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mary macpherson: welcome

Good morning. I'm Mary MacPherson, Executive Director of the Morino Institute’s Netpreneur. At last month's Coffee & DoughNets we heard from a group of regional entrepreneurs about Driving the Top Line and the importance of growing revenue. While many of you don't have revenue at this point, that's often because you're still in the beginning stages. Hopefully, some day those ideas will grow into products that will produce revenue, so today we're here to talk about what it takes to get from concept through development to launch and revenue.
	We're delighted to bring you two people who have actually done that. Phil Carrai will open the session and talk about the strategy that underpins any product, then Paul Mauritz will take you through the methodology for the product management process. That will last between 45 minutes and an hour; then we'll have time for your questions.
First, however, let me acknowledge our volunteers. Without their help we would not be able to accomplish these events: George Debakey of Plethora Technology, Marc Goldschmitt of Medical ONline Management, Gene Gartner of Waterford Technology Group, Young Nam with SeHe Systems, David Frankil Virtual Compliance, and Peter  Adler of CybeRecord. Thank you all very much for volunteering your time today.


phil carrai: product strategy insights

Thanks, Mary. We’re here to talk about product management. More fundamentally, I want to talk about some core business issues that provide a foundation even before you start talking about what your product offering is, how you develop it, or how you price it. You might say that the real title is “Defining Your Business.”
	In defining your business, there are three macro rules which you need to think through as the foundation to your company:

-	you have to understand your customer,
-	you have to understand your offering, and
-	you really have to understand yourself.

	While these may seem obvious, it's amazing to me how many businesses I see and how many people I talk to who don't have a fundamental understanding of who their customer is, what they offer that customer, and, probably most importantly, what they really want to do with themselves.
	I could pick a group of five or six of you in the audience. We could create a business plan with a business model for distributing flowers over the Web, let's say. We're all smart people, and we could come up with a nice package that could have gotten funding from someone, well, two or three years ago, anyway. [Laughter] Today it might be a little more difficult. While none of us really understands the business or what the customers are looking for, we could create something that seems reasonable. The reality is that it wouldn’t be. Unless we have a detailed understanding of how people buy flowers, the issues in the floral business, and the industry dynamics, the chances of us actually creating a viable business in that space are slim to none. It goes back to these three fundamental and essential things: Who are the customers, and where? What is it that you're going to offer them? And, what is it that you want to do?

understanding your customer
	The first question in understanding your customer is: Are you selling to consumers or are you selling to businesses? The whole B2B to B2C to B2B2C, B2XYZ thing. As an aside, I never quite understood exactly what people were trying to communicate with all of those letters and numbers. At the end of the day, somebody buys what you have, somebody uses what you have, and somebody pays for what you have. Those three people may be completely separate or they may be the same person, but understanding who and what they are is very important.

[Insert Slide 4]

	In the consumer space, here’s an example in the wireless industry. Is anybody here familiar with the wireless industry? [Many hands are raised.] Anybody invest any money in the lottery? [Laughter] Yeah, yeah. Anybody invest money in any wireless companies recently? I see all the frowns in the audience.
	There are three value-added services in Europe that have caught on in the wireless industry. First is an obvious one, voice mail. Everybody has voice mail. The second is short message service, or SMS. The third is an interesting one. In the grander scheme it's called “downloadables,” but it's things like ring tones and icons. Has anybody in this audience ever downloaded a Batman icon through their software? [No hands go up.] How about a Madonna ring tone? [Still no hands.] Suffice it to say that this is not the demographic that you'd want to target for that sort of an offering, right? However, there are 14- to 25-year-olds who download ring tones and icons to their cell phone in what are probably millions of transactions a day. Plus, there’s the fact that those millions of people differ whether they’re in the UK or Italy or Asia. Actually, understanding the dynamics of those 14- to 25-year-olds is a miracle in and of itself, but assuming that you can, understanding who they are and how you bring the product to them is important before you think about anything else.
	The second interesting thing about the wireless business is that you can either sell directly by building a website and trying to create enough transactional volume so that you develop a real business -- we've all seen businesses try to do that, and it's very difficult -- or you can sell through a telecommunications provider. That is interesting because selling to a telecom provider, in some respects, is selling to a business. The end user is obviously the 14- to 25-year-olds, but the group that you have to convince to buy what you have is Verizon or a company like it. 
	Anybody here work for Verizon? There are probably not a whole lot of 14-year-olds running IT within Verizon, so how do you approach Verizon to get them to adopt your infrastructure so that you can get that completely different 14-year-old to download ring tones and icons? Is it a consumer who uses the product, or is it a business that uses the product? The situation is similar if you're selling a supply chain automation package. Who you're selling to versus who is actually using it is very important. I have probably seen 200-300 business plans over the last year, and it's amazing how few actually go into granular detail about what it is that they're selling, and who is actually buying it.
	The next question is: What is the real value that you're selling? Are you trying to add revenue to your client or are you trying to contain costs? In this environment, not many people are looking to add revenue. It's not that they don't want to add revenue, it's that they're much more interested in containing costs. If you think about containing costs, what people are really interested in is containing direct costs. So, if you have a product that can save people time . . . I see this a lot, right? Someone says that it's going to save X number of hours. Years back, one of the banks that we sold to said, "You know, if I added up all the soft dollars that were associated with all the projects that we implemented, I'd have negative 150 people in my IT shop right now." That was in 1991, and the audience is just about as skeptical today.


understanding your solution
The next point is the need for a fundamental framework for and understanding of your solution.

[Insert Slide 5]

	What is the problem that you're addressing? How big is it? Is it process-oriented or utility-oriented?
	What is a process-oriented problem? If you're trying to change the supply chain of a Fortune 50 company, that is a process-oriented issue. It touches a lot of places within the organization; it has a lot of people who may have to change the way they do business; and it has a lot of implications over and above whatever product or service you're bringing to market. If you're trying to sell a network compression product, on the other hand, you're most likely not changing process. Instead, you're dealing with a very specific resource and you're trying to optimize what that specific resource does. And, as you think through those issues, are you touching dozens or are you touching thousands of people? That's a very important difference. 
	It’s very basic, and everybody has asked you this, but do you offer a service or a product? "We offer both," right? Everybody offers both. "We offer both a service and a product. It's a product-oriented service and it's a service-oriented product. We can deliver it in a product package or in a service manner."
	What the heck does that mean? 
	Are you selling bodies? Are you selling projects? Is there some expertise that you're bringing from the years of experience that you've had in the market space? Are you trying to outsource the function? Are you saying, "I will take all of your IT department. Just give it to me." Or are you saying, "Let me put a network administrator in your site, and I'll charge you on a per hour rate."
	Here’s a quick example. Everybody thinks that services organizations are in a downturn. I actually think service businesses are still very attractive in the long-term. Let me give you one example. One segment of the services business that has maintained its value, not necessarily in the US, but outside, is the offshore porting lab. Ten years ago, when people were taking their mainframe-oriented COBOL development and putting it in Bangalore and Bombay, they were thinking that it was a tactical decision. “We're taking what we can't do here in the US, and we're moving it offshore at far more attractive rates.” Well, over the last 10 years, people woke up and said, "Boy, applications never go away. They don't even fade away like old soldiers. They stay forever.” The IT world woke up and said, "My gosh, they really do own the crown jewels of what we have." Those service organizations perform an outsource function for a lot of back-end applications. Of all the services businesses, that is the one segment that still maintains a relatively high value relative to revenue and relative to earnings.
	On the products side of the fence, do you have something that is “point?” By that I mean is it something that is delivered to a specific person in a specific area, or is it strategic? Is it a framework for a set of applications? Are you selling a utility, like network compression or storage or backup or document recovery? Are you selling something that is very specific and has one particular buyer or one particular user?
	Let's talk about the salesperson automation product again for a second. Did anybody sell in their previous careers? [Several hands are raised.] Did anybody like using administrative tools as a salesperson? [Laughing] I was in marketing for quite awhile. I hated that stuff. I loved the information, but hated doing the administrative work. Who really buys products like that, those process-oriented products? Sales management, marketing management, executive management. 
	The way you think about who is using your product versus who is buying it is very important. If you're selling sales force automation, the salespeople tend to be the gatekeepers and the users. You have to sell them, but they really don't want an imposed process. They want something quick and simple and easy. A manager wants something that is more pervasive, that they can use as part of their overall business planning process and their overall management process. If you're changing the way people think about selling, it's going to be strategic. If you're changing the way people think about how they go to market with a product, it's going to be strategic. How you plan, how you price, and how you market that will be very different from something tactical that does backup and recovery.

understanding yourself
	The last thing I want to talk to you about is probably the most important of all -- understanding who you are. You’ve probably heard that at a lot at events, but it's fundamental.

[Insert Slide 6]

	What is it that you do and have done? I've spent about 20 years selling to large IT enterprises. I know IT incredibly well. I know very little about consumer marketing. If I was going to go out and start a consumer business, my core competency in that area is probably zero or close to it, so my chances of succeeding aren't all that great. If you’ve spent 15 years doing a particular function and you develop the core expertise around either knowing a customer base, or having a set of relationships, or understanding a particular area of technology, that is something that you can leverage. It is a confidence area that you can leverage and add value to.
	On the other hand, if you're trying to do something that you've spent very little time with, regardless of how smart you are and regardless of what your SAT scores were . . . . I've heard people say, "I've got a really smart team." Well, that is just great. I'm really happy for you. I'm very glad you tested well, but the reality is that the competency that you bring to bear on this particular problem may not be relevant.
	What kind of organization do you like to work for? A lot of people come from large companies and say, "I really want to work in a small company. I want to get the juice in a small company." They pop into a small company and realize, that they're not only doing the faxing and their own travel reservations, but nobody cleans up the coffee spills. Popcorn falls on the floor and it sits there unless you pick it up. Silly things, right? But the reality is: What kind of organizations do you like?
	The final point is: What kind of things do you like to sell and build? Do you like highly complex, integrated solutions where you have to touch multiple people in an organization, half of whom don't even want to see you? Maybe you get a charge out of trying to piece together or change the orientation of a company through your offering, whether it’s a service or a product. Do you like to go in highly specifically and spend no more than 15-20 days trying to get somebody to understand the value proposition? Strategic or tactical? Consumer? Business? What do you really like to do?
	Perhaps the overarching thing is: What are you willing to commit from a personal standpoint? If what you want to build is a boutique business that provides a steady income for you and your family, there is nothing wrong with that. In fact, most of you, the vast majority of people who are creating small businesses, will fall into that category. Where the problem occurs is when you think that what you have can grow far more than what it's really capable of, or what you're capable of -- either from your own competency standpoint, to be very blunt, or from the standpoint of what you like or don't like. Are you really prepared to commit to 120-hour weeks? Are you prepared to have no salary for 18 months? Those are the sorts of things that are fundamental to consider before we start talking about your product offering. With that, let me turn it over to Paul.


paul mauritz: product management insights

Thank you. I want to amplify a bit on what Phil talked about and get down to the process level, as well. First, we'll talk about the problem, then outline the approach, and then we'll get down to zeroing in on the process.
	Before I get into it, however, let’s ask: What is a product? It's hardware, software, or service for sale to an external customer. In the product management business we don't make a distinction between them. I'd like to say that if you drop it on the floor and it makes a noise, and somebody will pay you for it, then it's a product; however, if it’s something that you want to have value and you want someone to give you money for it, then it's also a product. You should look at it that way, whether you offer a service or you make phones. The second thing that is important is that there are technology initiatives going on inside companies that enable the marketing and selling of a product. In my view, and I think in the general view of product management, they should also be viewed as products. That’s because, if it supports the selling of product or the customer care for a product, then it should be thought of as part of that product. Those are the things that we'll define as a product for today's discussion, so let's talk about this problem. It's a big problem.

why products fail
	I have slides here to scare the heck out of you. My intent is not to scare. My intent is to say “These are facts.” They are facts from the Product Development & Management Association (PDMA) and Booz Allen, and their research shows that product management is very, very important. Product management is lots of things. I'm not up here trying to sell you product management, but I am here to show you a way to look at how you get your product out to market.
	Let’s look at some of these scary statistics. These studies were not done in the last 18, 24, or 36 months. Some were done five years ago, so it's not a new phenomenon that products get in trouble or are less than successful at market launch. What we saw in the last couple of years was an acceleration of good ideas and bad ideas all mixed together, getting funding, and going forward with or without progress or raising the percentage of success. The PDMA said that products have a success rate of 59% at launch. “Launch” is the point when you say to the world, "I have this thing and I want you to give me money for it." This study was done in 1995, I believe. Booz Allen cites a 65% success rate. You might say to yourself that 65% isn’t bad, but, remember, that study was seven years ago, and “successful” was defined as meaning that enough people paid for it to recoup the development investment. It's not wildly successful; it's not number one in the marketplace. Commercial success in this study is defined as "I made back what I put into it." If you want to dominate a market, what are the percentages there? Booz Allen also says that every seven times somebody has what seems like a good idea, only one will succeed. Again, I'm not trying to scare you, but PDMA says it's 11 to one. What do you do about it? Run? No, I don't think we're running. One more point, and this is probably the most important one. According to Booz Allen, 46% of all resources are spent on products that don't make it. Almost half of the resources that are spent today building products, you could look at as wasted.
	No, it's not really wasted. I happen to have been a co-founder of a company that didn't make it, but I don't feel like I wasted 18 months. I learned a lot. I really learned a lot. People gave us money, and they learned a lot, too. In a quieter moment, when I have way too many beers, I'll say, "You know it wasn't us. It was the market." We were a bunch of smart guys with a really good idea, but the market turned. In our rush to go fast, however, we didn't follow this process. As I stand up here and talk about this process, I can look at myself in the mirror and say, "I know some things I should have done differently. I know some things that, if I had had a process, if I had followed it step one through step 100, I might have had a better chance. That doesn't mean I would have succeeded, but I might have had a better chance.” At that time, however, we were saying, "We don't need process. Process will slow us down. We have to move fast, get big, and make a lot of money."
	Process is not intended to slow you down. Process is intended to make sure that all the inputs drive all the outputs, and that the work in between gets you what you want. So let's forget the bad news and stop talking about it. 

[Insert Slide 18]

	What causes products to fail? Three things, and I'm going to spend most of my time talking about one of them. First is a lack of new product strategy. I'm not going to belabor this point, but if I could just repeat what Phil said, there is a strategy that says, “I know what I'm doing, and I know I'm good at it; therefore, I can do it.” That is what we're talking about, one that is embodied in, and integrated with, the overall business.
	Let's take a phone manufacturer that says they’re going to get into the phone sales automation process. I would ask them, "Are you sure? Is that really a good idea? You're over here and you want to go over there. I'm not saying you can't do it, but you have to figure it out.”
	The second reason is that once you’ve decided where you’re going to go, you don’t apply enough resources. I don't mean pile on the resources, but you want to invest for success. If you want to use as your criteria for success that you make more money than you spend, spend what it takes to get that money back. If you want to be extremely successful and make a lot of money, you have to be focused on what it takes. I'll talk a little about market segmentation a bit later, but it's important to say, “If I'm going to go to market with the best technology product in the world, I’d better have a world class engineering team.” If I don't care about how good my product is, and, by the way, there are some great businesses where the product is not the best in the market, I had better have a world class sales force to get people to buy something that is really not that good. Where am I going to commit my resources? What are they? You really have to think about that and commit to win.
	The last reason products fail is from a lack of a process. At a high level, process forces homework. It forces you, the product manager in this discussion, to ask hard questions about yourself and about your market. I can't tell you how many times in several different companies we all said, "We know the two people who told us they'll buy this as soon as we finish it, so let's go." I talked to somebody just this morning who said that they've been spending the last year or so getting into every one of the customers they have, talking to two or three people who aren't customers, and asking them, "What do you need?" To me, that is very powerful, because, at the very front end, what they need is what they'll eventually give you money for -- not necessarily what they want, but what they need.

the cornerstones of product management
	Let’s look at this process for guiding a product from idea all the way through launch. There are three cornerstones, and the first is that I have to have a strategy. I call it a new product, but it could be the next version of an existing product. Either way, it's going to be something new. It could be that I'm going to take my toaster and turn it into a Corvette. Who knows if it will really work, right? But it's still a new product. Second, I have to have a resource plan, and, third, I have to have a process to follow. Product management, to me, is half process and half experience. Now, “half” may be, in reality, 30% or 90%, it's not literally half, but it means having the wherewithal to know the 100 things I have to do, and it means being experienced enough to have been down that road before (or to have someone on my team who has been down that road before). You can't blow by customer focus early in the physical product development because, if you do, you might give them something that is square when they really want something that is round. You can't blow through the process because you think you know the answers. Product strategy involves:

-	clear goals or objectives
-	clearly defined arenas of focus to provide direction in areas such as technology and market
-	allocating resources against each arena
-	an arena-specific attack plan, such as are you a niche player, low-cost provider, etc.
-	long-term thrust and focus
-	the role of the new product in the overall business is well understood

	When we’re talking strategy, we mean having clear goals and clear objectives. Having a specific package is really important in product management. If I'm going to go out and build the best technology product in the world, I’d better understand what people want and I’d better understand the three other people who say that they have built the best technology product in the world. If I'm going after price . . . there is a book called The Discipline of Market Leaders by Michael Tracy in which he says that there are only three ways to go to market: you can go on high-end service like Nordstrom's, you can go on technology innovation like Intel, or you can go to market on low price like Wal-Mart. That's really it. The winners, as he points out in his book, are those that are very good in more than one. Wal-Mart is a price leader, but they don't sell bad products. They sell good products at a great price so people go there. It's interesting to note that 76% of the revenue Wal-Mart takes is in cash, because their market is people who aren't paying with credit cards. They're writing checks or paying cash. If they didn't have good products that you can get really, really cheaply, they wouldn’t be as big as they are. They understand their niche. They understand the arena in which they want to play and attack it. That model is very important. The role of the new product process in the overall business is the piece that I'm going to bet my business on, so I’d better do it right. If I bet wrong, I don't have a business anymore, or I'm not the same company that I used to be. The product strategy, and how it fits into my overall company, is very important.
	The second cornerstone that I want to talk about is resource commitment. I'm a sales and marketing guy, so I have a bunch of marketing slides to make sure everybody remembers this part. I don’t mean marketing in the sense of making this pig smell good by dumping perfume on it, I mean that you’re going to do the blocking and tackling necessary from a resource perspective to understand the market. Me, I would define marketing as “demand generation.” I have to get people to want what I have to sell, and that means I have to understand what it is they want, or, rather, what they need. In sales, they teach you that people don't buy what they want, they buy what they need. There's a big difference. We can spend a lot of time talking about what they want, then, at the end of the day, they buy what they need. Address those needs. Once you decide that you're going to head down a path to roll something out to the market, then applying the right resources at the right time becomes one of the keys. That commitment means:

-	the necessary resources -- people, money, marketing, technology -- are committed by senior management
-	an adequate R&D budget to support product development
-	people in place and dedicated to the product development effort

	The last cornerstone is the new product process. I'll fly right through this now because I'm going to talk about it in some detail later. The essential points are:

-	high quality
-	guide and speed new products from idea to launch
-	enforce pre-development homework
-	include the voice of the customer
-	have early product definition
-	have multiple go/no-go decision points
-	highlight quality execution throughout

	To the first point, “high quality” is not that your process has to be quality, but that your application of the process has to be quality. In my example I keep saying that there are 100 steps, I don't know if there are necessarily 100, but if there are, make sure that they're the right steps and make sure that you hit every date. Don't blow through any process, whether it's 100 steps or three steps. With quality work, don't go fast, at least not so fast that you miss. When I was managing products for a very large product company, we said, "We don't have to be completely right, so let's get ready, let's fire, and then let's aim after that to see if we were right." The last couple of years were kind of like, fire, get ready, then maybe we could aim. That’s kind of how it worked, but it never really worked. It’s “ready, aim, fire” on purpose.
	You have to have go/no-go decision points all along the way. At the end of our company's existence we said, "We really should have done this." But we never asked ourselves that hard question in the first month. We were all sitting around the coffee shop trying to figure out what to do, but we never asked, "What if we get to this point in time and we haven't had anybody say yes, or if no big company has adopted us, or  if we don’t get the one or two strategic partners we need? What are we going to do then?” We never asked ourselves the hard questions at every step of the process to say, "I don't know if I want to keep investing those dedicated resources even though I've got senior management approval. This is integral for my overall company strategy, but I'm not hitting my dates, I’d better stop or slow down. More importantly, I have to re-evaluate where I am.”

the cornerstones of product management
	If you get right to the bottom of the product management process, the world looks like this today.

[Insert Slide 24]

	There are engineers building things, and marketing people trying to figure out how to get somebody to buy it -- in my words, the “demand generation.” The sales people are going back and forth, saying "I've got to make money." You may have a product manager, although, in my experience, they're not usually called a “product manager,” they're called a CEO, or head of marketing, or CTO or whatever. They're called all kinds of different things, but, hopefully, there is somebody whose single function it is to get this thing out there so people can pay money for it. There has to be somebody who is the champion for the discussion. We'll call him a product manager. What process does is that it brings all of those roles together, like so: 

[Insert Slide 25]

	It's a single way to get input from, work with, and produce output for the support functions of getting my product to market. The process shouldn't be an inhibitor. As in the earlier discussion of salesperson automation, the salesperson shouldn't say, "I can't let the product manager in to see my customer, because he's going to get excited about things I can't deliver." The process has to have a voice from the customer, and the sales force has to have that. You have to have your marketing organization doing the research about where the customers are and what they really need, and more importantly, to find out if they will buy from you. It means having an engineering group that listens, that is compelled to listen to the customer, rather than just make something and throw it over the wall. That just doesn't work. If you look historically, it just doesn't work.
	What you really have to focus on, then, is the methodology, an approach to follow, a way to do this more than once in a row the same way.

[Insert Slide 26]

Whether it's one step or more than 100 steps, it doesn't really matter. It starts with: What should I build? Maybe it starts with: What could I build, because I have core competence, or I have some skills, or I have some experience, or I understand the market segment? Going through that, now I know what I could build, what should I build, and what should it look like? How much should I charge for it? Who are the people who buy it? Let’s say I'm a phone company and I want to get the ability to download the icons and new ringtones in the US. Not everybody wants that, right? It's really only people 14 to 25, using Phil's example. More importantly, it's 14- to 25-year-olds who can download them, so it's not everybody who owns a phone, it's some addressable segment of the market.
	Now I need to design and build it. Okay. I know what it is. I've written it down. I've written down the functional specifications and the design specifications for a product, or the architecture for a service, or whatever it is. I won't stand up here and tell you it has to look just so, that it needs to have 13 headings and be 38 pages long. That is not the point. The point is that you've written it down, so somebody who isn't you could say, "I get it. I understand who wants it. I understand why they want it, and I understand what it is. I can go build it."
	Phil talked about contract programming. I tell people trying to build hardware and software products that they should write their functional specs as if they have to send it to somebody they’ve never met. If they don't really know what they're building and why they're building it, well, that's really important to the people you want to sell it to, so think it through. You probably won't get it right. If I'm going to build a software product, I should say to myself, “I do not know who is going to build it for me. I've got a team of really smart people, but I'm going to act as if I don't know who's going to do it.” You have to figure out how to write it down and get it captured in a way that they could build it for you so you can get it to market.
	I mean “get it to market” in a very broad sense. Throw it out there. Have a launch party. Do all the right things to get people to say, "Wow, that is going to be cool." Then, do the work to make sure your marketing organization understands how to position your product so demand generation can occur. Your sales organization is trained and they have the tools. If you're selling value or you're selling ROI, your sales force had better understand how to position it that way. The phase of getting it to market also asks: Now that it's out there, how am I doing? Am I meeting the needs of the customers who said they wanted to buy it? By the way, are there enough “wants” in there to drive the people over the edge who say that they need it, but they need that thing over there, too?

the product management lifecycle
	Now we get down to another level of detail in nine steps.

[Insert Slide 27]

	It could be ten steps, it could be eight, but it starts at “New Product Assessment” in the first orange segment. That is the phase where we ask things like: What should I do? What is it I could do? It goes all the way around to the final green segment, “Product Monitoring and Evolvement,” where we say, “I did it. I'm done. It's out there. People bought it or didn't buy it. Did they buy it for the reasons I said they'd buy it?” Sales force, you made your quota. Why? “Because your customers said that they needed a blue round thing, and that is what we sold them.” Or did they say, "I kind of wanted a blue round thing, but that red square was attractive, so I didn't buy it from you because the red one did more things."
	The process goes round in a circle because that is what it is. Somebody asked me this morning, “When do you get engaged with a customer?” We really get engaged during the building process when they’re saying, “I have this blue round thing and I need some people to buy it. Can you help me? Can you help me understand how to position it, and who would buy it, and why I should do it?” That is really where most of our purchasing agreements come from. The question came back, "Don't you really want it to be earlier?" My answer was, “Yes, but I can't evangelize.” I can't sit up here and tell everybody in the world that they should do it this way all the time. People have to try. I helped co-found a company and we went down a road. It turned out that it wasn't the road we really wanted to be going down, but we went down it anyway because that's where we thought we should go.
	So, let’s go through this lifecycle loop, and we'll hit each phase one at a time.
	The idea behind the New Product Assessment phase is: What is the overall value to this product? Not price, not how it makes me feel, but the value. It's really focused on four high level points. If you really want to get into a process discussion, we could have a process discussion about templates and gates and all those things, but let’s stay out of that for now, okay? At the higher level, I first need a Product Landscape. If I'm going to build a blue round thing, how many other blue round things are out there? How many of those blue round things do people buy? Why did they buy them? Who did they buy them from and where? Sounds like a business that would be okay. It could be a big market. I also have to consider my Business Synergy. Can I build them? Did I miss out on blue round things, so I'll build red ones? I also need a Customer Needs Analysis. What does the customer want, or, not want? Do they need a blue round thing? They might want to spend money on a Ferrari, but they buy the Yugo, instead, because they can get 10 for the same price. The need is to drive. Finally, I need a Technology Assessment. Do I have the wherewithal to build this thing?
	All of this is about finding out: What is the overall market and could I address it? In the process, we take not a really high level view, but a mid-level view of things like the buying habits of your customer. You don't need to know that the person who says yes to your blue round thing is typically 45 to 52, risk averse, and at the latter stage of their career where mistakes are critical. That's too much data for this stage and it will slow you down. We recommend that you do it, just not now. At this point, you're trying to answer: Is this a good idea and, if it is, what do I do?
	The next phase is Product Market Analysis, more specifically finding out who is the market segment and what is the opportunity? Detail level, now. Who is doing it, and why? We’re doing Market Research. I want to know the top 10 competitors. We have a customer who says, “It's on my bonus sheet. If my boss walks into my office and I can't name the 10 people we compete with and, more importantly, why we win or lose to them, I don't get a portion of my bonus.” It's that black and white. “I'm in the upper right-hand quadrant of the Competitive Analysis matrix, and that is where I want to be. The real value is: What are those X and Y axes? If I'm going to be better, why am I going to be better? What is it I'm going to do for a customer that makes them see why I'm better than my competitor?
	This phase also explores Product Viability, which is to say, “Yes, I could do it -- there are people who buy it, it seems like a really good idea, there are competitors, and I can find a niche in the market -- but what is the addressable size of the market?” Is it a viable business for me? If I wanted to define success as “making back what I invested,” can I do that? If I think so, and you say, "I don't feel like going into business that way. I'm going to invest $10 and I want a $1 hundred, $1 thousand, $1 million,” is it viable for me to do that? Can we create a business base so that it is? That is what good product market analysis is all about.
	The next phase, Product Market Strategy, is different. The definition of analysis is that I'm going to gather data, and I'm going to do some intellectual work on it. Strategy is: I've got all that data, what am I going to do? Once built, how do I get this product to market? Am I going to sell through a retail chain? Am I going to sell through a distributor? Am I going to deliver it over the Web? I want to do all that stuff, who do I need help from to get it done? There are three competing blue round things out there, mine is going to take the upper right quadrant of the market. That is great, but how am I going to get it there? Do I have to have an analyst who says it is the best blue round thing in the market? Probably. Do I have to have a sales channel organization? Is it important for me to build a sales channel, or could I buy somebody else's? It happens all the time. There are a lot of ways to do it. You need to do Product Positioning, you need a Sales Plan & Process, a Partner Program Strategy and a Distribution Channel Strategy. Am I going to put it on my shelf or yours? Am I going to put it in your toolbox or mine? How am I going to get that done? It’s all the things that come out of the goals and objectives, plus the tactics to implement it. How am I going to get this to market? By the way, I would assert that you shouldn't be building yet. It’s not that you shouldn't have a prototype that you’re showing to customers, but you shouldn't be dedicating resources and building your business plan until you can get to this point. Don't make those decisions.
	Product Planning and Design is the first phase in the Design & Build part of the process. Specifically, what am I going to do? I have to write down the Product Definition so that somebody else could view it and understand it. At this point, you should start writing down your Launch Plan. When I build it, I'm going to build it to a set of specifications, to these kinds of requirements, for these kinds of customers, in this market. How am I going to tell people what to do? What should I tell them now to ensure that they do it? Break that all the way down and see what happens. Getting the customer's input at this point is going to tell us a lot. Understand how to get this thing to market now, rather than later, and you have to be able to adjust along the way. 
	The next phase is the Technical Product Development. That's building stuff. That's for engineers. It's writing code and hooking stuff together. It’s getting some hardware and soldering it. It is the technical part. You can do it from the user perspective using all of your internal assets, and what I mean by that is, if you are going to build this thing, find out how they'll use it. If it's a physical device, how do they use it? If it's a service, how am I going to change the process? Phil asked: Is it strategic? Do you say, “If you buy from me and you pay me $10 a month, I'll change the way you do business.” Great. Do I know who the user is and what they're going to experience? Will they like it? Then I should do it. Maybe I don’t really know who the user is, but I know the buyer. We need to know the buyer. He's just as important as the user. If the user is going to sit down to download icons, it may be hard or complex to do it. I have a 15-year-old. He'll spend about three seconds to do something really cool. And if it doesn't work in three seconds, he goes on to the next thing that is really cool. Usually cars. That is what he does, so what is the User Experience Model that will actually catch on? Also, what are the Requirements and the physical Specifications to build this thing? Let's build this, and build it to an architectural specification so you can adjust it on the lot. Maybe you build code and the architecture is all right, or you've written down the architecture for a piece of hardware, software, or a service, then you find out at launch through customer feedback that this little thing over here that you thought was cool is really an impediment. You take that off and put something else in. That is what the architecture is going to allow you to do, so look at it on an architectural level.
	The next phase is Product Building and Testing. Now that I've got it, what do I have to worry about? We're worried about finished development: Will I really have it on November first, or is it probably going to be November fifteenth? It's only 15 days, maybe nobody will care, but you might have customers who are waiting to test it for you. Then you've set a precedent in the market that it's okay for you to be late, and this thing you believe they desperately need is not going to get there when they desperately need it. That just sets a bad precedent. Development and delivery are important -- product development, quality assurance (QA), all of those things are really, really important. If you're in the development process, you know they're important, so I'm not going to preach about it. You have to have a Release Plan, and you have to manage that release plan. You have to say, "I'm going to give it to these customers on the first of November. It's going to be ugly; it's going to crash 16 times, and because of that, I'm going to take some of my best and brightest technology people and they're going to deliver it to my customers. They're going to install it, and they're going to sit with it, because it's important for that customer to know that we all agree it is an alpha product and it's going to be a little flaky. My best guy's here because this is something they need. It is something that will change their world, and it's just as important to me as it is to them.” So, it’s not just planning the releases, it’s actually managing the releases, getting it into the customer's hands the way you want it. Whether it's a hardware product or software product or a service, it's all the same. You are going to put something in the hands of the buyer because it does something they need to have done. You have to manage and control that process.
	As you move to the Go To Market stage, you start with the Product Launch phase. There’s all the analyst stuff, but I'm not going to talk about pure marketing things. There are press releases and lots of other things to do. Product managers drive all that. They don't necessarily do it themselves; they drive the marketing department to do it. At launch I have to be focused on what makes my product different and how to prove it to the market.
	I always tell the story, of how people in this one company sat down one day and somebody said, "We make the best dang logistics management software in the world. Isn't it great?"
	Somebody said to him, "How do you know it's the best dang logistics software in the world?"
	"I don't know, it's just that it is."
	Another smart person asked, "What company is world-renowned in this area?"
	This was four or five years ago, a lifetime ago. The company world-renowned for being great at logistics was FedEx.
	“Does FedEx use your product?"
	"No, but maybe they should."
	They took it as a goal and said, “We can't brag that we’re the best if FedEx isn't a customer.” I don't know what they did with FedEx, some creative things, but, at launch, they stood up and said that a world class company in logistics management was using their technology. That is a very powerful marketing message, a proof point. “FedEx is using our technology, maybe you should, too.” In their case, the deciding proof point was that I have to have the top provider in my space using my tool. I can't prove that I'm the best without it. So Proof Point Development is very important, as is building it into your Sales Strategy and building it into your Channel and Partner Development Program. What partners do you want? I want partners that prove that I'm the best or the fastest or the cheapest or whatever it is that I decided to do. I want to prove it because if I can't prove it, it's only my word against the next guy. It goes down through your Sales and Marketing Campaign. If we’re Wal-Mart, my sales force has to be happy and friendly, and it has to know how to take your cash. If we’re Nordstrom's, taking cash is not something we need to worry about. We’re going to get it, not because we take it from you, but because you feel compelled to give it to us. At Nordstrom’s we give you so much good service, you'll give us your money. They've proven that it works. So, how do I make my sales organization and my marketing organization understand what my goals are in this product? Product management is the process of saying it and proving it.
	Now it's out there, so what do I do? Customer Satisfaction Analysis and measurement of Marketing and Sales Effectiveness are part of the Customer Feedback phase. How do I make sure that the product is received the way I said I wanted it to be? If I said that I wanted it to be a blue round thing, but people want red round things, I have to know that so I can go buy a bunch of red paint. Or maybe I have to make it square, or whatever I have to do. I have to get feedback. This is what I said I wanted to do, this is the market I said I wanted to address, we're addressing it, and it's working or it's not. Either way, I'm going to adjust.
	Look at my sales pipeline. I have lots of leads, lots of proposals written, but very few wins. What did I do wrong? It sounds like something typical in the sales world, you're addressing the “wants.” You're writing proposals to give a person exactly what they want, not what they need. You're getting in the game, writing lots of proposals, spending lots of money on sales resources, and not winning. Where am I winning customer satisfaction? “Are you happier using my product than the product I replaced? Are you happier using this feature than the one I had before? What don't you like about it, because I'm going to take care of it and put it in the product plan next time around. You, my 10 best customers, I want you on my advisory board. I want you giving me guidance and direction as to where your business is going so you can provide feedback all the way through the process.”
	The last phase, which isn't really the last -- to some of you it's the first -- is Product Monitoring and Evolvement. Take all that satisfaction data and ask: What is it I'm going to do in the next version? Keep a keen eye on the competition because, if you do put the best blue round thing out on the market, the other providers of blue round things aren't going to sit down and let you take the market over. They are going to say, "Aha! Those guys did this, now I've got the technology." If they're smart, they're thinking, “I've got the best engineers in the world who can build a feature into my blue round thing that they can't build.” If they listen to me, they'll build it into their marketing campaign, train their sales forces on it, and start taking your market share. This is the game everybody plays: How much market share can you steal from the next guy? I have to look at my competitors. I have to actually get their products. If I find out that the one reason I lose on the sales side is that their blue round thing doesn't have three legs, it has four, well, I'd better be asking, "How am I going to get four legs on mine? Why did they add four? What did they do that made four legs the right way to do it, and what should I be doing about the fact that four legs is the right way to go?” It’s all about Product Evolution, Competitive Review, and Investigative Engineering.

the process keys and enablers
	Process drives all that I have been talking about, and the keys to process are:

-	Defined inputs at every phase. It's not enough to say, “I'm going to do my competitive analysis now and talk about the things they do better than me.” There are some defined inputs. You have to know these sets of things about these sets of customers.

-	Defined outputs which feed the next phase. If I am going to give a spec for an engineer to build, for example, maybe they're offshore, then I have to have defined outputs that say, “This is what it has to look like. This is what it has to have in it. This is the data they need to build it, to sell, or whatever.”

-	Defined effort to produce the required outputs. I'm not going to run willy-nilly and research the 150 companies out there that might need my product, I'm going to apply my experience to my process and know that I really only have 10; and, if there are 10, there are really only three that are the real keys, so I'm going to spend a lot of time on understanding those three.

-	Go/no-go decision points at every phase. We didn’t say to ourselves, "Those other guys could get there first, so let's just not do it." No, instead we said, "They could get there first, and this is how they could get there, so we'll veer off. We'll change our plans, spend our money differently, get a different partner, and prove we're better now, not then.” That is what you have to do. You have to have decision points all along the way, not necessarily to stop, but to adjust. You don't get into the business you are getting into because you want to go fast, work hard, miss your family, and all of a sudden say, "Oh, never mind, nobody wants that." You want to adjust. That is what it's all about.

	For the last 20 minutes or so, I spent a lot of time trying to convince you that you should have a process that you could follow, a defined way to do things. How will that work if you don't pay attention to some other things, which I call the “process enablers?" 

[Insert Slide 38]

	Start with Project Management. I don't like project management. I don't like saying things like, “I said it would take me 3.5 days to do this, but it took four and I needed one other person. One more person is all I needed.” But, I have to manage the project, I have to have gates to go through. I'll have to say, “It will take $100,000 to get there.” Did it take $100,000 to get there? Project management is something you have to do, and you have to be really, really good at it. If I promise to make a delivery six months from now, I have to make sure I hit it because I'm going to start forming a contract with my customer at that point in time. Project management is important.
	Competitive Intelligence is another enabler. You do that at a high level early on, then you do it again in the middle, looking at every little detail. Competitive intelligence can never stop because, sure enough, you go to bed knowing you can win the market with your round blue thing, then a red round thing maker and a blue paint manufacturer merge overnight. All of a sudden, that red round thing has lots of blue paint and they kill you, so you have to stay very focused on competitive intelligence all the way through the process. It's a never-ending cycle. Somebody is in a room talking about exactly the same thing you’re talking about. How do you beat that company? They're smart people, too, so staying ahead of that curve means paying attention to it every second of every day.
	Phil talked about Organization and Culture. Do what you're good at. Build your business around what you're good at, and embody that in your company. I only tell one story about the downward trend of our company. We went from four people to 127 people in nine months. Very fast. When the wheels started coming off, slowly at first, all 127 people knew exactly what was happening. At the end of the day, we took our last little bit of money and had a huge blowout party, and 145 people came. Spouses of the people we had just laid off came, and it was because we always told them the truth. From the day we started together we said that part of our culture would be to tell everybody what is happening with everything all the time. It even hurt us along the way. We looked a customer in the eye, one who could have helped make us in the market, five months into it and said, "You know, we are never going to build what you need. We are sorry, but it's not what we want. We started this conversation because we were going down a road, and we thought you were going down it with us, but you are not. You need something else. You don't need a blue round thing, you need a green square thing. We're sorry. We'd love to have you advise us because we'd like to make sure that when your business gets to what our product is going to be, we could get back together and sell you something, but, right now, we're not going to the same place.” It's a hard conversation, very difficult, but, in a culture of honesty and openness, you need to do that.
	Quality Assurance (QA). I'm going to hit this gate. Did I do it, and did I do it right? QA is not a point in time. Our engineering department was very big, and they said, "We need QA, so we're going to go hire a guy. Just before we release the product, we're going to give him the code and let him tell us if it seems good." I said, "It's your job." I was pointing to the person responsible for building the product and his entire team, “It's your job every day. If you need somebody to measure for you, great, we'll take care of that, but quality assurance is not a point in time, it's something you do all the time as you're building your product.”
	The last enabler is Communication. You can't say enough about communication. Everything else I talked about won't work if everybody is quiet.
	I coach a little league soccer team. They're great players, a great team. They lose every game they play, at least they did for the first five games. I said one time, "When we go to games, the only people that I ever hear talking are the coaches. We're going to try something. You kids have to communicate, so we coaches are going to shut up." In the first half they were getting killed, just killed. I got on the field and said, "So what was it? What is happening to you out there?" One kid, a real calm, neat, quiet kid said, "I don't know where anybody is." Man, that was big, because they all got it. They won in the second half, and they didn’t lose again. We threw them in a tournament -- they're 11-year-olds and you have to let them play -- and they blew everybody out. They won this tournament going away. We used our second string in the second half of the championship game because we could. You know what was different? It was the same kids, the span of time was only four weeks, but one kid said something very intelligent, and the other kids actually listened to it. Communication is sending and receiving and figuring it out. They have to work together, and they have to talk. Communication enables everything else. If you don't do it, it kills everything else. You can have a 137-step process, the best process in the world. It could have driven 38 products to market very, very successfully and made a lot more money than you spent, but, if you're going to drive that process, something bad will happen. It always does. If you're not talking about it, you won't see it coming, no matter what your foundation is.


the audience: q&a

Q: Paul, in one of your slides you had four circles with product management, sales, marketing, and engineering all beautifully integrated. What is your advice for a company that has the product management people going one way, and the sales and marketing people going another? Who decides? Can you think of examples where action was taken by the management or someone else in the company to force the issue?

Mr. Mauritz: I can think of a specific example, a company that is doing pretty well. The CTO had stopped being the person responsible for driving the product, and somebody sat down and said, "We're building product, but our customers are not buying it like they used to. What are we doing wrong?" 
	The answer was in the evolution of the company. A small group of people had been working out of a single room, driving all the time. As the company grew, people started putting them in this new building or that new building and the communication was the first thing that broke down. What this company did was to say to the CTO, "We're not communicating. We don't want you to do this for the rest of your life, but go back and do it again. Don't stop communicating. Be the catalyst to put it back the way it was, and implement a process. Find out what is wrong and fix it.” So the CTO stopped being CTO and went back to being the product manager. He put in place a set of processes to get that flow of communication going and to get people to understand that just because I can't see you every day doesn't mean I'm not doing what I said I'd do, or you're not doing what you said you'd do. You can drive it by patting the person, but that person probably wants to go do the things they're doing anyway. If you don't fix it through process, communication, and culture, it will break again.


Q: What are some of the process steps you can use to balance the needs of your buyers and the needs of your users when those people are different? Are there any steps that help get the balance back?

Mr. Mauritz: There are, and I think Phil touched on it. The first process is knowing the difference between the buyers and users. I went to sales school a long time ago where I learned that first you identify your buyer. The first process is to understand them, then the segment, and you have to say different things and address their needs differently. Maybe you have your direct sales force doing high level account management focused on the decision maker, and a different sales person or sales channel address the needs of the users. There are lots of process steps, but it's really about doing that up-front homework to understand: Who decides what to buy and how do they decide? Identify them up front, then follow through in your process to make sure that you address all their needs.

Audience Member: By having a group of sales strategies?

Mr. Mauritz: That is one way to do it. It involves looking at your business in the market. I spent a lot of time talking about process, but there isn't any single process that everybody in this room wants to run away and apply to their business. It doesn't work that way. Process is a repeatable, defined way to do something. You don't necessarily do it the same way more than once in a row. It's not a magic bullet you can shoot and be successful, however, it's also not something you can ignore. I don't know if your sales process is on the right channel in your specific case. You really need the analysis that I talked about, and you need the process matched with experience. Those two things will help you figure that out.

Mr. Carrai: As Paul said, as you define who the customer is, who is using it versus who is buying it, it differentiates between the set of issues and the set of needs. A classic example is testing software. What developer wants to test software? What engineer do you know who actually spends time thinking at night, “Gosh, tomorrow morning I'm going to spend all day testing software!” However, what development manager doesn't worry, “I hope this thing works!” If you have a user of a product, a developer, and you have a buyer of a product, a development manager, how do you harmonize that situation? One of the ways is to think about what the problem domain is and how you attack it in a very specific manner.

Q: How do you deal with patent issues?

Mr. Carrai: I'm not quite sure of the nature of the question. If it relates to somebody who is imposing their patent on what you're offering, it's a very delicate thing. If it's that you are going to market with something that is patented and you are trying to defend your patent position, that's something quite different. There was a time when everybody who had some technology went out and got a provisional patent or process patent. Quite frankly, I think most of that was complete crap. Some of you may have done that, so I apologize, but the reason why I think it was complete crap is that they went out and tried to defend a position that nobody may have cared about. It sounds so simple, but I've seen a lot of provisional patents that nobody really cares about. It's a notice that the US Patent Office hasn't a clue as to what you are building.

Q: Many times it seems that the steps in the process are fighting the last war. How do you optimize your process for current needs?

Mr. Mauritz: You can look at process in one of two ways. It's absolutely to fight the last war, fix the last error, prevent the wheel from coming off in the same way. I don't look at it that way. I look at it this way. My experience says that I went through the door before I opened it three times. That was really painful. What could I do differently? I could open the door. More importantly, it's a function of: How do I know that there's a door out there that I have to get ready to open? How do I know what kind of door it is and what kind of force I have to use? To me, that's process. Process is enabled by the research you do to get a fuller view. You're right, you can go backwards, or you can go forwards. To me, process has always been a vehicle for looking forward, to figure out the things I have to know about the door out there somewhere that I can't see. Where is it? How do I open it when I get there? How heavy is it going to be?


Q: If it's key to understand the market and meet the customer’s needs, why call it product management?

Mr. Carrai: I think that the reality is, especially for technology companies, product management is really business management. It’s understanding what it is you're offering, who you're selling to, and how to construct your organization. One of the things we touched on a bit is the harmony between your organization and what you're delivering. The example of that is, if you're going to market with a strategic solution that changes the way people think about process, and you're trying to sell it over the phone, your success rate is going to be fairly low. If you are going to market with a fairly practical product that sells for under $5,000 a copy, that isn't going to be pervasive in an organization, and you're trying to sell it with a direct sales force that is getting, confidently, $200,000 at plan, you're probably not going to make any money. If we think about product management fairly, from a more global standpoint, it is business management. My opinion is that in the technology-oriented company, the best product manager is often your CEO because it's not only about what you're delivering to the market, it's about how you think about your business.


Q: Suppose that you're a product company that fired without aiming, maybe a high burn rate with limited success. What now?

Mr. Carrai: You drop back about 12 yards and punt. No, just joking.
	One of the biggest problems we've had in the last couple of years -- and it's easy to say in hindsight -- was not recognizing when the wheel was coming off the cart and not cutting your expenses quickly enough. I've seen this in many different cases. Say that you have X number of people and Y amount of money. The belief was that we needed the people because we needed to figure out what our next step would be and what our stage was. But you don't really have a comfort level. You fired, and you have no idea where the bullets went. You aren't even sure what gun it was that you fired. If you're in that situation, the only advice I can give you is that we are back in the fundamental world of businesses that existed pre-1996. Cash is king, and you do whatever you can to preserve it. If you don't have a defined market, a defined set of customers in front of you, if you don't have people not just giving you their business but paying you (not only do you have to sign an order, but you also have to collect the cash), then you really need to get your burn rates as low as you possibly can. Cash is absolutely king. How you handle bookings of revenues is irrelevant in this marketplace. So, the only piece of advice I would give you is that if you fired and you are not exactly sure what to do, but you have a million dollars in the bank, that is a completely different position than if you fired and are strapped for cash.


Q: Paul, in your B2B eCommerce startup, what were the top three things you believe caused it to fail? What would you do differently if you did it again?

Mr. Mauritz: Boy, have I spent a lot of time thinking about that one. I don't know just three things. Our biggest mistake was that we got caught up in what Phil just talked about. We got caught up in the hype a little bit, and, while we set out to solve a problem, we could clearly have solved lots of problems. We listened to a lot of people tell us that we should get big fast, and we didn't challenge it. We didn't say, "Okay, but who's going to pay us to get big fast? Who are the customers who are going to say, ‘I'll completely turn my business on its head and do business a whole different way so I can win using your solution?’" We didn't do that. We got caught up in getting big fast.
	The second thing is that I talked a lot about process and a lot about listening. We stopped listening. On the one hand, we stopped listening to our engineering team that was saying, “You're asking us to do a lot.” We had five product management teams supporting a big engineering force, big at the time, anyway, and we stopped listening to the engineers. We would say, "We have this customer who will sign tomorrow if we could just do this." The engineering team would say, "We can't do that, or, if we do, we can't do this." We stopped listening at some point in time. Everybody does. Speed kills, you know. It’s an old saying, but it does. You're going too fast, trying to get too big, too fast; trying to do too many things too fast, and you stop listening.
	A third thing is that we started out with four guys who knew each other really, really well. We were all friends and we went into this business together. At the end of it, we were not all friends anymore, so the other thing we did wrong is that we went into business together because we were all friends, not necessarily because the four of us were a lot stronger than we were apart. Did I lose a friend? I didn't, but a couple of guys lost friends in that deal. What the friendship masked was that, although we were really smart guys, in our opinion -- I'll tell you all day long I'm a really smart guy -- we probably weren't the right four guys. There was a time when we didn't hire the next four guys to win. The team is really important.

Mr. Carrai: The only thing I have to add to that is that I was involved in a business that, in 1995, had an idea for a product that was going to address the wireless space. If 2001 is early for wireless, can you imagine 1995? The reality of that business is that its genesis was in a service issue. One problem is that it was a service industry that had a product. It doesn't happen very often and, in this case, it wasn't going to happen. The second problem was that the product we offered was sold to a customer that was very service intensive, and why they bought the product had nothing to do with the underlying technology. Why they bought the product had everything to do with the relationships that were established, in some cases years beforehand. Two fundamental problems that, thinking back, I should have been smart enough to recognize. The first was: How do you turn a services company into a product company? If you use the statistics Paul gave on why products fail, you can probably take it down to maybe less than 5% for how many services companies successfully launch products. The second problem, which I think is an important issue as well, is that why people buy a product may be different than why you wanted them to buy it.

Q: Can you say more about how to differentiate customer needs from customer wants?

Mr. Mauritz: I wish that I could tell you it's a science, but it's not. At some level it’s salesmanship, which is one of the reasons why I believe that it's so important to have a sales force that could very well be your CEO talking to customers very, very early. There are methodologies. You can go spin selling and really luck out, where you spin a solution into a need. It teaches you techniques to differentiate between needs and wants. You can follow whatever methodology you want, but, at the end of the day, look at yourself. Me, I really want a Ferrari, but I don't drive a Ferrari. Most of the time, I drive a minivan because that is what we need. I don't want to drive one; I want to drive a Ferrari with myself and maybe just my wife, but we have two kids with lots of soccer equipment. If you talk to me, it's really easy for me to say, "Yes, I really want that Ferrari!” But I just don't need it. What I need is to throw some soccer balls in the back and haul a bunch of kids around.
	You get there by asking questions. You can call it any methodology you want for asking questions, but sales is sales. How to differentiate needs from wants is a function of really boring into their businesses and understanding how they're going to be successful. I've been in sales management. If you call in a salesperson who has not been very successful and ask, “Why are you talking to the person you’re talking to?" They'll tell you it’s because they're the decision maker. Great. So, you found the decision maker. How are they successful? What kind of business do they do? Do they get their bonus when their revenue gets hit? Are they in product development? Do they get a bonus when they deliver a product on time, or when they deliver a lot of units? That's what they need. One trick is finding out how they get paid. That is a need, not a want. It's a first differentiator, and it comes down to salesmanship.


Q: Can you discuss price setting? What is the strategy? Does low price drive volume?

Mr. Carrai: In my opinion, once again the fundamental questions you have to ask before you think about pricing are: What is it that you're offering? Is it strategic or tactical? How pervasive is it going to be in the organization. Are you changing a process, or are you solving a particular utility problem within a company? Do you have an expertise that is valued for a services company, or do you have something that is more commodity-oriented?
	Here are a couple of examples. How many customers do you think that SAP has worldwide? If you answered 800-1,000, that is probably about right. SAP is a multibillion dollar company. If you ask how many customers Veritas has worldwide, 10,000 is probably low. Something like 20,000 may be correct.
	What are they offering? Veritas is offering backup and recovery, whereas SAP offers a complete process orientation product. They’re very different product lines with a very different impact in the customer base and a very different set of people they're dealing with. If you are SAP and you say, "I'm going to execute a high volume strategy, so I'm going to price it low," do you think that anybody would care? Well, they'd certainly buy it from you, but the reality is that since you're dealing with a process-oriented problem, customers are going to expect to pay process-oriented prices for it. If you come in with a $15,000 solution, one of two things will happen. One is that you'll sell your 1,000 customers at $15,000 apiece, but, more likely, they'll look at you and say, "Clearly, you don't have any idea or understanding what my market is." Conversely, if you walk in with a storage product and say, "Because you're going to be able to save a substantial upgrade in your network, you should pay me $5 million dollars for this product," most likely you'll get very little response from the customers you're dealing with. So, the first process issue I talked about is defining exactly what set of problems you're solving, what set of needs you're addressing in the customer base, and how pervasive those needs are, then price your product accordingly.
	The reality is, talking about IT for a second, that you have a set of products that are priced at desktop levels that are under $1000, you have a set of products that are priced at departmental server levels of around $50,000, and you have a set of products that are more framework-oriented and have an entry level price somewhere in the range of $250,000-$500,000. We can go develop a market all we want, and we can define all we want about all the different pricing algorithms that you might think about, but the reality is that this is kind of how product prices fall. Why? That is how people are comfortable buying, and how you define what you do with your pricing has everything to do with what you offer.
	One quick point: Somebody asked me earlier about how you know what price to set, especially for the strategic product. The old story says that it's as high a price as you can say without breaking a smile. It sounds funny, but I recall setting prices at the last company I was at. We had a product for the enterprise and somebody came in and asked, "What do you think we should charge for this?" A fairly large customer was looking to buy it for a number of sites. The original quote was $40,000-$50,000, and we added a bunch of things to it, so I said $350,000. They asked, "Why $350,000?" My response was, "I don't know, but I didn't smile. Give me a second, and I'll figure out how we justify it.”

Audience Member: Did you make that sale?

Mr. Carrai: Actually we did, and I'll tell you the other side of the story. There was another sale for the same product, a large customer for whom the original price was $45,000. The response back was, "Clearly, this is not something that we're going to want to implement at the scale we need because there is no way we feel comfortable with a product that is only priced $45,000." Can you think of a worse thing for somebody to tell you? “You should have charged me more for this?”


Q: Can one address the needs/wants problem with a product line that covers a range from high-need/low-want, to low-need/high-want, or does that just confuse the customer or the salesperson trying to sell it?

Mr. Mauritz: The latter would be what I’d worry about more. I guess there is a range. My opinion and experience are that you have to hit the needs. If there are six things that the customer needs the product to do, and you only have five of them, that is trouble. You can pile lots of wants on it, but, even if it's blue and it's round and it’s cool, if I need it to work on a desktop and it doesn't, I don't think you can win that sale. I guess that if I'm a fabulous salesman, I might win, but my customer won't be all that happy, so it will cause me trouble at some point in my cycle. There probably is a balance, but there are going to be some core needs. If the customer says that there are six things he needs, but he is using somebody else's product that only has five of them, that's not a need, it's a want. If you figure it out, you can sell against it. I don't know about a ratio, but I would say a balance is good, but you have to hit the needs.

Mr. Carrai: Take the examples of document management and content management. Did you ever wonder why the document management players like Documentum or FileNET have never been effective in the Web management area? In some respects I think it's exactly Paul's point. In both cases you have to fix your management process and manage your workload and manage your processes, so why wouldn't the document companies be able to garner a substantial footprint in the Web publishing space? Clearly the set of technology they're bringing to the market is similar. I think there are two issues. First is that the one need which they probably weren't addressing is that the Web people need their interface into the Web publishing tools. In Web content management, how you interface with other aspects of what you use to create your website is incredibly important. You may have all the document infrastructure and file management infrastructure that is required, as well as the workload that is required to manage it, but there are a set of needs that are incredibly important to you that they just haven't thought of. The second reason is that people who are buying those sorts of things are probably different. A webmaster who is buying an infrastructure for building a website and an engineering department that is trying to control their documents are very different. Even though five out of six things may be similar between a document management system and a content management system, it's that one thing that created a multibillion dollar marketplace for a whole new set of competitors.


