How Customer Value Accounting Works

An Analysis of Desktop Computers

1. Assemble product-category data:

You need to know something about (1) who your competitors
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3. Find out what your product is really

worth -- and why:

You can justify higher prices by offering superior benefits. The
Value Scorecard shows how much a competitor’s superiority
on any benefit is worth to the customer. (It also shows how
much each disadvantage in performance detracts from
perceived worth.) This data shows that the Compaq model is
worth $2,461. This is $308 above the average price in the
category, a premium justified by superior performance on
multimedia and speed.
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Benefits
Speed 82 286 82 -122 -326 0
Multimedia 265 265 61 -245 -347 0
Other Features -65 -65 43 43 43 0
Expansion 130 22 22 -86 -86 0
System Restore -43 -151 65 65 65 0
Tech Support 54 -58 =25 15 15 0
Reliability 69 10 0 -40 -40 0
(a) Total Differential Worth of Benefits 492 308 247 -371 -677 0
Costs
Selling Price 232 -257 -395 625 -206 0
(b) Total Cost Advantage 232 -257 -395 625 -206 0
(c) Actual Price (or cost) 1921 2410 2548 1528 2359 | 2153
(d) Fair-Value Price = (a) + avg. price) 2645 2461 2401 1783 1477 | 2153
(e) Total Value Advantage = (a) + (b) = (d) — (c) 724 51 -147 255 -882 0

4. Identify your Key Selling Points:

The Head-To-Head Value Comparison benchmarks your products
directly against those of your toughest competitors. It shows where
your relative strengths and weaknesses lie, and how much these add or
detract from your relative worth to customers. A sales person selling
the Dell against the Compagq alternative could stress Dell’s advantages
in expansion, system restore and technical support — each of which
boost its worth relative to Compaq by about $110 — as well as the
almost $500 price advantage.




About Customer Value Accounting and Customer Value, Inc.

The Tools of Customer Value Analysis

1. Price-Performance Profile — Assembles the data for customer value analysis

2. Value Map — Helps you to set prices based on relative economic value, given cost

3. Head-to-Head Value Comparisons — Helps your sales team command the prices you deserve

4. Value Scorecard — Quantifies the economic value delivered to customers by your performance
advantages on various attributes versus competitors

5. Value-Strategy Simulator — Simulates initiatives that will improve your performance and economic
value delivered versus rival offerings

6. What/Who Alignment Matrix — Shows which functions are responsible for maintaining customer-
value performance on each attribute, thereby setting the stage for improving performance

Readings
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Managing Customer Value - (The Free Press, 1994) — the classic book on how to measure, analyze,
improve, and manage the economic value and price of your offering to customers, complete with case
illustrations and empirical evidence, by Bradley T. Gale.

How Much Is Your Product Really Worth B Optimize your pricing with Value Accounting and the Value
Scorecard (2002) -- a 20-page monograph illustrating the new techniques and tools of customer value
analysis, by Bradley Gale. To order reprints for your executives and business teams, download an order
form at http://www.cval.com/WorthFlyerCVN.pdf

Digital War Room Software
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Brochure: The Digital War Room (2002) -- a 4-page description of the issues practitioners analyze
using the software, by Don Swire. The issues include: knowing your products strengths and
vulnerabilities, crafting winning value propositions, shifting from cost-plus pricing to value-based pricing,
testing new-product plans, checking that customer needs are being addressed, competing more
effectively, segmenting profitable markets profitably, and preparing your sales team for value selling.
Download from http://www.cval.com/WebDWRBrochure.pdf

Review the DWR software at our offices in Boston, MA with a member of CVI's staff. Review a demo
version of the DWR software from your office; and discuss with a CVI staff member over the phone.
Recommended start-up process: Assign initial individual seat license to a pioneer user who acquires
proficiency with new tools of customer value analysis and conducts pilot studies. Then you can train
additional users.

Seminars, Workshops and Services
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The Bradley Gale Seminar on CVA — immediately preceding each CV Network meeting.

o North America, Wednesday AM, September 25", Cupertino, CA

o Europe, Monday PM, October 28", the Netherlands

o0 (The seminar is open to non-CVN organizations that may be interested in joining the

Customer Value Network)

The Customer Value Network B A network of business practitioners from leading organizations
interested in sharing ideas and information about Customer Value Analysis. The fall meetings for North
American or European members will be hosted by

0 Hewlett-Packard in Cupertino, CA on September 25" and 26", 2002

0 KLM in the Netherlands on October 29", 2002

o (To review the agendas and register to participate, visit www.cval.com)
In-Company Briefings and Workshops — Expose some of your executives to the concepts and your
business-unit, product-line, or new-product teams to the new tools and techniques of customer value
analysis, accounting and management
CVI Action Learning Pilot Study — CVI staff members can temporarily become part of your team to
transfer knowledge and accelerate your progress
Issues Review and Analysis — CVI staff members can help you to identify gaps in your data and
analysis and suggest ways to take your customer strategy initiative to the next level

Customer Value, Inc. 217 Lewis Wharf Boston, MA 02110 USA
Phone (617) 227-8191 Fax (617) 227-8287 bgale@cval.com www.cval.com



