
Business Vulnerability – ‘The Firm’ 
• Risk exposure is always relative to the consequences 

• Inherent risk – directly linked to the potential consequences on a particular business 

• The illusion of validity – overconfidence arising from: 
o Stereotyping 
o Preconceived ideas 
o Lack of representative data 
o Lack of appreciation of changes in data 

 
What is Important to a Business? 

• What is a business model? 
o Drucker – model should answer the questions: Who is the customer? What 

does the customer value? 
▪ Downfalls of this definition 

• Customer is only one side/part of the equation in a business 

• We have no idea what exactly the company does to create 
something that the customer values 

• Neglects the fact that companies need to spend something 
first in order to earn something 

o Magretta – model should tell us what the underlying economic logic is, that 
explains how we can deliver value to customers at an appropriate cost 

▪ Counter-definition to Drucker’s 
▪ Broader definition because it gives us insights into the cost side of the 

equation 

• Company needs to spend something first before it hopes to 
earn something 

o Richardson – model should identify 1) a value proposition 2) a value creation 
and delivery system 3) a value capture 

▪ Complete encapsulation of how the business actually works 
o Osterwalder – a business model is the money earning logic of a company 

• Business Model vs. Strategy 
o Strategic layer (vision, goals and objectives) 
o Architecture layer (business model – money earning logic) 

▪ This is the layer we are interested in 
o Process layer (implementation level, organisation, workflow) 

 
Business Model Canvas 

• A business model describes the rationale of how an organisation creates, delivers and 
captures value 

• Limitation – doesn’t give us any idea of how the business model will be financed 
o Only gives us insight how the business operates and how it makes money 

o  need to complement our business model knowledge with other sources of 
information 

• Each element functions like a piece in a jigsaw puzzle 



 
• Start in the middle at value proposition 

o Value is created on the left side 
▪ Company spends on key partners, key activities and key resources 

o Value is delivered on the right side 
▪ Company delivers to customer segments, customer relationships and 

channels 
o Value is captured at the bottom 

▪ In the cost structure and revenue structure  

• Business model can be described using 9 basic building blocks 
o Value proposition for each segment 

▪ Bundles of products and services that create value 
▪ 3 elements: what the business does, products/services, characteristics 

of products/services 

• E.g. Betty sells cakes and pastries which are of a high quality, 
cater to a wide range and have many options 

▪ A line should be drawn directly from each value proposition to each 
customer segment 

o Customer segments 
▪ Customer – someone who actually pays the money for the value that 

a company creates 
▪ Customers, people and organisations for which you are creating value 
▪ A line should be able to be drawn from each customer segments to 

each revenue stream 
o Channels to each customer 

▪ Purchase point – where a customer actually comes to purchase the 
value from the business 

• E.g. domino’s pizza has the following channels: physical store, 
call, online, app, Uber eats (NOT the delivery person because 
you don’t order from the delivery person) 

▪ Through which touch points you’re interacting with customers and 
delivering value 

o Customer relationships 



▪ How does the business lock the customer/in the revenue it collects? 
(lock in) 

▪ How do you get, keep and grow customers? 
▪ Outline the type of relationship being established with customers 
▪ Strategies include: lock them into a contract, tailor products and 

services, subscription fees, loyalty program, license/franchise contract 
o Revenue streams 

▪ How and through which pricing mechanisms the business is capturing 
value 

o Key resources to create value 
▪ Infrastructure to create, deliver and capture value 
▪ Shows which assets are indispensable 
▪ Internal to the company – what the company has itself (resources) 

o Key activities to create value 
▪ Which activities you really need to perform well 
▪ Internal to the company – what the company does itself (activities) 
▪ Verbs – cooks, sells, consults, etc. 

o Key partnerships 
▪ Who can help leverage your business model 
▪ External to the company 

o Cost structure 
▪ What you need to spend on 

• What is important to a business? 
o What’s important depends on the core business model 

▪ It gives us insight into what kinds of consequences we’re looking at in 
terms of the risk formula 

▪ i.e. BMC is used to assess the consequences of the risk equation 
o What element on the left-hand side of the canvas prevents the company 

from creating value? 
o What element on the right-hand side of the canvas prevents the company 

from delivering the value to customers and from collecting the desired the 
revenue? 
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