Implementing Value Selling: 5 Key Lessons

The current recession, along with the growing importance of procure-
ment in the buying process, has uncovered the shortcomings that
many companies have in being able to quantify and communicate
their value. In this article, the author gives 5 key lessons for imple-
menting value selling, which will not only help in differentiating a
supplier’s solution and capturing value, but equally important, will
help give its sales team deep customer insights on which to build
long standing relationships. Christopher D. Provines is Vice Presi-
dent of Global Strategic Pricing, Reimbursement & Government Af-
fairs for Siemens Healthcare Diagnostics and a member of the Pro-
fessional Pricing Society Board of Advisors. He can be reached at
cprovines@mac.com.
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II the vendors’ solutions are roughly the same; it
now comes down to price.” For suppliers, hearing
this from customers is usually a sign of trouble. In
B2B markets, it could simply be a negotiation ploy.
Often it is a smart procurement manager who uses a phrase like
this to try to set the stage for negotiations. Alternatively, it could
be the legitimate perception of the customer, often caused by
suppliers confusing customers by focusing on collateral and mes-
saging filled with features and very little value. In either case, for
unprepared suppliers, it can result in eroding prices and margins.

In reality, rarely are all competitors™ solutions the same. There
are usually meaningful differences in the way suppliers’ solutions
impact a customer’s business. This is particularly true across seg-
ments of customers with varying needs, behaviors and operating
characteristics. These differences in needs, behaviors and operat-
ing characteristics often drive a wide range of total cost of own-
ership (TCO) or value across various solutions.

Value selling is certainly not a new idea. As early as the 1950s
and 1960s, marketing academics wrote about and advocated for
quantifying and communicating value.! Yet, surprisingly few
firms in business markets can quantify and communicate their
value. A recent survey of 2800 companies showed that roughly
60% need improvement in selling value. Not surprisingly, this is
up considerably from before the recent recession.? The recession,
along with the growing importance of procurement in the buying
process, has uncovered the shortcomings that many companies
have in being able to quantify and communicate their value.

Why can’t companies consistently communicate value to their
customers? Based on research as well as experience on both sides
of the table, as a supplier and buyer, what follows are 5 key lessons
for implementing value selling. If done correctly, implementing
a sustainable value selling capability will not only help in differ-
entiating a supplier’s solution and capturing value, but equally

viewed as a trusted advisor and grow their relationship and busi-
ness. It’s up to you to give them the opportunity.

Lesson #1: Get Clear on Your Value

or Total Cost of Ownership

Total cost of ownership (TCO), as the term is used in purchas-
ing, means quantifying differences in the short and long term
impact of not just the direct purchase price, but also all the costs
and benefits associated with acquiring and using alternative of-
ferings.’ For B2B marketers and pricing professional, this should
sound very similar to value or economic value.

When comparing alternative offerings, there are many potential
costs or benefits to consider. These could be in areas like delivery,
set-up, maintenance, defect rates, rework, effectiveness, ongoing
operating costs, and training. In fact, one cross industry survey
of procurement managers identified 13 potential categories and
237 individual cost drivers where there could be meaningful dif-
ferences.* See figure 1 for a list of categories and examples.

For both procurement as well as B2B marketers, understanding
value or total cost of ownership is becoming increasingly impor-
tant. Consider the story of Carglass, a leading vehicle glass repair

Figure 1: Categories of Potential Value of TCO Differences

Category Example(s)

Operating cost Efficiency, capacity

Quality Rework, inspection
Logistics On-time delivery, availability
Technology Flexibility, future use
Supplier reliability & capability  Partnering costs, R&D access
Maintenance Preventative maintenance

Inventory costs
Transaction costs
Life cycle costs
Initial price

Safety stock, storage costs
Ease of transaction

Life of product

Unit cost

important, will help give its sales team deep customer insights. | Opportunity costs Cost of money
Armed with these insights, the sales team has the potential to be Other Training costs, ease of use
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from Both Sides of the Table

and replacement company operating in the after-sales market,
with locations in a number of European countries. One of the
biggest purchased items for Carglass is the window glass that is
used in the replacement & repair process. Glass suppliers provide
glass to one of Carglass’ seven distributions centers, which are
used to service customers in a specific geographic area. Carglass
traditionally had used lowest price as the basis for making pur-
chasing decisions.

However, supplier quality and delivery performance issues
prompted Carglass to review its supply chain and purchasing
criteria. After regular analysis, the company learned that qual-
ity of the glass, delivery performance, and other key cost drivers
drove a substantial increase in costs. For example, poor supplier
delivery performance meant that Carglass had to rush deliver-
ies or source glass through OEM dealers at much higher costs.
Using lowest price as the purchasing criteria actually resulted in
higher costs. Carglass now uses a TCO model and the cost driver
analysis not only to make purchasing decisions, but also to work
with suppliers on cost reduction initiatives.’

In other situations, customers know total cost of ownership for
solutions that they purchase and use these insights in the negotia-
tion process against suppliers. In their article on customer value,
Anderson, Narus and Van Rossum tell the story of an integrated
circuit (ICs) manufacturer that was competing with a competi-
tor for a customer’s business.® During the course of negotiations,
the manufacturer learned that his price was 10 cents higher per
unit than his competitor. When asked by the customer why his
price was higher, the supplier did not fully understand the unique
value his solution provided and had a hard time defending his
higher value and price.

Unbeknownst to the higher priced supplier, the customer’s engi-
neering team had done an analysis
and determined that his ICs were
worth almost 16 cents more per unit
due to the value it brought com-
pared with the cheaper alternative.
The customer’s engineering team
had recommended buying the more

Feature
(facts/data

about product)

Benefit
(what does it do
for customer?)

the fact is that many customers do not know total cost of owner-
ship for their critical purchases. Studies show that even the best
procurement organizations do not consistently use total cost of
ownership analysis when making purchasing decisions.® One
study of purchasing managers showed that less than one third of
respondents rated their company as good/excellent in even being
able to identify cost drivers.’

If customers are struggling to identify their own cost drivers
and understanding their own cost of ownership, then there is a
significant opportunity for smart suppliers to use value or total
cost of ownership in the selling process. Assuming the supplier’s
solutions have some real advantages and they are not simply com-
peting on lowest price, then moving to a value selling orientation
will help suppliers defend their value and prices.

There are many potential approaches a supplier can use to un-
derstand value or total cost of ownership. One simple approach
to understanding value is doing in-depth interviews of custom-
ers along with studying how competitive alternatives impact the
customers’ business. A first step in preparing for customer inter-
views, and prior to conducting any analysis of competitive solu-
tions, is to develop a list of value hypotheses. This is a simple list
of areas where the supplier believes there could be meaningful
differences in value.

For example, a manufacturer of air filters who has a superior filter
that requires less frequent changing and is more efficient because
it causes fan motors to work less and has a lower loss of air pres-
sure might interview building facilities management personnel
and study how different air filters perform under various operat-
ing conditions. The filter manufacturer might look for differences
between its offerings and competitive offerings in frequency of
changing filters, energy usage differences, fan motor repair/re-

Figure 2: Value Hypotheses List: Simplified Air Filter Example (partial list)

Other value Source / Data
(what is other

value that has

not been

quantified?)

Quantifiable
value

(What is the
financial
impact?)

expensive ICs even at the higher
price. Yet, the higher priced sup-
plier, not knowing his own value,
eventually lowered his price by 10
cents per unit during negotiations to
win the deal. This resulted in giving
away substantial value.”

While the previous stories highlight
savvy purchasers using total cost of
ownership to make supplier deci-
sions and to support negotiations,
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Filter lasts 30% | Labor savings Labor rate $ * Eliminate non- Workflow study
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frequent saved work
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Use fewer filters | Annual # of Less disposal / Workflow study
filters saved * “green”
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placement frequency and inventory and handling cost differences.
Armed with these insights, the manufacturer can then quantify
the differential financial impact to the customers’ business. A
simplified example is presented in Figure 2. Completing this in
advance not only helps to identify potential sources of value, but
also helps to identify data that will need to be gathered.”

Lesson #2: Design Simple, Honest

and Accurate Selling Tools

“We've tried value selling tools and the sales organization wouldn’t
use them.” This is not an unusual complaint. There are a number
of important design criteria for creating usable and helpful value
selling tools. Some of these are fairly obvious and some may seem
counterintuitive. However, the ability to have the field sales or-
ganization adopt and readily use value-selling tools comes down
to getting these design criteria right.

Figure 3 provides a six-sigma view, called a critical-to-quality
tree, of these design criteria. A critical-to-quality tree is a simple
tool that helps translate customer language into quantified re-
quirements for product/service design. In this instance, both sales
representatives and the end customers were viewed as the “cus-
tomer” in order to delineate the design criteria for selling tools.

In the CTQ tree in Figure 3, each high level need is ultimately
translated into very specific and measurable design criteria. For

Figure 3: Value Selling Tool CTQ Tree

Need Drivers

(high-level)

Critical-To-Quality (CTQs)
(specific and measurable)

example, the need to have a selling tool that is believable is ulti-
mately translated into seven very specific and measurable crite-
ria. Whether the tool that is being used to communicate value
is a web based value model or a spreadsheet based selling tool, it
is important to try to follow these basic design principles. De-
pending on the industry characteristics and norms, there may be
other CTQs to consider. However, this should be a reasonable
list to start with.

Lesson #3: Develop Evidence to

Support Value and an Evidence Process
Evidence and Guarantees

Having a simple value calculator or ROI tool is necessary, but
not sufficient. While some customers may not challenge the as-
sumptions and calculations, many customers will. In this case, it
is important to be prepared with evidence to support assumptions
and claims of value. Obviously, the level of evidence required
will vary depending on things like industry practices, the size
of customer expenditure, the risk involved in the purchase deci-
sion, and how much of the value created is to be captured. For
example, the level of evidence required for a major new medical
device that could be used in millions of patients with cardio-
vascular disease may be very different than the evidence needed
for a B2B software solution to improve sales force effectiveness.

Take the example of Genomics Health (GHDX). GHDX is a
California based, innovative
diagnostics company. Onco-
type DX Breast Cancer Assay
isa multigene expression test,

developed and marketed by

Simple Easy to use o Takes sales rep less than % hour to ..
P Y P > o GHDX, that physicians cur-
complete tool for a customer . a1
. rently use to predict the likeli-
e Average sales representative can use h
. . ood of chemotherapy benefit
without issues ok £ .
Fasv to learn o Can use dist oo 1o Tonch ool 1 and recurrence risk for patients
Y 2{ use distance learning to teach toot to with early-stage, estrogen re-
sa gs 'represenj[at1V§ ceptor positive breast cancer.
e Training required is less tban 1 hour. Prior to this test being avail-
Easy to understand e Average sales representative can easily able, doctors relied on treat-
understand ment guidelines that took into
e QOutput is clear and understandable for 90% account inputs like the size
Or more customers and type of cancer tumor, to
e (Critical few value drivers that make up decide who should receive che-
majority of value are identified (80/20) motherapy.!!
Believable Accurate e (Calculations are accurate
e 80% or more of value difference is In the traditional diagnostics
quantified testing industry, where a $50
e Tool reflects current competitive test is considered expensive,
alternatives GHDX set the price of its new
Honest e Show both positive and negative value diagnostic test at approximatf.:—
Evidence based e Assumptions and calculations supported by 1}_’ $3,500. The value proposi-
studies or data tion to payers (government and
o Sources of data clearly documented %rlva(;e msur.ersf) was simple.
Transparent e Benefit logic and formulas are clearly ased on existing treatment
stated guidelines, some percentage
. . : f patient ivi -
Customizable Customer specific e Uses customer specific data to create O patients were receiving ex
: : pensive chemotherapy (ap-
customized value analysis . ly $15.000) that th
Integrated Supports selling process o L in tool rts selli proximately $15,000) chat the
g pp gp anguage in tool supports selling process GHDX test suggested was not
* Not seen as extra work by sales necessary. In order to persuade
representatives payers that the test was good
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value for money, GHDX developed economic studies and value
models to prove that if physicians used insights from the new
test, the test would be a fair value at $3,500.12

However, for some payers, the evidence was not enough. A com-
mon challenge in the diagnostics industry is to prove not only
that a test provides new clinical insights, but also that physi-
cians would use insights from the test to change clinical practice.
From a payer perspective, the payer is worse off if it pays for an
expensive diagnostic test and the women and doctors do not fol-
low the test results. So GHDX went a step further. They entered
into risk sharing arrangements where they tracked, along with a
payer, whether the test was having the intended impact on clini-
cal practice. If the number of patients receiving chemotherapy
exceeded an agreed upon threshold, even if the test suggested
that the patients would not benefit, the insurer received a pre-
negotiated lower price.”

Evidence Process

Beyond having evidence for a specific product or solution, it is
important to have an evidence process. This simply means having
a way of generating the right evidence early enough to substanti-
ate and support the value that is to be communicated. For many
companies, this usually starts in the new product development
(NPD) process. While the NPD processes are different across
firms, at a high level, many companies have some kind of stage
gate process like those first introduced by Dr. Robert Cooper.
Cooper defines five stages: Preliminary Investigation, Detailed
Business Case, Development, Testing & Validation, and Full
Production & Market Launch."

Figure 4 provides a generic new product development process
as originally described by Dr. Cooper. At each stage of the new
product development process, there are key questions that need
to be asked to support evidence development. In some industries,
such as the medical technology, where longer-term clinical trials
are needed to prove value, making evidence mistakes early in the
product development process can have a disastrous impact on a

Figure 4: Integrating Value and Evidence into Product Development

company’s ultimate ability to prove its value.

Lesson #4: Integrate With Overall Selling
Process and Focus on Sales Force Buy-in
Change Management

Depending on the structure of your business and the industry
selling practices, there may be a variety of groups involved in com-
municating value to customers. These groups can range from key
account executives to sales representatives to field based market-
ing people to reimbursement managers in the healthcare indus-
try. In practice, within any of these groups, there are probably
individuals that are doing an outstanding job of communicat-
ing value today. Often, these are the same individuals that may
have already created their own “homebrew” value selling tools.
An important part of the buy-in and change process will be to
identify and involve these individuals in the efforts.

From experience, these talented sales professionals usually develop
their own value selling tools for a couple of reasons:

Existing value selling tools are inadequate: The tools provided
by the marketing groups are too complicated, not compelling or
not working for some reason.

No tools are provided: Savvy sales personnel have given up the
feature-laden brochures and have figured out the few critical value
messages to communicate to customers.

Involving field thought leaders has a number of benefits. First,
existing good work that has already been developed can be lever-
aged. This will speed up the efforts. Second, from a change man-
agement perspective, getting key thought leaders and respected
people from the sales organization on-board will help gain broader
buy-in from the sales organization.

Sales Training

Another important point is to assess and identify the critical
training required for the field at large to be able to use value-
selling tools successfully.
In most organizations,
there is a wide varia-

Stage Preliminary Detailed Development Testing & Market tion in skills. knowledee

Investigation Business Case Validation launch nd stren t’h 0 ftei

Key o Whatare | e Whatisthe | e Will published | ¢ What value o Howwill | 206 SHFERERS ’

. , . ; the field will need to be
evidence customers potential data be selling tools are value- ined . h

questions key value value of the required to required to selling trained not just on what

drivers? technology support value? defend value? tools be value is and how to use

e Solving (or service)? | o What are the e What case deployed the tools, but they will

which e What best places to studies should to defend also need to be edu-

unmet needs evidence will publish? be developed? value? cated on hf’“’ to speak

generate the be needed to e What simple o Is the financial lan.guage

greatest support value messages evidence of customers. Finally,

value? value? should be clearly they should be armed

e Based on e What will be developed? aligned to | Wwith objection handling

value and the cost to e Does the value? tools and critical mes-

costs, which develop the evidence sages to go along with

features evidence? support the the selling effort. With-

should be e Does the value out a well-prepared and

priority for investment in messaging? bought-in field sales or-

development evidence ganization, any effort to

? make sense? implement value selling

will not likely see sig-
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nificant benefits.

Sales Process

One critical part of implementing value selling tools is being able
to integrate these into the overall sales process. Unfortunately,
many businesses lack a formal or well-defined sales process. A
recent survey of businesses of all sizes indicated that only 43%
have a well-defined sales process”. For businesses that have a
well-defined process, integrating value-selling tools should be
relatively easy. Integrating into the sales process will require get-
ting field sales input on how and when to use the tools as part of
the normal process. Pilots should also be considered to test the
new tools as part of the sales process.

For businesses that are in the majority, those without a formally
defined sales process, implementing value-selling tools could
prove very difficult. While a segment of sales representatives
will naturally use the tools, getting the majority of the organiza-
tion on-board will be a challenge. For businesses that are in this
situation, the right starting point may be to develop a basic sales
process first and then move to value selling. It usually will prove
difficult to gain wide spread usage and adoption without a clear
selling process in place.

Lesson #5: Get Senior Executive Ownership
& Commitment

Finally, and this may be the most important lesson, the senior
leaders of the sales and marketing organization need to be the
owners. While an effort to improve a company’s value selling
capabilities may start in other parts of the organization, in the
end, the owner must be the leaders of the business. In his book
on transformational change, John Kotter outlines eight key ele-
ments of a successful transformational change effort.'® One of
these is establishing a strong guiding coalition. A strong coalition
of leaders from both sales and marketing will be necessary to help
make the transition from selling on features to selling on value.

The reason that both sales and marketing need to be on-board is
because often a company’s inability to communicate value has
root-causes in both organizations. The marketing organization
needs to move to a more outcomes and evidence based orienta-
tion away from a feature marketing orientation. This takes not
only process changes, but also a clear mindset change. The sales
leadership will need to ensure there is a well-defined sales process,
an investment in training sales representatives and basic perfor-
mance management processes in place. Finally, the leadership of
the business will need to make the investments required to make
value selling a strategic capability of the organization.
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Conclusion

In business market relationships, moving the conversation to value
from price is an increasingly important capability for suppliers.
Many customers are rapidly improving their procurement practic-
es and skills. This means that sales teams will be dealing with sav-
vy buyers. These buyers will demand more, negotiate harder and
pressure the sales and margins of their suppliers if the suppliers are
not prepared. As the front line in defending value and prices, the
sales team can be the difference between victory and defeat. As
Cervantes, the famous Spanish novelist said, “...to be prepared
is half the victory.” Help your sales team be prepared and give
them a chance at victory and your sales and margins will benefit.
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