone who can write their code,
but the reality is that there are many more factors to successfully completing software
projects than merely writing the code. Writing the right code to solve the right problem is
more important than writing any old code. Code without the right data will never produce
the required output. A project that faces interference from political agendas is unlikely to
be completed to its full potential, on time or within budget. Projects designed in a way that
are unrealistic to deliver within the available time or budget need specific intervention for
identifying the minimum viable product. You can see the pattern of these requirements—
there are opportunities in every market segment for you to stand out from the competition
by emphasizing relevant secondary skills you have that many other programmers don't.

"He who only sees the obvious, wins his battles with difficulty, he who looks below the
surface of things, wins with ease.”

- Sun Tzu, The Art of War
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‘While you are likely to focus on a main type of work that earns the majority of your
income, such as a contract-based role, there is nothing to stop you from engaging other
types of self employed work to fit around this. For example, while your day work may
focus on earning money from a contract project, the time you spend traveling on the train
and some evenings could be used to work on mini freelance projects such as writing, small
websites, apps and provision of services such as tuition. All of this helps to top up your
earnings and open potential future opportunities that allow you to evolve your business
while reducing your exposure to unfavorable circumstances you can face as a disposable
contract worker.

Summary

Understanding who you intend to sell to will allow you to clearly define what your
business is about, who you intend to deal with, what you will offer, and how you plan
to be profitable. The key to understanding your market is research, so make sure that
you do this thoroughly and make use of reliable information sources.

Even when your research indicates a high demand for what you plan to offer, a clear focus
should always be kept on whether your ideas are financially viable. All markets can be
separated into multiple segments, categorizing buyers who share common characteristics. In
terms of pricing, this often translates to the three general categories of budget, standard, and
premium buyers; each needing to be tackled in a unique way to guarantee that your services
or products can be delivered in a way that meets their quality expectations and is financially
viable. It's important to identify what can be offered for the market segment(s) you target
from the start so that you can avoid lower paying buyers negotiating extras that make your
offer unprofitable.

With an understanding of factors relating to positioning yourself in the market, the next
chapter will cover issues related to building a business model; a key part to identifying
how your business can operate profitably with the types of people you are selling your
services and products to.
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Defining Your
Business Model

A business model defines how a business idea can be operated in a way that is profitable.
All businesses are unique in some way or another, with many taking an influence from
competitors using proven business models that have delivered success. Knowing what
makes a business model, and how to adapt them to match the environment you operate
in, can maximize your chances of being successful.

Types of business model for software

The mistake made by a lot of software developers who decide to go into business is
placing too much emphasis on the technical side of software development. This mistake
stems from software development's culture as a whole, which generally tends to advocate
sharing of code, information, and ideas, as demonstrated by the open source movement.
Although this ideology can prove effective for learning and building a reputation in
software development, it shouldn't be confused as being a business model—one of many
reasons why software developers find themselves underpaid or failing to make their
business a commercial success.

Your business model should look at the method you intend to use for developing and
distributing your software in order to define how a business can be built on your skills in
software development. Some models make use of software development as the primary
business, whereas other models use of software development as a component supporting
other business activities. The following are the main business model categories that
commercial software development fall under:

Software Development as a Service (SDaaS)

The most obvious way to make money with your software development skills is to
allow businesses and individuals to hire you. This business model focuses on selling
your time to produce software that meets the requirements of the people or business
who are hiring you.
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Advantages

This method of building a business around software development has several advantages
that make it ideal for people starting out in business:

>

Lower risk of making serious mistakes:Being paid by the hour/project means
that you don't risk working for several years to create something that doesn't
make enough money to justify your time investment

Easy to define: The business is all about selling a service to create software
for people who hire you—easy for you and your clients to understand, which
therefore minimizes the risk of costly mistakes

Allows you to learn as you go: Not needing to create code before making a sale
means that you can learn about the buyer and their requirements in a way that
allows you to refine your processes to reflect your experiences as they happen

Proven model: This type of business model has a guarantee to work providing
that you can generate the required sales, set the right processes, and negotiate a
price that covers the cost of your time and expenses

Minimal startup costs: In the age of the Internet and social media networks such
as LinkedIn, it is possible to start this type of business with almost no money—a
quick visit to a website such as Freelancers.net (http://www.freelancers.
net) will reveal several projects that you can apply for if you have the skills

High flexibility: The nature of software development combined with portable
computing and Internet connectivity means that there is a high amount of
flexibility to work at times and locations to suit what is best for you. Once
established, you can also select to choose when to take on client work—and
more importantly, who you will accept to work for

Reactive software design: This is where you are designing software to solve

a known problem with an understanding of how your chosen design needs to
accommodate scope for change. Understanding what the original minimum
viable product is and which features are reactive allows you to sell a service to
develop both the original requirements and any ongoing alterations

Disadvantages

Not all will be rosy when running your business on the SDaaS model. The nature of this
type of business attracts and causes several problems:
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>

Undefined expectations: The businesses and people who hire you to write their
software will often not have a complete understanding of what they want or need
from the end result. This means that your job becomes more difficult in needing
to manage projects to avoid situations that can damage your profitability, client
relationship and ability to complete the project. With experience, you will learn to
develop skills and policies for client communications and management that result
in better-defined documented specifications which avoid the type of ambiguity
that cause problems later in the project; hence the sooner you learn these skills,
the sooner you are able to minimize this type of risk
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Unknown time cost: Your clients often need their software developed in the
minimal amount of time, or have a limited budget that affects the time available
to complete their project before your profit margins are reduced. At best, the
amount of time you identify for completing a project is an educated estimate;
regardless of how detailed your method is to come to your identification. A
solution to this dilemma is to provide estimates as a range, detailing factors that
may impact the actual development time—such as the client failing to provide
required content!

Changing situations: Your clients will have many associated factors that will
influence what they want from the software they hire you to develop. These
factors may change over time and therefore result in changes to the software
specification, hence resulting in additional time and costs that the client may
not be able or willing to negotiate to pay for

Fixed price can be a profit killer: Many clients want to know upfront what the
total cost for their project will be, meaning that there is a risk of you losing money
or working for almost nothing if you don't get your calculations and time estimates
correct when deciding your price. Clients can also be unrealistic and tough to
negotiate with when introducing changes to their original requirements—even
going as far as trying to fit in extra features as part of the original specification's
wording; this is how you unexpectedly lose money

Cheaper countries are a growing threat: The nature of software development
not requiring software developers to be on-site for their work, combined with
Internet technologies making it easier for people to work and share their work
from any location, means that companies and self-employed individuals from
abroad located in countries with lower currency values and living costs are in a
better position to compete against you at a lower price. This becomes a serious
problem if these competitors have the same level of skill and customer service
that you can deliver

This threat is often more specific to the budget end of the market, where sellers
compete on providing the lowest price and buyers primarily seek to hire the
lowest bidder; hence sellers located in countries with lower currencies and living
costs having an outright advantage to win this type of work. At the other end

of the market, buyers in the premium segments tend to judge less on price and
more on factors relating to quality—whether that be customer service, knowledge,
assurances, or code quality; as a result, competitors who target this segment tend
to use any difference in living costs and lower currency value maximize their
profitability and instead focus on competing with their skills and knowledge
instead of price
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» Undermining media and technology: The ability to charge the fee you view
your time and skills to be worth is dependent on finding clients who perceive
your skills to be worth the price you demand. An emerging problem for software
developers is how the perception of their skills is being undermined by the media
and increasing accessibility to off the shelf technology products. Examples
include a certain business reality TV show giving apprentice candidates a day to
create an app, news stories exaggerating the success of a five year old gaining a
Microsoft Office certification, and do it yourself website creators with marketing
emphasizing no need for coding skills to create websites. While all of these
examples are technically correct in their specific context, they play a large role
in the public's perception of software development being a child's play activity,
therefore leading to incorrect assumptions on software and technology:

» A very basic app could be created in one day, but something that has any
meaningful use will take weeks, months, or years to develop, depending
on its features

» Microsoft certifications for using software such as Word are easy to
pass; they are not in the same league as software development-focused
certifications such as the Microsoft Certified Solutions Developer
MCSD)

» Basic websites can be created without coding skills through WYSIWYG
(What You See Is What You Get) tools such as Wix or Dreamweaver,
but these are limited to any pre-made the features they offer and can
produce very poor formatting code that is bad for Google search
rankings. As soon as you need to do something that the website builder
can't do or where you need to better optimize your content for search
engines, you need to get involved in writing or editing code

» Projects of medium complexity can now be created with the use of open
source systems such as WordPress with no programming knowledge—just
an understanding of how to install the code to hosting. These systems
can often be customized with existing templates and have functionality
extended through readily available plug-ins; allowing clients who
experiment with their WordPress installations to develop an incorrect
preconception of software development being click to install. This leads
to a justification on difficult stances such as insisting they hire you at
minimum wage for features they want requiring bespoke programming
and customizations

The result of this misinformation being generated and spread through misleading
marketing and media is that there are segments of the market where programming skills
have become devalued to a point where clients perceive they could do the job themselves
with a few days of training.
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The Complete Web Developer Course - Build 14 Websites
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Figure 3.1 : Do training courses like this damage perceptions of potential buyers by suggesting that they can
learn everything required to do the job in just six weeks for £407

Conclusion

Using the SDaaS model is a good way to get started in software development, allowing
you to learn about the types of situations that and how they can be resolved. This model
is also the option that has the fewest startup costs, with it being possible to start earning
straight away by finding a project that pays through one of the many project-bidding
websites or projects advertised through social media.

It is also possible to evolve this model into one of the independent business models
that are described in the following sub-sections of this chapter. Small businesses and
individuals who make a living from software development often evolve their main
business model from SDaaS$ into one of the other models; these being Software as

a Product (SaaP), Software as a Service (SaaS), or software supporting a service. In
the case of Basecamp (https://basecamp.com), formerly 37 signals, the company
was originally founded to provide website redesign services, but eventually changed
their business model to SaaS selling subscriptions to their in-house developed project
management system.

Software as a Product (SaaP)

At the other extreme of software development business models there's selling software

as a full product—a complete contrast to simply selling the service to create software.
This model relies on creating a software product that people are willing to purchase,
hence making the wrong product could potentially result no money returned from the
time invested. In addition to the time cost, you may also need to hire the services of
other professionals, such as graphic artists, to assist with the production of content for
integration within your software, hence there being a higher cost to bringing your product
to market.
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Advantages

Like with the previous method, there are several advantages to building a software
business around your own product development:

>

>

Your own control: You are in control of what the final product will be, meaning
less chance of problems arising from changes to the project specification

Better understanding: With the product being your own business, you in a
better position to understand what the software needs—as opposed to trying to
understand someone else's business

Freedom and flexibility: You are more likely to have the type of freedom to
develop features you want in your software

Financial potential: There is scope to make a lot more money with your own
software product if everything goes right—compare earnings of up to £500

per day of contractors using the SDaaS model, with the peak daily earnings of
£7,000 generated by the indie game New Star Soccer. This massive difference
highlights the scalability benefit provided in this model, where the time to create
the product is not proportional to the amount of money it can make. In contrast,
increasing profitability using the SDaaS model can only be achieved by investing
more time or by finding higher-paying clients

Disadvantages

The freedom of the SaaP model comes with its own disadvantages to match its
advantages:

>
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Higher risk of failure: Unlike selling your skills for an hourly fee, there is the
possibility of making no money if you develop a software product that there's no
demand for or if you don't have the right marketing strategy. You will only ever
know this for sure after you have developed your software, by which time it is
already too late to recover your time investment

Need for more business skills: In order to minimize the higher risk of failure,

there is a need for more skills and experience in business to make sure that the right
decisions are made for your product's development and marketing. This includes
the ability to perform high quality market research, design your product in line with
known factors that persuade people to buy it, and also to have an understanding

of how to market your software product; including routes to market and strategic
partnership formation. Failure in any of these will harm the product's ability to
recover the cost of its development
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Less opportunity to learn as you work: Developing software to your own
specification that is unlikely to change means that you have less reason to learn
software patterns that allow you to make your code flexible to accommodate
future change requirements. This factor, combined with the possible urgency to
continually get your products completed before their budget is depleted, could
lead to a situation where you fail to develop your technical skills enough to
remain employable as a software developer should there be a time when you
decide to quit developing your own software and either go back to the SDaaS
model or exit self-employment and return to being employed by an employer

More serious consequences for mistakes: Mistakes that lead to your product
failing to be ready for sale during a peak sales time, as well as in the previously
mentioned market research and marketing activities, can result in consequences
as serious as the product making no sales. In contrast, the less risky SDaaS
model would just result in an unhappy client who still pays if the completion
date is missed

Need for project management: The success of your software product will depend
on your ability to get the product to market. This means making sure that you
can complete the project within the available budget—that is making sure it is
completed on time and that you don't overspend when hiring additional help.
This also means that there is a greater need for self discipline so you don't get
distracted by Facebook!

Can be hit and miss: Not all of your products will generate the amounts of
money you need them to, meaning there will always be the risk of the next
version failing to sell

Proactive software development: The software being developed is at best based
on an educated guess of what will make money. This means that there is no
guarantee that the time spent developing the software translating to an amount of
money that makes the effort worthwhile. It is also important not to miscalculate
your chances of success based on media bias; newspapers, magazines, television,
and websites tend to only cover the success stories of a few developers—giving an
impression that the majority of independent app developers are highly successful,
when the reality is that most apps fail to make any profit

Conclusion

The SaaP model has a mixture of benefits and causes for concern, which although
convenient, makes it more difficult to work with than the SDaaS model. The higher
starting cost may also be a barrier to whether you are able to work with this model,
as you would need to already have money to fund upfront time investment into the
software development as well as needing a budget for any additional help such as for
content creation like graphics.
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There is some good news that can help overcome the barriers to working with this model.
The most obvious would be to seek grants and investors, which would overcome the
financial requirements to kick start your project. A type of investor to consider would be
software publishers, who are able to support your project by providing an advance on your
royalty payments in addition to taking care of the marketing side. Publishers would require
you to develop the software in line with their vision, so expect to negotiate on features and
make changes to your original design of the software; this in effect changes your model
toward the SDaaS. Another consideration for using a publisher is that you receive a much
smaller amount per unit sale, which isn't as significant as it may sound if the publisher can
produce significantly more sales than you would be able to if marketing it yourself.

Speaking of kick starting your project, a more recent trend of funding this type of
software development is through crowd funding. This is where software developers pitch
their ideas to potential buyers in a bid to get people to contribute toward the project's
funding requirements; ranging from small to reasonably large donations. The ability to
succeed with this method of fund raising is based on a mixture of generating a large
amount of awareness for your project and having a clear message to convince people to
donate larger amounts of money, hence the total amount you generate being a mixture
of small and large donations. Although you need to pitch your product idea in a way that
is appealing enough for people to want to invest in it, this approach to funding provides
a higher degree of flexibility compared to other funding sources, who most likely will
want a significant ability to dictate features of the end product. It is certainly worth
checking out online crowd funding platforms such as Kickstarter.com (https://www.
kickstarter.com)to see whether this is something worth considering.

It is probably no coincidence that many software developers evolve their business model
from SDaaS to SaaP when they eventually become confident in their understanding of

both software development and the users of their software, where they are able to identify a
product design that can be used to solve the problems faced by many people. This approach
allows the development of a software product to be created as a side project, which although
taking longer to develop, sidesteps the financial funding burden and also allows the product
to be developed with real insight to the features of the software product that people need
and hence are already willing to buy—as opposed to jumping into this model head first and
making mistakes through assumptions.

Software as a Service (SaaS)

The emergence of mainstream access to the Internet, fast data transfer speeds, and
advancements in the capabilities of web browsers, has opened opportunities for a new
type of software business model in recent years; this being the output of the software that
is sold as opposed to selling the software itself.

The SaaS model shares many similarities with selling SaaP—most notably the similarities
in its focus on developing the software upfront and therefore the likely need to have
funding for its development and any pre-requisite research to ensure that the product
design matches market demand.
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Advantages

SaaS provides the same types of advantages as the SaaP model, but with a twist:

>

Your own control: Like with developing SaaP, you are in control of the software
you are developing. The difference with this model is that the focus is on the type
of service you are creating the software to deliver

Flexibility: With software being provided as a service via the Internet, especially
if it is a web-based software accessed through a web browser, it is easy for new
updates to be added without complicated distribution to end users. In the case of
web applications, the updated version is immediately available to users as soon as
it has been installed to the web server. This means less need to develop features
upfront, and therefore allowing the software service to be brought to market
sooner at less cost

Diverse income streams: The primary users of your software service may or may
not be the people who buy the services you sell. In the case of social networks
such as LinkedIn, Facebook and Twitter, the service sold is advertising, hence
their paying customers being marketers. It is important to distinguish who your
paying customers are so that you don't neglect to develop the features you need to
make sales; in the case of Facebook, marketers are provided with powerful tools
that can make their advertising highly targeted. Having a plan on monetization
from the beginning also helps to avoid a situation where you have gained a user
base who refuse to make enough payments for you to make a profit and who use
excessive resources that increase your operation costs—especially if your software
service is based on heavy data usage such as video, sound and large images

Financial potential: Like with the SaaP model, there is the potential to make
a lot more money without proportionately increasing time requirements. In
comparison to software developers using the SDaaS model to charge up to
£10,000 for 20 days of intense work, whereas an established software service
with 400 subscribers paying £25 per month could match this with only casual
user support as real work. This model has even more financial potential if
you are able to target premium market segments wanting to buy higher value
subscriptions that earn you from £12,000 to more than £20,000 per year

Continuous income: Unlike the SaaP model where sales are a one off and
repeat sales require extra effort to produce and market new software versions,
subscribers to SaaS systems pay a continual subscription. This means that you
only need to retain customers by keeping the system relevant to their needs and
keeping an eye on customer satisfaction. This also means that there is scope to
grow a business around your software—as opposed to the hit and miss fortunes
of the SaaP model
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Disadvantages

The disadvantages of the SaaS model are mainly evolutions of those from the SaaP model:

>» Additional costs: With this model relying on you providing hosting for your
software service, there will be additional costs for renting at least one server for
your software service to be available online. Reliability of your software service's
availability is important if you want people to continue subscribing, so corners
shouldn't be cut to buy cheaper hosting that doesn't provide a decent uptime
guarantee. This is a concern when using shared hosting, where code of other
users of the server can lead to your web application going offline

>» More need for cost analysis: Unlike the SaaP model, you are also likely
to require additional hosting and bandwidth capabilities as you sell more
subscriptions to your software service—especially if your software features
produces data or accepts uploading of documents. This leads to higher
requirements to analyze the costs associated with users' usage to make sure
that whatever they are paying doesn't increase your costs in a way that makes
their subscription unprofitable

» More risks involved: With the potential for mistakes to be made in the cost
analysis as well as other risks such as online hacking, there is scope for much
more to go wrong than there is for software sold to users in a way that uses
their own hardware resources

>» Need for project management: In the same way that project management is
required for the SaaP model and for the same reasons

> Proactive software development: The need for the services delivered via the
software are at best based on an educated guess, of which there is no guarantee
that enough people can be attracted pay the amounts of money needed to break
even or make a profit. The outcome could be an expensive exercise to identify
that there isn't enough interest for the software service to be viable as a business,
hence a waste of time in developing the software

Conclusion

The SaaS model provides more freedom and much higher earning potential, but at the
cost of higher risk. Unlike the SaaP model that this has evolved from, there are some
additional risks and costs that grow with the success of this model. It is for this reason
that there should be more time and effort invested into the business planning wherever
this model is used because mistakes in identifying the costs for running the service can
result in significant amounts of money being lost through unexpected expenses.
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The main risks of the SaaS model revolve around its reliance on using server resources

that you are responsible for maintaining and paying for. When users start to require more
resources than your business plan has accommodated for, you will quickly find where the
faults lie in your financial plan. No matter how well you plan the financials for your strategy
based on this model, you should expect some unexpected events to occur that will reveal
weaknesses in your cost structure—and therefore be able to rectify this as soon as possible.

The primary risks associated with this model makes creating a beta version of your
software before its main launch more important so that threats to your financial success
can be identified early and ironed out with reliable usage data from real users of your
system. This avoids fixes being based on assumptions about problems causes that later
turn out to be incorrect and lead to the same problems on a bigger scale. The beta version
also helps to expose other types of problems aside from those relating to your financial
plan, especially when it comes to issues such as data security threatening to both cripple
your system's ability to deliver the services you sell and damaging customer confidence.
Losing either of these can lead to your business being in a position where money is lost
through legal action and a reputation that makes it impossible to attract the number of
customers you need to be profitable. Launching a beta version of your software service is
an effective way to protect against this type of situation by emphasizing that the software
is not fully complete and therefore users accept the possibility of unexpected situations—
that is users agree that usage of the system is at their own risk.

Furthermore, the architecture of the software system can be made to minimize the risks
that this model poses to you. Modern advancements of web browsers allow web-based
software to store data on the user's computer and also for offline access to functionality.
This opens opportunities for you to design your software shift processing and data
storage to the user's hardware, meaning that your server can manage more user requests
by offloading data processing to the user's computer, while reducing the need to store
and process user data. The result of integrating these types of features into your system's
architecture will be the requirement of fewer server resources to service your user base
as your business grows, hence lower operating costs and the potential to eliminate

risks from unexpected usage from users who use more resources than your financial
plan accommodates. The decentralization of your user data also opens possibilities for
reducing the impact of data security breaches on your main server(s) by not having a
single known location to attack.

Like with the SaaP model, starting with small scale ambitions will reduce the risk of
develop a software service with expensive to developing features that aren't used enough
to justify their development. Starting a business based on this model with a specific and
simple to implement service allows this type of system to get to market sooner, so that
future decisions on features can be directly influenced by user feedback, especially when
it comes to identifying which features can be monetized.
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Software Supporting a Service

The final software business model we look at is in complete contrast to the previous
models where the business is about the output of the software, whether this is creation
of the software itself or the outcomes it generates. The software supporting a service
model intentionally relegates the software system to a supporting role that forms no part
of the description of the service being sold. This is not to say that the software becomes
irrelevant in this model; it's about the software being a mechanism to allow the delivery
of service features.

This model is more often used for departments within larger organizations, especially
where there's a reliance on in-house developed resources for supporting its operations.

A successful mainstream example of this model in use is Uber; an Internet based taxi
service whose operation is dependent on the use of their phone app to provide customers
with software features to request rides. These software features are used to facilitate
everything from capturing journey details and assignment of the most suitable driver,
through to payment for the journey and facilitation of other information.

Advantages

The software supporting a service model is unique in the way that it allows you to make
money as the software is being developed. This provides several advantages when it comes
to startup costs and risk reduction:

> Lower entry barriers: Unlike the other software business models, you can
start trading without writing any code, therefore allowing you to start your
business quickly

» Fund software development inline with services sold: Not having to develop
your software system upfront means that you can use money generated from
service sales to fund the software system development. This means that you
avoid the possibility of investing time into a software project that doesn't generate
enough money to justify the time invested, or having your vision of the business
being disrupted by the need to satisfy the demands of investors your have received
money from to fund the software development costs

» Can make unprofitable services highly profitable: Processes that have high
time costs can often be automated through the use of software, hence reducing
the costs associated with providing a service in order to improve profitability to
a point that would otherwise be impossible

> Opportunities for new service categories to be delivered: Known in business
circles as Blue Ocean Strategy, the adaption of business services to deliver unique
elements not offered elsewhere can be achieved through the use of software.
This can result in being able to target new customers who are willing to pay a
premium, making a significant impact on profit potential, especially if you are
operating in a saturated market that forces you to operate on razor thin profit
margins to remain competitive
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> Reactive software design: The ability to sell services before designing your
software allows you to identify first hand what the software needs to do in order
to support your services. This could be to improve the quality of your services in
order to give you a unique selling point, or more often than not, to allow you to
be more efficient so that you can either increase your profit margins or be more
price competitive

Disadvantages

Although software supporting a business has advantages in getting started and the types of
flexibility it offers to reduce risks associated with other models, it also has several unique
disadvantages such as:

> Software development is a cost: No matter how you look at its contribution
to the business, every hour spent on further developing the software is a cost
that needs to be funded by time spent on money making activities. This means
that there is a need to justify software feature development on the basis of how
it supports services being sold to become more profitable or to capture new
customers

> Software development is dictated by service needs: The success of the business
is dependent on the services being sold and not necessarily the software; hence
the immediate needs of the services will dictate what is viable to develop as part
of the software system. This isn't good if the features you want to develop can't
be justified by the number of paying service clients it will benefit

> Software development competes against service time: If you are personally
delivering the services that the software is designed to support, there is the scope for
conflict to occur in your time management regarding how much time you dedicate
to services you sell and the time you invest into the software's development.
Limiting your time on the software development in order to generate income from
your services will result in the software taking longer to launch for supporting
your services, which may result in lost opportunities to maximize profits, to evolve
services in ways that win new sales, or simply to retain existing clients through
increased satisfaction and/or price competitiveness that the software system would
allow through supporting the business operations

Conclusion

The software supporting a service model is possibly the easiest model to execute that
doesn't require upfront investment and minimizes the risk of developing unused software
features that erode profitability. With options to develop the software as the services are
being delivered, it is possible to learn about the software requirements as you deliver your
service, meaning that you are able to fund the research and development of your software
system from selling your services before starting software development.
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Success with this model requires you to fully understand the role of the software in
supporting the services being sold. With the software itself not directly responsible for
making money, the software features need to be strategically designed to support the
business activities that generate money, which could be to produce more sales, retain
customers or increase efficiency for improved profit margins. Understanding how to
identify the purpose of the software in this model is the difference between your software
being a critical component of a successful business or failing to provide any meaningful
support that justifies the expense of the software development.

There is an importance to allocate the right amount of time between money making
activities that the software supports and the development of the software. Even though the
software development is an initial cost to the wider business, it is the software component
that you are developing that can be used to open or take advantage of opportunities that
increase your earning potential. Neglecting your software development in favor of focusing
on short term money making activities can damage long term capabilities. This is of concern
when opportunities only exist for a limited time, where delaying your software development
leads to missing opportunities and resulting in your software having no purpose by the time
it is completed.

"When opportunities occur through events but you are unable to respond, you are
not smart.”

—Sun Tzu, The Art of War

With this in mind, there is a need to incorporate risk assessment into your project
planning, allowing you to weigh up whether the goals of the software you develop
are achievable before you invest your time into developing the software.

Business Model Canvas

Once you've identified the type of business model to use, the next step is to identify a
structure to operate with. The Business Model Canvas is a useful tool that can be used
to identify the components of your model and to visualize their relationships in order to
identify how they work.

Components

The first step in building your Business Model Canvas is identifying the different
components that will make your business model. Every business is unique in some way, so
whereas you may use the same general model as many other software businesses, there will
always be some difference in the way you are structured to operate. Knowing in detail how
your model works and what makes it unique will allow you to operate and make decisions
that play to your strengths.

"If ignorant both of your enemy and yoursell, you are certain to be in peril.”

— Sun Tzu, The Art of War
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Value proposition

Starting the design of your business model with a definition of what you provide to your
customers will help to identify the requirements for each of the other components in your
model. The value proposition isn't about what you do, but the reason why people buy
from you; what we do as software developers is write code, but the reasons that motivate
our customers and clients to buy from us is what the software does. Whether it provides

a solution to boredom in the form or entertainment, addresses the need to achieve better
school results or manage sales for a business, these are all values that motivate people to
use software.

Understanding what your customers want will allow you to build your business model
and software in a way that makes it appealing and as a result easier to market.

Key considerations include:

» What makes customers want to buy from you?

» What else do you offer that the customer will need?

Key partnerships

Key partners of your model are people and organizations who are suppliers or collaborators.
You can't do everything yourself, hence key partners are vital for allowing you to execute
your business plan—especially when they are able to provide their contributions to a higher
quality and at a lower cost than if you were to do it yourself. Care should be taken to select
key partners who can operate in a way that's compatible with your model's structure and
can benefit your business.

"We cannot enter into alliances until we are acquainted with the designs of our
neighbors.”

— Sun Tzu, The Art of War
Key considerations:

» Who are the people you need to work with and supply you?
» What are the benefits of working with these people?

Key resources

Aside from people you need to work with or supply you, there are tools and materials you
need to make use of in order to deliver your value proposition. These resources are often
linked to key activities, such as your computer for programming, devices such as smart
phones for testing and server for storing your online system.
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Key considerations:

» What resources are required to deliver your value proposition?
>» What resources are required to support?
» Customer relationships

> Revenue stream

> Distribution channels

Key activities

These are important activities your business must undertake to fulfill the value proposition
that makes your customers want to buy from you. With your business being software-
oriented, a lot of the key activities will be related to developing and maintaining your
software. Models based on the software supporting a service are also likely to have
additional money making activities listed under this category.

Key considerations:

» What are the activities required by your value proposition?
» Customer relationships

> Revenue stream
>

Distribution channels

Customer relationships

The importance of defining the type of relationship to have with your customers shouldn't
be underestimated. If you speak to anyone who has enough experience in business,
especially marketing, the consistent message you will get about buying is that it comes down
to who decision makers want to do business with. Managing your customer relationships is
important because having a great product or service becomes irrelevant if people don't want
to do business with you.

Customer relationships come in many forms, but from a marketing perspective, the

only qualities in a customer relationship are those that persuade the customer to keep
buying from you. Depending on what it is you are selling, the important factors could

be trust, confidence, satisfaction, enjoyment, admiration or something else related to the
customer's perception of their dealings with you. By understanding your customers, you
are able to identify which factors of the customer relationship are most important to them
for building brand loyalty to you.

Key considerations:

>» What type of relationship is expected of you from the customer?
» How can you integrate the expected relationship into your operations?

>» What is the cost of integrating the expected relationship into your operations?
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Customer segments

Identifying market segments that your customers exist within allows you to be highly
specific in the delivery of your service and marketing. Understanding your customer
segments will allow you to match the right value proposition that uses the required cost
structure and marketing message to be sent through the distribution channels needed to
make targeted sales.

Key considerations:

>» What are the customer categories you are creating value for?
>» Which customer category is most important?

>» Why is your most important customer category important?
Volume

Profit margin

Loyalty potential

YV V V V

Other reason

Distribution channels

The channels that your customers are reachable through can have a large impact on the
development of your marketing strategy, message and possibly your product/service.
Sales and therefore profitability are dependent on being noticed by the types of people
who you want to buy your product, hence understanding how you can get your product,
brand and message to them will make the difference between making the type of sales
that define success or failure.

The following are the key considerations:

» What channels do your customers have access to?
Which of the channels are most effective?

What are the costs associated with each channel?
‘Which channels offer the most value?

vV V VY Y

How do you measure success with channels?
» Sales
» Engagement

> Brand awareness

A\ 4

How do customers use the channels?
» How can the channels be integrated into your activities?
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Cost structure

Understanding the costs involved with developing and delivering your product or
service will allow you to make better pricing decisions that avoid unnecessary risk.
This understanding not only allows you to identify the sales price and volume needed
to break-even, but also the available options for targeting different customer segments.
The outcome of the investigation results in the identification of feature/quality
combinations that can be matched to customer segments; which in turn can be
packaged as part of a value proposition that can be profitably delivered.

It is important to take into account that not all costs scale with your sales volume. For
example, marketing relating to advertising may have a fixed cost regardless of how many
sales they generate, meaning there is minimum number of sales needed to recover the
upfront costs before profit is made. These factors should be taken into consideration
when identifying sales targets—and whether these are realistic to achieve.

Key considerations:

» What are the costs involved in running your business?

» Which of the costs are fixed?

» Which of the costs scale with the number of sales needed?
>

‘What are the costs for each product unit?

Revenue streams

As demonstrated by the four software business models, there are different ways that your
software can be monetized depending on the model you are using. Revenue streams
identify the specific features or activities of your software based product/service that
produces income. It is important to identify that not every feature or activity you engage to
develop or deliver produces money for your business. Being aware of the types of feature
and/or activity that generate money also allows you to strategically design your product/
service in a way that can target the interests of your customer segments to provide value
propositions that appeal to their specific interests.

Key considerations:

» What value propositions are your customer segments willing to pay for?
>» What methods do your customer segments use to pay you?

>» How do you your customer segments prefer to pay you?
>

‘What is the contribution of each revenue stream to the overall revenue?
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Canvas

The canvas is a visual tool that allows all of the components to be visually listed and
related as a diagram. Where the canvas is written on a whiteboard or large poster, sticky
notes can be used for the flexible addition and editing of components:

Business Model Canvas

Partners Key Resources Value Propaosition Customer Customer Segments
=Add partners here... =Add your resources =Add your value Relationships *What customer
here proposition here *Add your customer segments do you
relationships here... pursue
Key Activities Channels
*Add your business +List the channels
actities here
Costs Revenue
=Add your business costs here *List your revenue streams here

Figure 3.2: The layout of the Business Model Canvas.

Problem tools

There are additional tools you can use as part of your business model's definition. With
the emphasis so far being to define the bigger picture of software business models and
how define them through the Business Model Canvas, there are also other tools that you
can make use of for addressing specific problems you face in business.
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Product life cycle

Relevant to business models that rely on selling a product or service that can only be

sold once, the product life cycle describes each stage that the product goes through, from
beginning to end. Understanding these stages allows you to identify where your product
is currently positioned regarding its profitability so that you can anticipate upcoming sales
and prepare to take action for when sales and profit start to decline.

Price

PROFIT

GROWTH

SITPATION
DECLINE

DEVELOPMENT
INTRODUCTION

N

LOSS Time

Figure 3.3: The stages of the product life cycle in relation to time, profit and loss.

Development

The first stage of the product life cycle is the development of the product. As indicated
in Figure 3.3, the development phase is created at a loss. In real projects, there may be
a steeper increase of losses generated by the software development before costs start to
decrease toward the end of the product development.

Key trends:

» Increasing losses occurred through development costs

>» Extensions to development due to missed deadlines and/or unknown factors

Introduction

The introduction stage is where the product arrives to market, ready for customers to buy
the product. With the exception of high profile products, it should be anticipated for sales to
start fairly low until the marketing campaign and word of mouth take effect in raising sales
volume. There is a high need to generate awareness at this stage so that potential customers
are aware of the product, its capabilities, and how it meets their needs and interests.
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Customers who purchase a product in this phase of the product life cycle are often referred

to as early adopters—the types who are wanting to have the latest in technology and willing
to take a risk in their purchase not meeting its full potential or their expectations. This phase
tends to have high marketing costs for generating awareness to what is often a small market.

Key trends:

> High investment in marketing promotions to inform people and raise awareness
of value propositions

» Stimulation of demand through discount pricing

> Emphasis on targeted marketing activities aimed at early adopters and using them
to become brand ambassadors for generating word of mouth recommendations

Growth

After your product has been introduced to the market and has gained the attention of
early adopters, sales start to shift towards mainstream customers who make their purchase
decisions based on the product's reputation and where its value propositions meet their
core values, needs, and interests. Growing sales to reach mainstream customers requires

a successful introduction phase that establishes confidence in the product, hence the need
for good quality control.

Key trends:
» Advertising designed to promote awareness of the brand to more customer
segments
» Increasing the number of distribution channels that the product is available from

» Use of early adopter feedback to iron out flaws and improve the
value propositions

Maturity and saturation

Once the product has reached the awareness of the mass market, its ability to reach new
customers becomes limited and therefore its sales growth starts to slow to a point where
there are no further increases. It is also during this phase that the success of the product will
have captured the attention of competitors, who will have released their own imitations of
the product in order to capture a slice of the market—another factor that will reduce your
sales potential.
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Key trends:

» Increased competition imitating the product

> Attempts to differentiate the product from the competition through feature
enhancement and distinct branding

» Profit optimization by seeking to lower production and support costs

> Establishment of collaborations with new key partners to become
more competitive

Decline

The final phase of the product life cycle is when the majority of the mainstream market
has bought a version of the product, whether it be your own or one of the imitations that
have appeared on the market. Products that are designed as a one off purchase will not
produce further sales from the same customers, hence sales will decrease. It is in this phase
that there is a need to introduce innovations; either in terms of product enhancements

to value propositions that entice existing customers to upgrade, or to find new customer
segments that the product can be sold to.

Key trends:
» Marketing efforts to generate repeat sales from existing customers or expand sales

to new customer segments

» Price reductions to increase the appeal of the product to new "price sensitive"
customer segments

> Enhancement of features to support new value propositions

» Diversification of the product to appeal to new customer segments

Five Forces Analysis

This analysis identifies five forces that control the market(s) that you operate within.
Central to this analysis is the rivalry of market competitors that exist to serve and react to
the other four forces. Five Forces Analysis complements the identification of the product
life cycle by providing the ability to see how the market may change during each phase:

"We are not fit to lead an army on the march unless we are familiar with the face of the
country—its mountains and forests, its pitfalls and precipices, its marshes and swamps. "

— Sun Tzu, The Art of War
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Threat
of New
Entrants

¥

Bargaining Bargaining
Power of éxrg‘::]gg Power of
Suppliers Buyers
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Threat of
Substitute
Products or

Services

from "The Five Competitive Forces That Shape Strategy" by
Michael E. Porter, Harvard Business Review, January 2008

Figure 3.4: The five forces that exist in all markets affecting the balance of negotiating power.

Rivalry among existing suppliers

The central element that allows for the existence of the other four forces is the presence in
the market of other entities competing for the same business. More competition provides
buyers (customer segments) with more bargaining power and can eventually lead to the
market becoming saturated to a point where buyers have the power to force prices to a
minimum and quality to a maximum in order to receive the best value propositions. This
eventual situation is referred to in another analysis tool, Blue Ocean Strategy, as a red ocean,
where it is necessary for businesses to operate high risk razor thin margins just to survive.

Key considerations:

» How fierce is the competition?

» Isitared ocean?

» Who are the market leaders?
» Do they have too much influence in the market for you to compete
against?
» What market share does the typical business in the market capture?

» Would an equivalent market share be considered a success for
your business?
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Threat of substitute products or services

The next step up from existing competitors is the availability of alternative options that
your customer segments can choose to buy instead of your product or service. These are
not direct competitors in the sense that they provide an equivalent product or service, but
instead offer alternative solutions that match the value propositions that the market seeks
to buy. Regardless of whether you sell a product or service, substitutes can come in any
form—for example a service that provides the same value propositions as your product.

Key considerations:

>» What alternative solutions are there to provide your value proposition?

»  Are there specific situations in which these alternatives are viable options?

» What situations are substitutes for a valid option?

» It is entirely possible to put a website together with Microsoft Word, but
would it be accepted by someone wanting highly optimized HTML for
search engines?

Threat of new entrants

‘With most startups failing within their first three years, most new market entrants are not
likely to pose the same level of threat as existing competitors in the market. They still
pose a threat to damage your sales and ability to negotiate with buyers; especially when
it comes to entrants who price themselves to make a loss—the types who later cease
operating when they run their business into debt.

The more serious threat from new market entrants comes from those with significant
financial clout, as well as those with the ability to disrupt the market through innovation.
There is a relationship between these two factors—innovation is often made possible
through financial investment. The types of market entrant who pose the most risk are
those who are, or are backed by, large companies already established in other markets.

The cancelled Nintendo PlayStation project became a serious mistake for Nintendo,
which led to Sony becoming a market entrant to the videogames industry—and ultimately
using their financial clout to become a dominant player in the market. At the time of
writing, Sony's PlayStation Network (PSN—the online gaming network for PlayStation
games consoles) generates more money than Nintendo's entire business. Additionally,

the anticipation of certain businesses becoming a new entrant can also be enough to

lose significant sales—as happened to Sega in 2000 with their Dreamcast games console
when many console buyers held off upgrading in anticipation for the launch of Sony's
PlayStation 2.
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A consideration that can be used to protect your business against the threat of new
entrants, especially those who are inexperienced enough to introduce loss making pricing,
is the requirement of skills and certification to become eligible as a player in the market. A
requirement for higher skills will mean the need for more commitment from new market
entrants to learn those skills, hence them likely to place a higher value on their time.
Where certification is required, otherwise known as red tape, the difficulty, effort and

skill required to complete the necessary paperwork can be enough to deter many of the
potential market entrants.

Key considerations:

» How easy is it to provide an equivalent to your product or service?

» For software development services, are there software service equivalents
such as Wix.com, or open source projects like WordPress, that lower the
skill requirements for new entrants?

» Isred tape a barrier to market entry?
» Effort required to meet all of the requirements may deter the majority of
potential market entrants, if not making it impossible.
» Does your brand recognition within the market protect you?

» New market entrants may find it impossible to win business from
customers who are already highly satisfied with your services and
products.

>» Are your customers willing to pay a premium price for your product or service?

» If so, this will protect you against unproven new market entrants using
aggressive pricing strategies to undercut you.

Bargaining power of suppliers

In addition to other sources of work that your suppliers target, the number of competitors
and alternative suppliers in your market are likely to influence your ability to negotiate better
value propositions from suppliers. Negotiation goes against you when your suppliers are in

a position where there is more demand for their supplies than they can fulfill, whether it be
from the market you operate in or otherwise; hence every competitor in your market who
needs their services plays a role in eroding your ability to negotiate. With the exception of

a market crash or where your supplier's market becomes flooded with alternatives, you will
always be at your strongest negotiation position when establishing a new market category—
that is, Blue Ocean Strategy.

Key considerations:

>» How eager are suppliers for your business?

» Can they afford to turn your business away?
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» Do suppliers have more demand than they can fulfill?
» Can they pick and choose who they work for?
>» Are the growing number of competitors in your market affecting your ability
to negotiate?

» Are your competitors increasing demand for supplies to a point where
suppliers are able to turn away your business to fulfill orders from your
competitors offering suppliers a more lucrative deal?

>» Are you able to gain buying power with big orders to suppliers?

» Are you able to become classed as such an important customer that
suppliers will go out of their way to retain customer loyalty?

> Are there alternative suppliers you can negotiate better deals with?

» Are there better deals on the market that you can use to negotiate your
existing supplier to give you a better deal?

Bargaining power of buyers

The buyer has the most negotiating power when a market has more suppliers than there is
a demand for. Where you have a high number of competitors who offer the same solution
and substitutes who also provide comparable options to your value propositions, there
becomes the need to be highly efficient in your operations in order to be able to offer the
highest value propositions with the most competitive prices so that you can win the sales
you need. Alternatively, differentiating your services products in a way that targets less
competitive or new market spaces is a viable solution to this problem.

Key considerations:

» What are buyers demanding?
» Do they want lower price, high quality, or both?

» How achievable is it to be profitable in meeting the buyer's demands?

» Are the demands of buyers worth your time and effort?

>» What innovations can you develop to increase profit margins and meet demands?

» Is there a way that you can become better positioned to win business and
make a profit?

Seven Domains Assessment framework

One of the main risks of launching your own business idea is in failing to perform enough
analysis to identify its potential for success. Seven Domains Assessment framework is a
checklist tool that can be used to identify whether a business idea has potential to succeed,
highlight its flaws, and help to avoid basic mistakes being made:
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Market Domain Industry Domain

Connectedness
Up, Down,
Across
Value Chain

Macro Level

Mission, Ability to
Aspirations, Execute
Propensity on CSFs
for Risk

Micro Level

Figure 3.5: The relationships of the seven domains for validating business ideas.

Market domain/macro level — market
attractiveness

This looks at the overall market's ability to provide a profit. Specific consideration is given
to identifying the number of customers in the market, volume of sales, pricing segments
and emerging trends. The analysis of trends in the market is important for identifying the
likeliness of growth, stabilization, or decline, hence suggesting how the current market
attractiveness may change.

Key considerations:

>

>
>
>

How many customers are there in the market?

How many sales are made to the customers?

‘What are the pricing segments?

‘What trends suggest potential for future growth or decline?
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Market domain/micro level — market sector
benefits and attractiveness

Success is likely to be limited if your product or service is designed in a way that makes
it perceived to be, a jack of all trades—master of none. The market sector benefits and
attractiveness analysis looks at identifying opportunities to target specific segments of
the market in a way that allows you to use your unique position and strengths to your
advantage in order to increase your chances for success.

Make sure to use a full range of research techniques such as questionnaires, online
research, report reviews, and interviews that include both qualitative and quantitative
questions to answer so that both statistical analysis and insights to unknown information
can be gained.

Key considerations:

» Which customer segments in the market stand to benefit most from your
value propositions?

>» How is your product or service idea different to existing alternative already in
the market?

» Can you grow the appeal of your value propositions to become attractive to
other customer segments?

Industry domain/macro level — industry
attractiveness

This stage is essentially Five Forces Analysis, looking at the feasibility of entering a
market based on the difficulty to enter and operate. The first analysis looks at whether it
is possible to enter the market with your skill set, certifications, and resources—the risk of
entering a market where minimal or no obstacles are faced means that it will also be easy
for new competitors to enter when your success captures their attention.

The other side to this stage, which is also covered in Five Forces Analysis, is the
identification of difficulties to operate in the market after entry. The main difficulties
revolve around existing competition, who have the potential to make it difficult to win
enough sales for your business to be feasible, force prices down to a point where there is
little or no profit, and/or use their market position to secure deals suppliers that disable
you from being able to compete on price or deliver quickly enough. Where competitors are
able to make operating this difficult, questions should be raised as to whether it is worth
operating in the market. Where competitors are unable to force such difficulties to operate
in the market, the analysis identifies that the business idea can be operated successfully.

Key considerations:

>» Isthere a high skill requirement to enter the market?

>» What red tape requirements exist for you to operate in the market?
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» Are there signs of existing or emerging shortcuts to bypass required skills
or red tape?

» How fierce is the existing competition in the market?
» Are the smaller market players able to operate with acceptable profit?

» Do buyers and suppliers have an unfavorable negotiation power?

Industry domain/micro level — sustainable
advantage

Upon completion of your research to identify the potential for rewards and problems of
entering and operating in the market, you are now in a position to see how you can build
unique selling points that allow you to offer value propositions for targeted customer
segments that your competitors in the market are unable to match.

In terms of software development, skill itself is often an advantage, especially when you
have skills in the types of advanced programming or knowledge of a specialized field that
can lead to producing solutions that your competitors can't provide. For example, having
advanced knowledge of artificial intelligence algorithms and a background in healthcare
would place you in an ideal position to create products and bid for contracts that requires
you to combine these skills and knowledge. This combination would not only allow you
to write the product code, but also to understand the requirements of the target buyers/
users, along with understanding how their industry operates. Using this combination to
its full effect provides you with advantages in both the bidding and product development
processes that your competition will find difficult to match.

The use of such specialized advantages are considered to be sustainable, as most
competitors will be unable to up skill their capabilities and/or access substitutes that allow
them to offer alternative solutions to meet the same value propositions. An example of
how competitors can bypass skills and knowledge advantages you may have is the modern
website design market. Originally, website creation required an understanding of HTML
to get started, hence locking out players without these skills and keeping project rates
within the region of £5,000 for a basic website.

These days, the availability of web page creation features in common software such as
Microsoft Word and through online services like Wix.com (http://www.wix.com),
has opened opportunities for new market entrants who barely have any technical skills.
As a result, the market has become flooded with people offering to create websites at
hardly any cost; massively disrupting how players can compete, along with distorting
expectations of buyers who don't understand the difference between skilled web
developers/designers and someone who exaggerates their abilities. Those days of £5,000
websites made from simple HTML are long gone; now replaced with buyer expectations
to have their websites provided with full content management systems, SEO, responsive
design and other expensive to implement features—for as little as £100! Unfortunately,
this story is not uncommon when operating with advantages that are not sustainable.
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Programming skills can also be utilized to develop a sustainable advantage in the form

of your own in-house systems that increase the efficiency of your processes and/or allow
you to provide new types of value proposition. This can be effective where you have levels
of skill and knowledge that are unavailable to competitors in the industry—the software
equivalent of the Colonel's secret recipe.

Red tape is a potential form of sustainable advantage in the form of certifications, patents,
trust, and reputation, that can be difficult or discouraging for your competitors to earn
when there is a cost of time and effort.

Key considerations:

>» How easy is it for your competitors to copy your service or product?
What substitutes can your competitors use to provide the same solution?
What resources and/or skills can you access that the competition can't?
Do you have patents that can stop competitors copying your USP's?

Have you or can you develop in-house systems to make you more competitive?

vV VvV V VY VY

What do market competitors have that you don't?

Team domain — mission, aspirations,
and propensity for risk

Having assessed the market environment and your ability to operate within it, the next
step is to identify the level of commitment you have to making the business work. This
assessment includes any other people you may be working with, or just yourself if you
are working alone.

There are many factors that affect an individual or team's commitment to entering
business. Motivations relating to personal interests, desired lifestyle, subject passion, and
ethics can play a large part in persuading people to commit the required effort to make
the business a success, whereas risks relating to finances and career progression may be
barriers to commitment. Hard work is another factor that may deter people from being
willing to commit to the business idea.

"One may know how to conguer without being able to do it. "
—Sun Tzu, The Art of War

The importance of commitment shouldn't be underestimated. Regardless of how feasible
the business idea and the opportunities that exist in the market are, a business plan can
only be executed by people who are willing and able to commit to doing the job.
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Key considerations:

» Are you passionate about your idea?

vV VV VY VY VY

‘What are your interests in the idea?

‘What do you want to achieve with the business idea?

Can you afford to take the associated financial risk?

Are you willing to make the required financial commitment?

How will engaging the business idea affect your career progression?

Will failing affect your reputation?

Are you willing to work the long hours and put the hard work required by

the business?

Team domain — ability to execute on the critical
success factors

Not all factors in business have the same weight in contributing to success, with some
allowing you to succeed without them and others being a mandatory requirement.

The factors that are mandatory for the success of the business are called critical success
factors—there should be special consideration to identify whether you and your team
can successfully execute them.

Key considerations:

» Which decisions can critically harm the business if you get them wrong?

>

>
>
>

‘Who is in the best position to make these decisions?
‘What experience do they have in making similar decisions?
‘What were the outcomes when they made these decisions?

Are there key partners that you can consult to make more
informed decisions?

» Which activities does the business idea require to be fully and
successfully executed?

>
>
>

‘Who has the skills to perform these activities?
‘What level of experience do they have in these activities?

Can you access replacements if they become unavailable or leave
the team?

Are there key partners that you can collaborate with to increase the
chances of successful execution?
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» Which decisions have the potential to significantly enhance the performance of
the business?

>

>

Are you or any of your team members in a position to make these
decisions?

Is there a track record of making the best choice in this type of decision?

Do you or your team member(s) have the ability to perform adequate
levels of analysis for making these decisions?

Are there key partners who can provide you with consultancy to enhance
the quality of these decisions?

» Which activities have a significant impact on the success potential of
the business?

>

>

>

Do you or your team have an advanced level of skill to perform
these activities?

Are these activities going to distract you or your team from performing
the activities that their skill set are best suited to?

Is it worth outsourcing these activities to a specialist key partner who
has the required level of experience to execute these activities to a
higher standard?

Connectedness up and down the value chain

The saying of it not being what you know but who you know is never more true than in
business. Successful business often comes down to having good connections, hence there
being a need to identify whether you and your team are positioned well enough with
people you know to make your business idea work.

Some situations require you to identify your connections to solve a problem, whereas
other situations require you to identify what types of people you and your team know
that place you in a unique position to engage business.

Key considerations:

» Do you know people who can supply you with the resources required by your
business idea?

» How good are your relationships with these people?

» Do you have relationships with people who can distribute your product
or service?

>

>
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» Do you have relationships with people who are potentially in your
customer segments?

>
>
>

Can they be persuaded to advocate your product or service?
‘Would they want to buy your product or service?

‘Would your relationship make them want to buy from you instead of
the competition?

‘Why would they want to buy from you instead of the competition?

Can you use your knowledge of these people to make your value
propositions more attractive to them?

Is their trust in you a factor that will make buying from you more
appealing to them?

» Do you have relationships with businesses you will compete with?

>
>

How will your business idea affect your relationship with them?

Can these businesses be viewed as a key partner in any way?

The McKinsey 7S framework

Understanding the components you need in your business and how they link to each
other is an important part of designing a successful business model. The McKinsey
7S framework can be used as a reminder to identify the components you need in your
business and how they relate to each other. In essence, this framework is a simplified
version of the Business Model Canvas, but with relationships already identified:

p

Strategy

[ skills T { StructQ

Super-
ordinate
Goals
(Shared
Values)

[ Style { S@
Stafy

Figure 3.6: The relationships of the seven components of a business.
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Goals and shared values

The central component of your business are the goals and shared values that your business
exists to fulfill. For some organizations, this is simply to make a profit, whereas other
organizations such as charities and social enterprises place a higher priority on their social
agendas. Understanding ambitions will allow you to accurately define the requirements of
each of the other components in order to fulfill them.

Strategy

Possibly more than any other component, strategy is dictated by the central element that
defines the goals and shared values of the organization. There is always going to be more
than one method to achieve the same goal, hence the type of strategy you use will depend
on your vision, aspirations and ethics. Make sure to develop a strategy that your team

are both comfortable and capable of executing to avoid failure resulting from conflicting
politics and lack of experience—in other words don't be over ambitious.

Skills

A strategy has no value unless it can be executed with the skills needed for it to succeed.
Ideally, the strategy should be designed to make use of the skills that you and your team
already have, but there may also be the requirement for skills that you don't have—or at
least not to the level required to successfully execute the strategy. There is a requirement
in this type of situation to either hire new staff who have the required skills, or to identify
key partners who can contribute to the strategy's execution. In the case of using key
partners, this can be achieved by partnering with other freelancers, contractors, and
businesses, who specialize in the skills required; although caution should be taken to make
sure that the key partners you select have the right level of skills and can operate in a way
compatible with the style that you and your team use to work, in order to avoid conflict.

Structure

The execution of strategy through the deployment of skills needs to be performed in a
structured way that avoids problematic situations and conflict occurring through politics.
This involves the use of a formal structure to identify which members of the team are able
to make certain types of decisions and who is responsible for managing different staff
and key partners who have been brought into the project for collaboration. Structure is

all about facilitating a high quality flow of information that improves performance and
decision making capabilities.
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Style

The style in which you and your team engage business activities is an important factor that
can avoid both technical and political conflicts. When it comes to writing your software, all
team members need to be able to write code in a consistent style that other team members
are able to understand; having just one person break this can introduce both technical

and political conflict to the business. This highlights the need to vet skill capabilities

when recruiting new staff and selecting key partners for collaboration. The same issue of
execution style exists for other areas of the business aside from the technical programming
implementation, hence the need to ensure there are shared styles for working across all
business activities.

Systems

The performance of all other entities in the organization are enhanced by the systems
you use, hence the need to make sure that you make use of the right systems that can
provide both capability and efficiency. Along with skills, systems are what allow you and
your staff to play a part in the strategy's execution, hence the importance of ensuring that
everyone has the required levels of skills to use the systems they need to execute their part
of the strategy.

Staff

This could just be yourself if you are working as a lone software developer, or more likely
to involve key partners you collaborate with and people you employ. Either way, staff are an
important part of your business because businesses don't run themselves. There is a need to
ensure that the people in your business have a compatible style of working, skills required
to execute their part of the strategy and the ability to use the systems of the business. It is
also a big advantage to have staff sharing the same values of the business in order to ensure
consistency and to avoid political conflicts that disrupt execution of the strategy based on
differing ethics and values.

Fitting everything together

With this chapter identifying several tools that can be used to build your business model,
it is now time to put this knowledge into practice. This section will look at how these tools
describe two businesses who target the same customer segments, but use different software
business models.
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The business descriptions

The first step in our comparison is to describe the two businesses. Both target the education
market, providing software based solutions for primary and secondary school learning, but
using different software business models that affect how they provide their solution and
hence how they operate.

IXL Learning

Based on the SaaS model, this is a web-based software service for children to learn and
practice math skills required by their school curriculum. The service tackles the school
curriculum requirements by providing access to a large number of math activities that
children, parents, and teachers can pick and choose from. The interactive activities are
made more appealing to parents and teachers by tracking the child's progress in order
to provide access to reports that identify what progress has been made during the child's
engagement with the online activities.

Nextpoint

Using the software supporting a service model, Nextpoint operates a traditional tuition
agency style business that focuses on the same market as IXL, but with a specific focus

on teaching a specific learning strategy to people who struggle with math. The business
uses a software system designed to support all activities related to providing tuition
services, including session booking, creation of learning plans and engagement of revision
exercises. Students are provided with access to an online login account where they can
access software service features relating to

the tuition services they are engaging.

Comparison: McKinsey 7S framework

Although both businesses operate in the same market, it is clear from their descriptions
that there are significant differences in their approach to providing a solution that affects
how their software systems are used. These differences can be summarized using the
McKinsey 7S framework, which identifies their operation structure and motivations.
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Goals and shared values

The shared goals and values for each of the businesses identifies the similarities and
differences of the problems they aim to solve and their value proposition:

IXL Learning Nextpoint
Focus: Focus:
m Technology first and foremost m Learning strategy first and
. foremost
Education:
Education:

m  Solve real world problems in
education

m Help teachers to teach and
students to learn

m Improve the learning process

Technology:

m Focus on creating technology to
reshape learning and teaching
for the better

m Belief in the power of
technology enhancing learning
through creativity

m Mission to innovate education

m Break barriers to understanding
math concepts

m Provide an effective learning
strategy for disadvantaged
learners

m Innovate teaching and learning
for disadvantaged learners
through strategy

Technology:

m Focus on technology to assist
executing the learning strategy

m Technology as a tool to engage
learners

m Technology as a tool for
extending the learning methods

m Belief in the power of
technology to enhance decisions
in teaching strategy
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Strategy

The strategy adopted by each business is a complete reflection of their goals and shared
values, hence their strategy having an equivalent component for each of the identified core

values:
IXL Learning Nextpoint
Focus: Focus:

m Identify problems in teaching m Identify the causes of problems
and learning that can be in learning and develop learning
addressed with the help of methods to overcome them
software technologies )

Education:
Education: m  Develop new ways to express

m  Match software apps to their math concepts using non math
real world counterpart problem thinking processes

m  Develop specific tools to m Teach learners to think of math
improve engagement of inline with everyday thought
mainstream teaching strategies processes

m Help teachers and parents m Engage parents and teachers
integrate the use of IXL concerned about learners who are
Learning tools into their struggling with math
teaching and coaching routines ) )

Provid 4 ¢ m Provide a specific range of

W [Frovide a wide range o ¢ content to match the tuition
content to meet every area o programs provided
the school curriculum

Technology:
Technology: )
Build softw ) h m  Build software components to

®  Build software tools to matc match learning strategy concepts
the needs of teachers and ) )
learners m Use software to increase learning

S engagement

m Integrate creativity into )

learning exercises m Create software tools to influence
. delivery of tuition sessions

m Enhance the execution of ]
teaching strategy through the m Build software that can make
use of IXL.com software sense of learner progression for

better lesson planning
Sales: :
m Develop reporting tools that

m  Higher volume sales with identify causes of problems for
lower sale pricing better decision making in teaching

Sales:
m  Lower volume sales with higher
sale pricing
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Skills

The models used by both businesses make use of many skills, that are shared between
them, to produce and raise awareness of the core software components. The differences
in how the business strategies focus their delivery of learning solutions introduce two
main differences in the skill sets used. With IXL Learning focusing on international high
volume sales, their learning product has been made available in 11 languages and hence
requires skills in language translation. In contrast, Nextpoint only sell tuition services to

a local geographical area within the UK and so hence can avoid the effort and expenses
of language translation, but requires teaching skills in order to provide the tuition services
that are sold to their customers:

IXL Learning Nextpoint
m Learning content design m Learning content design
Graphic design m  Graphic design
m Software development m Software development
m  Marketing m  Marketing
m  Project management m Project management
m  Customer support m Customer support
m  Quality assurance / testing m Quality assurance / testing
m Language translation m Teaching

Structure

Despite both businesses being involved in the development of software that focuses on
delivering solutions for learning math, the differences in their goals, values and strategy
results in a completely different structure for their operations. With IXL Learning trading
internationally, their organization structure has specific departments with people engaging
job roles matching a specific skill set.
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On the other hand, Nextpoint is a micro business that operates a highly agile structure that
keeps overheads to a minimum through the use of outsourcing to key partners and engaging
staff across multiple activities; in short, the Nextpoint structure could be operated as a very
small team or even as an individual:

IXL Learning Nextpoint
m  Chief Executive Officer (CEO) who m Director of the business who
defines the overall direction of the defines the overall direction of
business the business
m  Department teams, each having a m Director, staff and key
director responsible for executing their partnership collaborators/
individual area of the business strategy: suppliers contribute to multiple
>  Finance/accounts areas of the business strategy:
> Sales » Finance/accounts
» Marketing > Sales
» Customer support > Marketing
» Customer support
m Product development:
» System development
» Content development .
» Teaching

» Software development
&IT

» Product management

»  Quality assurance

Style

The styles of business engaged by both are vastly different due to the differences in their
structure and strategy. With IXL Learning being a much larger organization consisting of
fixed departments that require more overhead commitments, there is a higher requirement
for operations to be formal and structured so that each department can run in harmony
with each other for executing the business strategy and further developing the software
within targeted release schedules and budget.

With Nextpoint being a much smaller business and not making money directly from

the software development, the business is able to operate in a less formal fashion. Best
practices are still adhered to for ensuring the quality of software code, but with significant
differences in job roles combining skills from multiple domains when required:

IXL Learning Nextpoint
m Structured and formal processes for co- m Agile operation of business
ordination of departments processes
m Emphasis on best practices for software m Emphasis on best practices for
development software development

84<



Defining Your Business Model

Systems

Despite both businesses operating different software business models in ways that are
often the opposite to each other, they both share a dependence on software systems that
are central to their operations. The main differences are in the customer facing systems
used by each business, with IXL providing a much wider range of topics to make their
subscription options more relevant and appealing, while Nextpoint only provides content
and features that are related to supporting their tuition programs:

IXL Learning

Nextpoint

In-house developed learning software is
the product sold to customers:

Access to learning exercises:
»  Wide range of topics

»  For use as revision exercises

Access to learning reports:

»  Generated by learning

exercise interactions

Additional systems for:

»  Sales and marketing

»  Accountancy management
Additional systems for
Communications:

» Internal communications

»  External communications

In-house developed learning platform
is the product to support and enhance
the service sold to customers:

>  Ability to request tuition
sessions

»  Access to tuition session
history
Access to tuition program learning
content:

»  Specific to registered
tuition programs

»  For use as revision
exercises

»  For use within tuition
sessions
Access to learning reports:

»  Generated within tuition
sessions

» Generated via learning
content interactions
Additional systems for:
» Sales and marketing
»  Accountancy
management
Additional systems for
Communications:
» Internal communications
»  External communications

» Delivery of tuition
services via Skype
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Staff

‘With both businesses having a focus on using software technologies as a major part of
delivering their education solutions, they share a strong emphasis for a large number of
their staff and key partner collaborators to be involved in the production of the education
learning content, whether this be through programming, design of graphics or concept
design for software features. The key difference is in how staff of IXL Learning are hired
for a very specific type of job, whereas Nextpoint as a small agile business will get staff
and key partner collaborators in any area of the business that they have suitable skills to

engage.

IXL Learning

Nextpoint

Shared values:

Interest in improving
education through
technology

Specialist roles:

Sales people—Multiple
specialist sales roles

Marketeers—Multiple
specialist marketing roles

Accountants

HR

Product management
Product designers,
Product managers

User interface designers
‘Web production artists

Front end software
developers

Server side software
developers

Data analyst

Quality assurance

Shared values:

Interest in improving education through
modernized learning strategy

Specialist roles:

Accountant (Key Partnership)

Semi-specialist roles:

Full stack software developer—one
programmers takes responsibility for the full
software system; with scope to expand later or
develop key partnerships in this area later if
required

Content developers—Multi-skilled content
creators who have skills and experience in
teaching, programming and content design

Tutors—Provide the tuition service directly to
the customers

Generalist roles:

Marketing and sales—Engaged by the full team
where required

Quality assurance—Testing performed by team
members and key partners to identify software
issues before release
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Comparison — Business Model Canvas

Another of the tools covered in this chapter that can be used to compare both businesses

is the Business Model Canvas, which provides a more detailed insight to the different
components of the business models. The Business Model Canvas highlights how both
business models share common elements in many of their categories, with the exception of
the categories for value propositions, revenue streams and customer segments. It becomes
clear from these categories that although IXL Learning and Nextpoint use software to
provide solutions for a similar type of problem, there are vast differences between their value
propositions, revenue streams and customer segments—with the former business model
designed as a solution to help people teach and the latter model being designed to deliver
the teaching services. Another major difference between between the two models lies within
their value propositions and target market segments. The former being designed to help
with mainstream teaching and appeal to the mass market, while the latter focuses on a the
smaller segment of the market that need an alternative to mainstream teaching strategy;
hence why the learning method is part of the value proposition.

Even though these differences may sound small on paper, they have a large impact that
cascades throughout the full structure and execution of their models. With software being
key elements of both models, it is important for the software components to be designed
in a way that supports their owner's business strategy. Whereas both businesses make use
of software to deliver learning solutions for math, the way that the software is designed
and provided to customer segments are different due how the businesses differ in their
structure and operation strategy. Their software systems are designed in a way that reflects
how their business operates—one has a revenue stream from selling subscriptions to use
the software, while the other's revenue stream is from the services that the software creates
a demand for. This identification shows how one model's software design is influenced

by an agenda to reduce support in order to eliminate user costs, while the other's model
benefits when its software design can create more demand for support as an opportunity
to sell services.
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IXL Learning

Key Partners:
m Google—
AdWords

m  Education
websites.

m  Web hosting
suppliers.

m  Internet service
provider (ISP).

m  Mobile and
landline
communications
provider.

m  Printing
companies

Key Activities:

m  Education

content design.

m  Software
development.

m  Software
testing.

m  System
maintenance.

®  Social media
marketing.

m  Customer
support

Key Resources:

m  Software
system
platform.

m  Servers.

m  Education
content.

m  Internet access.

m Web hosting

Value Proposition:

Improve math
skills.

Improve
confidence.

Pass exams.

Motivate students
to study.

Increase
student/teacher
engagement in
learning.

Understand
learning
performance.

Compare learning
performance to
curriculum targets.

Allow more
informed decision
making for lesson
planning and
teaching strategy.

Reduce homework
marking.

Reduce stress.

Make more time
available for other
teaching activities.

Embrace
technology for
learning—key
selling point for
schools

Channels:

Online advertising.

Education
websites.

Education
exhibitions.

Tutors
(recommendations
to parents)

Social media—
Facebook, Twitter,
Google+ and
Pinterest

Customer
Relationships:

m Monthly
family
subscription.

m  Annual
family
subscription.

m  Annual class
subscription
for teachers.

m  Multiple
class
subscriptions
for schools

Customer
Segments
m Teachers
m  Schools
m  Tutors
m Parents
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Cost Structure:

development.

m Web hosting.

m  Advertising—especially via Google

AdWords.

m  Exhibition space

Staff costs—mostly in software design and [ ]

Revenue Streams:

Family—subscriptions to apps and
reporting features.

m  Upgrade subscription for extra family
members after the first child.

B School—class subscriptions to apps and
reporting features.

m  Upgrade class subscriptions for more

than 30 children.
m  New subscriptions for each class using
the system
Nextpoint
Key partners: Key activities: Value Customer Customer Segments
m  Tutor directories m  Tuition delivery proposition: relationships: m Parents
. ] m Fi
m Teachers m  Learning Qvercorpe lxed. m Tutors
strategy design difficulties duration
m  Tutors in learning tuition m  Training
. m  Education math course organizations
= Web hosting corllltent design s
suppliers & m  Improve m  Oneoff
. m  Software math skills tuition
m  Internet service development
provider (ISP) P m  Learn m Day course
. ] i math
m Mobile and Software testing m Access to
. faster .
landline m  System learning
communications maintenance m Motivate tools for
rovider . . students deliverin
prov m  Social media 1 °ring
. . earning
m  Printing marketing m  Pass strategy
mpani exams
companies m Content
m  Subcontractors marketing m Reduce
stress
m Customer
support m  Develop
and
Key resources: manage an Channels:
> Tutors effective m  Tutor
> Software learning directories
strategy .
system m Education
platform m  Embrace websites
. new .
> Education . m  Social
teaching ‘
content strategy media—
. Facebook,
> Mobile R
Internet Twitter,
LinkedIn
access
. m L i
>  Web hosting carning
support
networks
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Cost Structure: Revenue Streams:
m  Staff salary m  Tuition services (parents)
m  Subcontractor fees m Course delivery (training organizations)
m Web hosting m  Commission from tuition (tutors)
m  Travel expenses

Comparison: conclusion

Despite both business models aiming to solve the same type of problem, it becomes clear
after more detailed investigation that there are significant differences in terms of their
core values, how they solve the problem and how the resulting features of the software
are designed and developed to become part of the business.

IXL Learning

With IXL Learning's income stream coming from subscriptions to their learning platform,
its business model becomes highly focused on providing value propositions for their
customer segments that justify buying subscriptions. These value propositions revolve
around providing solutions that make it easier to manage learners—whether it be
parents of children who may or may not understand the school curriculum requirements
themselves, or teachers who are under pressure to manage large class sizes. The value
propositions provided through the software platform are not only a method to help
children learn more about math, but also a way to reduce the workload of teachers

by reducing the need to mark homework, assist with report writing and also to make
informed decisions for lesson planning. All of these are key motivations that persuade
teachers to actively persuade their schools to buy subscriptions with IXL Learning.

Additionally, IXL Learning subscriptions are designed in a way that allows the business

to maximize their profitability by adjusting prices to appeal to the two customer segments
they target. Both pricing methods are designed to specifically appeal to their target
customer segment so that the higher paying customer segment can't opt to buy the cheaper
option. Furthermore, the revenue potential of each customer segment is maximized by
the need to pay a small amount extra once the number of students per class or family has
been exceeded. Schools are a lucrative customer segment because they have to pay per
class; with class sizes reaching 40+ students, that a lot of money being paid per school!
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Nextpoint

The Nextpoint business model is very much the opposite the one used by IXL Learning,
despite it sharing many similarities on paper. The most obvious difference is that
Nextpoint doesn't sell subscriptions to its software platform; it instead uses software as a
value proposition and resource to increase efficiency in the delivery of tuition services. As
a result, their learning platform exists to support the delivery of services to maximize both
customer satisfaction and profitability. As far as the Nextpoint model is concerned, it is
just a coincidence that software has been identified as a supporting resource used by the
business strategy.

The core values of Nextpoint are based on the delivery of a specific learning strategy for
math. As a result, the model's value propositions are defined around around the consistent
theme of providing alternative methods for learning math. This theme reaches throughout
the business model to heavily influence the design and execution of both the software and
business strategy.

Unlike IXL Learning's platform which is designed to maximize income from revenue
streams generated from paid subscriptions, Nextpoint's learning platform is designed to
support and create demand for services that are purchased by customers. This means
that in order for the software to provide value to the business model, it must play a role
in maximizing profit potential from tuition services sold and open opportunities for new
service sales. The software provides its best contribution to the business model when

it can provide learning guidance in a way that reduces time for admin and tutors spent
on paperwork and lesson preparation, while increasing the satisfaction and interest of
the customer segments to a point where they want to purchase more tuition and/or
complimentary services. As a result, the design of the software revolves achieving
these agendas.

Summary

Advances in computing technology and their adoption by the mainstream public has
opened many new opportunities for the design of software-oriented business models.

The computing technology advancements that without doubt have had the most impact

is the mainstream adoption of the Internet—with its sidekick, the web. Both which have
allowed new ways for software to be accessed and hence new ways for software businesses
to operate.

The ability to consider SaaS to be subscribed to and/or support other purchased services
means that you no longer need to consider your software business to be primarily about
writing software, but also about creating services. This is an attractive option to consider
for your business venture when considering how software products and development skills
are becoming increasingly devalued through market trends like the introduction of free to
play (F2P) gaming, misleading media coverage and the availability of content authoring
tools such as PowerPoint are leading to an expectation for software to be freely available
and software development to be provided for near minimum wage.
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For people wanting to engage the more traditional software business models that focus
on creating SaaP or service, there are many opportunities to be successful where you
can identify market segments where there is enough demand from people willing to pay
what the product or project is worth; these primarily being businesses with financial
turnovers in the millions rather than in the tens or hundreds of thousands. The good
news for anyone wanting to operate in the provision of software development services is
that the vast majority of IT business projects are still in the domain of custom software
development. However, with the advent of cloud IT services, times are changing—with
organizations being tempted to eliminate the maintenance of their bespoke systems by
moving their IT infrastructure to the cloud.

Regardless of which type of model you choose to base your business on, there is a need
to fully define and validate the idea in order to understand how everything fits together;
and whether it's at all viable. It's for this reason that formal tools exist for you to use

in designing your busin