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INTRODUCTION

Relevance of the study

In today’s world, small and medium enterprises are the one of the defining sectors of well-
diversified world economies, since they are adaptable, provide people with all kinds of goods and
services, create jobs, drive innovation and competition. In the European Union, the amount of
SMEs in total businesses account for more than 70% of the share (OECD, 2021). In terms of
innovations they are very flexible and innovative compares to regular large businesses and
enterprises (Ulas, 2019), and this definitely contributes to the economic growth and can help shape
overall development of the world around us.

In the Russian Federation, the share of small and medium businesses is limited and
accounts for only about 24% of the employment in the country, according to the Rosstat. But the
importance of the sector and how much it can contribute to the economy is very important, and
this sector raises its need in the Russian economy every year. This is because such companies are
considered to promote and secure the further economic growth and increase the competitiveness
of the region on a global scale.

But, small and medium enterprises do have their shortcomings: they can be vulnerable to
external shocks, uncertainty, and turbulency in the environment (Pierenkemper, 2020). The last
and the most notable recent example is the Coronavirus pandemic lockdowns across the world,
which shocked many SMEs across the world (Apedo-Amah et al., 2020). Also, growing pressure
of market competition from other companies large and small, systematic lack of funds, knowledge
and other factors can hinder the development of SMEs.

Digitalisation of business can offer a range of additional opportunities for small and
medium enterprises, such as performance improvements, innovation spurring, increasing
productivity and a chance to compete with larger firms with things like economies of scale,
operation and transaction costs, less information asymmetry, business intelligence or automation,
better customer and market outreach and more (OECD, 2021).

But, despite the significant benefits that are offered to small and medium enterprises thanks
to the digitalisation, often this smaller size plays the opposite: it becomes the barrier to adoption,
and thus smaller companies still continue to hold-up on digital transformation initiatives. Some of
the problems include the lack of resources, awareness of such technologies, the financial side, and
one of the most important problems, knowledge gaps of how and why to do the digital
transformation. These problems in the adoption of more advanced digital technologies can weigh
down on productivity, and consequently come to additional concerns among firms about the real

life benefits of digital transformation (Depaoli et al., 2020)
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However, despite the significant benefits on offer, smaller size often acts as a barrier to
adoption and, as such, smaller businesses continue to lag in the digital transformation, in particular
dragged back by a lack of internal resources and awareness, skills gaps or financing issues. These
gaps in digital uptake weigh down on productivity and in turn contribute to inequalities among
people, places and, of course, firms, where there are additional concerns that the benefits of
digitalisation could accrue mainly to early adopters. Overcoming these barriers and allowing
SME:s to fully embrace the benefits of the digital transformation, cannot be met by SMEs alone.

Coronavirus crisis has brought up the question about the importance of digitalisation across
all business sectors, including small and medium businesses, and served as an accelerator. Many
firms have moved their operations to online and have started to implement many remote working
solutions to remain in operation during the pandemic lockdowns and to deal with the disruptions
in the supply chain. Online platforms for example played an important role in connecting users
with businesses more efficiently. Early reports suggest that up to 70% of SMEs have intensified
their use of digital technologies in part to COVID-19 pandemic, and they have shown some gains
to businesses (OECD, 2021).

The COVID-19 crisis has heightened the importance of SME digitalisation, and served as
an accelerator. Firms have moved operations online and implemented smart working solutions to
remain in business during lockdowns and overcome disruptions in supply chains, with online
platforms playing an instrumental role in connecting users to new markets, suppliers or resources.
Early evidence from business surveys worldwide point to up to 70% of SMEs having intensified
their use of digital technologies due to COVID- 19. Most of these changes are poised to last since
some investments are irreversible and the efficiency gains have now been demonstrated.

In the context of this thesis, it is very important to understand how SMEs in Russia can use
digital technologies in their activities and how they will change overall with the use of such
technologies in their everyday operations. Thus, it is important to understand the digital
transformation from all sides and all of the major points of contact to get a clear view of the
changes and how they affect the overall picture.

The B2B retail industry was chosen for the empirical research purposes, since this sector
has many growth points that are enabled by digital technologies. But, most of these growth points
for Russian companies are underexamined by academics and practitioners, especially considering
other regions of Russia. All things considered, this industry will fit the objectives of the research
in a way that will show to other companies how the digital transformation can be done in small

and medium enterprises.
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Research questions and aims of the study

The research goal is to investigate and understand the changes inside Russian SMEs during
a digital transformation.

For reaching the research goal, several research questions were formulated:

1. How business model's elements are changed after a digital transformation in retail?
2. Which new opportunities can be opened in business model's elements after a digital
transformation in a B2B SME retail firm?

The object of the research is the Russian regional small and medium enterprise in the B2B
retail industry for HoReCa segment undergoing a digital transformation

The subject of the research is the results of the digital transformation initiatives, evaluation
of business models that a company had before and after digital transformation.

This study is based on examination of a case study of a small and medium enterprise
company in the B2B retail industry. This is a very traditional type of enterprises — both in regular
business processes and the adoption of digital technologies. Usually, the usage of digital
technologies is low, and there is no clear understanding of what digital transformation can bring
to the table. At the same time, however, the digital technologies available for such companies can
bring huge potentials for growth.

The study aims to have an in-depth investigation of the digital transformation on example
with one of the Russian SMEs, while at the same time showcasing this case as an example for
other small and medium enterprises to help make their decision into investing into digital
transformations. The findings will help to gain insights on how exactly digital transformation can
impact the business as a whole — from the business model side, and from the financial side, which

can be used by other companies as an example.
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CHAPTER 1. THEORETICAL FRAMEWORK FOR DIGITAL TRANSFORMATION

This chapter is concentrated on investigating the digital transformation concept in
businesses. The aim of the literature review in this paper is to provide an overview of the studies
regarding the digital transformation from different spheres: academic and business perspectives.
Since the work is concentrated on investigating small and medium enterprises, the topic of how
the digital transformation is working in such firms is also touched. Business models are an
important part of the digital transformation process, so in this paper this topic was also researched.

The research gap is defined after a conducted literature review.

1.1 Change management in organisations

Before beginning the review of the materials on digital transformation, it is important to
understand the concept of change management in organizations and how it is applied to digital
transformation.

One of the main objectives of the firm is to develop in the long term (Bejinariu et al., 2017).
The ever-changing global market conditions, constant innovation, pressure from the outside and
the decreasing economics can lead to a complex and active environment around the company. For
the companies to remain competitive, they should manage changes effectively (Wanner, 2013).

For the firm to be able to adapt to such changes, management in the organizations should
understand their strengths and weaknesses, quickly identify potential threats and respond quickly
(Bejinariu et al., 2017).

Wanner (2013) defines change management as “an organized, systematic application of the
knowledge, tools, and resources of change that provides organizations with a key process to
achieve their business strategy”. Change management is an approach for dealing with any big
change, whether it is of an organization or on the individual level.

Change processes that concern organizational issues are complex and can meet with
reluctance on the part of the employees. When knowledge is gathered by the firm, it aims to start
the organizational change processes. Changes in the organizational processes are “the facts of life”
(Bejinariu et al., 2017), they involve changes of the organisation’s mission and vision, that can
impact the whole organisation. Some organizations do accept such changes (if they are considered
necessary) and quickly adapt their operations and behavior, but most of the firm consider this very
difficult (Bejinariu et al., 2017).

As mentioned by Harvard Business School article (Stobierski, 2020), organizational
change factors faced by the managers include:

e New leadership in the company or department

14



e (Changes in the team structure
e New technologies
e Adoption of new business models

Many different types of organizational change exist, and as a whole could be described as
“two ends of the spectrum”: adaptive changes and transformational changes (Stobierski, 2020).
Adaptive changes are usually small changes that companies need to address over time as the
company evolves. Usually these are minor modifications that leaders do for execution upon
business strategies. Transformational changes are often larger and involve big shifts in strategy,
company, teams or business processes, and because of this, they often take more time and
resources (Stobierski, 2020). Most of the changes will be somewhere in between these two groups,
and for this reason, managers need to understand that the change process should be custom
designed to each situation.

There are multiple options to do changes in the company: implementing new strategies,
systems, new culture or processes — but for all of them change management is crucial for
company’s success (Wanner, 2013). Unfortunately, change projects often fail, as was pointed out
by a report from McKinsey, over 70% of the digital transformation change projects inevitably fail

(Martin, 2018).

1.2 Change management and digital transformation

For a successful digital transformation, the change management is crucial — since the
reasons of the digital transformation can vary, from bad time management and planning, lack of
finance to the lack of skills for digital transformation (K. Murphy, 2021). But the long-term results
outweigh the potential problems that could occur, and thus to meet the organisation’s changing
needs and business strategies a good change management strategy is needed.

One of the core tasks of change management is adapting “corporate objectives, strategies,
structures and processes to changing conditions”, but it also can include the vision of the company,
business models and adapting products and services that are offered by the company (Kreutzer et
al., 2018)

In order to correctly align the entire company for the digital era and prepare it for a
successful digital transformation requires a systematic method of change management (Kreutzer
et al., 2018). For companies it is important to understand that this process must always start
internally within the employees — only then to start transforming structures and processes, which

in turn will help the company to show the results of its work to the world.
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Comparing to project management, in which it is easy to understand schedules, objectives
and outcomes, change management’s route is “more reactive, and indefinite” (Impact Networking,
LLC, 2021). All strategies of change management will lead to these three primary goals:

e ROI of the employees improvement: changes that are associated with digital
transformation should be done for improving the efficiency and productivity,
whether it is certain technology that can help them communicate or tools for
improving their productivity (Impact Networking, LLC, 2021);

e C(reation of a competitive advantage: by giving the process of evolution and change
a certain structure, change management will help organisations to understand and
find their opportunities for gaining an advantage over competitors (Impact
Networking, LLC, 2021);

e Support employees by giving them energy and power to change: change for people
can be frightening, especially in cases when people have done their operations in a
certain way for a long time, and change management can help to make sure that
employees feel supported, therefore empowering them for change. According to
(Impact Networking, LLC, 2021), 70% of change initiatives fail due to the lack of
support from co-workers.

Managing change is an important step for any big transformation process, and for the
digital transformation it is just as important. Any business should consider how to manage change
inside of them before starting to implement any step of the transformation. In the next paragraph,

the discussion on the Digital transformation will be conducted.

1.3 Digital transformation in business

1.3.1 The definition of Digital transformation in business

In the period of increased knowledge use and digitalised economies, the importance of
using business models seem as an element of strategic innovation and it is one of the main
contributing factors to winning positions for a firm. And these things are creating demand for
understanding how companies should design and use their operations, create value for consumers,
figure out the costs structure and revenue streams, plus other elements of the business model
(Landeta Echeberria, 2020). Bharadwaj et al. (2013) assume the existence of a digital business
strategy, which is at the same time strategic and technological, because of having a presence of
digital in all spheres, even down to business strategies overlap with information technology and

systems strategies.
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As quoted by Nandico (2016), “IT no longer supports the business, IT is the business”.
They state that this play on words really show the vector of changes for the business core: IT not
just is supportive, but also offers new possibilities.

The use and roles of digital technologies in firms and enterprises is one of the most
discussed issues among consultants, experts, politicians and in the academic field. To be precise,
the emphasis is on how such digital technologies and tools can help to contribute to creating market
prospects, then to improving the management and in the end improve the company’s
competitiveness (Gong & Ribiere, 2020).

Several studies are available to show how organizations and industries have used and
adopted digital technologies, as well as how they demonstrate their impact. A McKinsey study
(2018) revealed that at least 60% of their respondents use technologies like cloud services, mobile
internet, and big data. Also, the percent of usage for such technologies is higher in companies that
have successfully adopted a transformation. Out of all of the respondents, 70 percent of teams were
changed —most common is when the is a person with deep understanding of digital. Berman (2014)
proposes the following key transformational opportunities for businesses: creating new business
models, improving operational processes and enhancing customer experiences. Bharadwaj et al.
(2013) suggest that digital transformations as a opportunity to reconsider the role of IT strategy
from that of a functional level plan to a plan that will integrate both IT and business strategies.

All of these factors indicate the fact how organizations are being involved more and more
in digital technologies. In today’s digital era, preparing businesses for digital has become an
everyday agenda item.

In the always changing market environment, companies have to always be competitive,
and to stay competitive, they have to always be in line with the latest trends and constantly innovate
on their products and services, as well as improving their current operations (Kutnjak et al., 2019).
Today, in a vast availability of information and digital technologies, as well as their quick
improvement and fast adoption, presents a new form of transformation for businesses: digital
transformation. In businesses, such format of organizational transformation (supported by
technology) is concerned with using information and digital technologies to influence all sorts of
aspects in the company. Examples include adopting technologies like social media, “internet of
things” technologies, “cloud” services, big data analytics and other for improving their daily work
and processes (Morakanyane et al., 2017). And, as a consequence, these technologies change the
behaviours of the business: how they operate, create value and deliver the experiences to their
stakeholders.

The discussion of theoretical background on digital transformation will start from the

definition. As it was pointed out by Morakanyane et al. (2017), the spread of the term “digital
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transformation” is quite scares, it can depend on the different researchers. Vial (2019) proposes a
definition of Digital Transformation as “a process that aims to improve an entity by triggering
significant changes to its properties through combinations of information, computing,
communication, and connectivity technologies”. DT is a phenomenon that has multiple
dimensions, that are driven by technology. It can affect things like society and economy, and also
create disturbances in the industries that require quick but strategic reactions from companies to
remain ‘on-float’. For digital technologies to develop into an indispensable part of value creation
inside of companies, they should implement organisational and managerial changes that allow
them to challenge the necessary changes for achieving such objectives.

At first, researchers put a strong effort on evaluating the usage of digital technologies, but
over time, it was discovered that DT is not just about using digital technologies, but it is also a
combination of strategy, people management, cultural changes, and leadership (Gong & Ribiere,
2020). A few researchers concentrate their defenitions on the impact that DT can offer. Other
reseachers include customer value creation, like optimizing customer needs and experiences
(Rogers, 2016). While some researchers tend to associate DT with business models (Bharadwaj et
al., 2013) and strategy (Bharadwaj et al., 2013; Rogers, 2016), other authors look at DT as a
process (Berman & Marshall, 2014). OECD (2021) considers DT with economic and social effects
of digitalisation.

In the scope of this thesis, a unified definition of DT proposed by Gong & Ribiere (2020)
will be used. They define DT as “a fundamental change process, enabled by the innovative use of
digital technologies accompanied by the strategic leverage of key resources and capabilities,
aiming to radically improve an organisation and redefine its value proposition for its stakeholders”.

DT was a theme of many research efforts over the last two decades (Vial, 2019), with the
evovling of information technologies. Before, companies were mostly worried on implemeting
and deploying such systems like enterprise resource planning and customer relationship
management, but the transformations that these systems introduced were limited to improving
areas in business models like cost reduction and business process optimisation (Boersma &
Kingma, 2005).

In recent years, technologies like e-commerce and social networks like Facebook and
Instagram have been quickly and widely adopted by all sorts of firms. And thus, such
transformations that are driven by externally oriented IT go beyond changes to just internal
business processes. They also include severe changes to business models (Berman, 2012),
organizational strategy, and culture (Cui & Pan, 2015; Zeng, Chen, & Huang, 2008).

Even though the exact scenario for digital transformation should change the IT

infrastructure of the company (and in drastic ways), it is “totally business driven”: as explained by
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Nandico (2016), the drivers for the changes are rooted in the business itself, and the company as a
whole should decide on executing the correct digital transformation scenario. As a final product
of this change, the vision, mission, and goals of the company may completely change, and so will
the business architecture.

This is different from any IT only change plans in the companies. Such plans, for example,
are used for implementing service oriented architecture, and was only affecting the IT. From the
author’s perspective, business respected the pursuit of IT, but it did not recognize IT as something
like an enabler for new business prospects.

Today, for many industries IT has or will become a crucial part of the business, with the
vast availability of smartphones, rapid development of wearables and internet of things, businesses
who had a digital transformation will find their partner from the consumer side (Nandico, 2016).

Digital transformation of businesses is being done in a big number of companies, from big
to small ones. As it was previously managed, digital transformation is not about introducing new
digital technologies, it is about how a business can use these digital technologies to transform their
business models. Many companies have now already undergone a digital transformation, with
most of them being big enterprises (Morgan, 2019). Some of the well-known examples of digital
transformation include companies like Best Buy, Hasbro, and even Microsoft, which as many
would suppose itself is an IT company.

The Best Buy example is interesting, because the people’s perception of this brand was “it
is dead”, following it’s losing market positions for selling electronics to digital marketplaces like
Amazon. The digital transformation of their business model changed the perspective from just
selling products, to “trying to enrich people’s lives with technology”, with initiatives like changing
the focus from selling products to assisting them to make the best choice, plus switching to a fully
digital marketing strategy — with customer profiling (Joly, 2020). The results of the transformation
showed that Best Buy more than quadrupled it’s stock price from 2012 (Yahoo Finance, 2021).

Another example is Hasbro, which is well-known for toys for kids. In 2012, their big
change in marketing strategy was a change of focus from kids to parents, who were the actual
buyers of toys, and the usage of data analytics really helped Hasbro to target parents more
efficiently. Plus, they also leveraged the power of digital storytelling through social media to better
promote their products (Morgan, 2019). But, Hasbro might just lose the online board game market
growth, since they have not considered taking advantage of developing digital versions of their
most popular board games, like Magic (ADW, 2018).

Microsoft is an interesting example of digital transformation, which had touched an IT
player. With the new CEO Satya Nadella, the company started to switching focus to cloud systems.

They have changed both business models for personal and enterprise use to leverage more cloud
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solutions — which itself helped to change the Microsoft’s image of an outdated company to a
forward-thinking cloud company (Microsoft, 2019), which helped it to be the third US company
with a § 1 trillion capitalisation, and, after COVID-19 situation in 2020, the only company with a
$ 1 trillion capitalisation (Baker, 2020)

Allin all, we can say that digital transformation for business is the next big step of evolution
for companies, which can’t be achieved by just only implementing an IT solution, but by also
rethinking other parts of the business. Further in the research, a topic of the raise in popularity of

DT is examined.

1.3.2 Popularisation and reasoning behind digital transformation: examples from

before and after COVID-19

After looking through the definition of the digital transformation, let’s now take a look at
the reasons behind the popularity of digital transformation. DT has become one of the most popular
business improvement operations in the last few years. According to IDC (2019), the worldwide
spending on DT is going to hit a record-high $2.3 trillion in 2023. That is more than half of all the
world’s spending of information technology. Digital transformation is most popular in the US
market, followed by Europe and China. This market will continue to grow at a compound annual
growth rate of 23%, to $3.3 million by 2025 (Research and Markets, 2020). At least 40% of all
spending on technology spending will go towards DT (Stackpole, 2018), and DT is expected to
add $100 trillion dollars to the world economy by 2025, with platform-driven interactions expected
to enable approximately 2/3 of that 100 trillion dollar value (World Economic Forum, 2018). All
of these statistics suggest that digital transformation practices are very popular in businesses
nowadays and will continue to grow. Another potential accelerator for using digital transformation
practices is the COVID-19 pandemic, which had affected and disrupted many of the businesses’
operations during 2020 (Apedo-Amah et al., 2020).

COVID-19 exposed a number of critical challenges for businesses, like exposure to
security risks, creating and operating digital channels, optimisation of business processes and a
shift to a remote workforce, as stated by KPMG (2021). The urgency in all processes is the key

storyline behind the pandemic’s effect on business.
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Executives say their companies responded to a range of COVID-19-related
changes much more quickly than they thought possible before the crisis.
Time required to respond to or implement changes,' expected vs actual, number of days

M Organizational changes M Industry-wide changes

Expected Actual Acceleration factor, multiple

Increase in remote working and/or collaboration 454 105 _ 43
Increasing customer demand for online purchasing/services 585 21.9 _ 27

Increasing use of advanced technologies in operations 672 26.5 _ 25

Increasing use of advanced technologies in business decision making 635 254 _ 25

Changing customer needs/expectations? 511 21.3 _ 24

Increasing migration of assets to the cloud 547 23.2 _ 24

Changing ownership of last-mile delivery 573 24.4 _ 23

Increase in nearshoring and/or insourcing practices 547 26.6 _ 21

Increased spending on data security 449 23.6 _ 19

Build redundancies into supply chain 537 29.6 - 18

'Respondents who answered “entry of new competitors in company's market/value chain” or “exit of major competitors from company’s market/value chain”
are not shown; compared with the other 10 changes, respondents are much more likely to say their companies have not been able to respond.
2For instance, increased focus on health/hygiene.

Fig. 1 Time required to respond to or implement changes, expected vs actual (McKinsey,
2020)

The COVID-19 situation severely accelerated the demand for digital transformations
within companies of all sizes. In the report by McKinsey (2020), most of the respondents of their
survey said that their programs for digital transformation in spheres like customer interactions has
been accelerated by at least three to four years, and the portfolios share of digital products has
accelerated by seven years. Most of the respondents said that they had at least implemented a
temporary solution for their clients in order to fulfil the customer needs, plus they expect that these
changes and the effects from changes will be long-lasting. The effects of lockdowns in most
countries is the result of massive increases in funding for digital transformation programs in
companies. As most consumers turned into digital online channels for interacting with businesses,
companies had to adapt to this behaviour quickly. The average share of digital interactions globally
in July 2020 was 58%, while in December 2019 it was only 36%. The biggest acceleration of
adoption (years ahead of average rate of adoption from 2017-2019) for digital interactions with
customers was in Asian regions, with companies being ahead of their plans to digital interaction
with customers by 4 years, while globally it is 3 years. Also, companies average shares of products

that are digital partially or fully had reached 55% globally in July 2020 (a 20% improvement from
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December 2019), with the adoption acceleration on average being 7 years. Most businesses in this
survey stated that they have not been implementing changes in terms of digital transformation
because it “was not a business priority”.

Reasons behind the digital transformation could be different depending on the company,
customer segments and industry. In a study by Forrester Consulting (Forrester Consulting, 2015)
companies working in B2C segments, most of them want to use digital transformation as a mean
to ‘improve experience with their customers’, with the majority of them responding that they want
to improve “customer online experience”, “cross-channel customer experience” and ‘improving
mobile experiences’. The key drivers for digital transformation are profitability, customer
satisfaction and increased speed-to-market.

In B2B segments, the key benefits for digital transformation are following (Geyer, 2020):

e Customer engagement — the use of alternative channels for customer engagement
have skyrocketed, and customer prefer using online services for communication

e Supply chain optimisation — the use of ecommerce has been proven to be more
reliable than face-to-face communications or call centres

e Lowering costs — the usage of data analysis for uncovering expenses and finding
new insights

The main reasons that all companies go through the digital transformation are for
improving key complexity in IT operations, to improve their processes while at the same time
improving their business processes (Robinson, 2019). Future proofing the business is also one of
the key reasons for businesses to undergo a digital transformation. (Boringer et al., 2019), show
that they businesses that have undergone a digital transformation significantly outperform their
competition.

Also, many companies that are undergoing a digital transformation or are planning to do it
are starting to move towards ecosystems, which are often seen as ‘underpinning the value creation
and capture of firms’ (Hanelt et al., 2020). In recent times, there was a move by companies from
hierarchical supply chains and moving towards more fragmented networks of partnerships, and in
terms of DT, we see businesses go towards digital business ecosystems, which previously were
only interesting for information technology firms and software companies but is now becoming
more connected to regular business models and increasingly relevant as digital technologies spread
through different industries. Such ecosystems define a business environment as one that is “shaped
by a network of interdependencies specifically generated through digital technologies” (Kopalle
et al.,, 2020). One of the key factors of digital business ecosystems being distinctive is their

turbulence, which can vary because of environment changes in customer needs and technologies.
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This turbulence becomes apparent when there are a lot of competition, adoption of technologies

and constantly changing customer choices (Hanelt et al., 2020)

1.3.3 Elements of digital transformation

Digital transformation is not a simple and a straightforward process for companies to
accomplish, and it might require the company several years or tries for a successful implementation
of the transformation. A McKinsey study (Martin, 2018) revealed that the success rates for such
transformations in low, at around 30%. Usually, the more a company uses new technologies for
its DT, the more a chance of DT been successful, which was seen by the author of the research
“counterintuitive”, but in reality it was the opposite. Some of the technologies used in such
companies that had successfully completed a digital transformation are artificial intelligence,
Internet of Things, and advanced machine learning techniques.

The authors of this research also point to a set of factors that can help a company to improve
the chances of a successful implementation of the digital transformation. They have developed 5
categories of such factors (Martin, 2018):

e The availability of “digital-savvy” leaders

e Creation of capabilities for the “workforce of the future”

e Inspiring colleagues to work in innovative new ways

e Having a “digital upgrade” of “day-to-day tools”

e Frequent communication (both traditional and digital)

Academic researchers point out many different phases or elements of a digital
transformation. A review of different papers on digital transformation (Zaoui & Souissi, 2020)
show that there are at least 17 different phases of digital transformation that a company can go
through. The most talked about phases of digital are the following groups:

e Evaluating the need for digital transformation. It is linked to the existing state of
digital skills and technologies of a given company, and this evaluation should be
multi-dimensional (Rueckel et al., 2020). The importance is linked to the need for
the company to do a self-reflection on the maturity of the company. The main
activities of this group include a digital maturity assessment, and preliminary
definition of the strategic guidelines.

e Defining a strategic orientation for the digital transformation, determining and
setting strategic goals. The definition of strategic orientation include setting goals,
internal and external evaluation, and setting objectives for action. This is the most

important phase for a further successful transformation. The main activities of this
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phase group are the definition of strategy milestones and directions for the
company’s digital transformation, evaluation of current business models in the
company.

e Implenting DT. Of course, there is no need to mention that digital transformation
in any case requires preparation and guidance, but the implementation remains the
most concrete phase of the whole digital transformation strategy and project. This
phase group has the most operations that a company could do during a digital

transformation. Some of them include:

o Customer experience transformation for digital

o DT on operations

o DT design

o DT of business process

o Organisational DT

o Product and/or service DT

o DT of the company’s culture

o DT of the value proposition

Rogers (2016) in his work concentrates on several domains of strategy for a successful

digital transformation process. These domains include Customers, Competition, Data, Innovation

and Value, and across these five domains technologies can change many of the fundamental

principles of strategy, plus they can change the potential rules by which companies operate around

the globe.
Table 1. Changes in Assumptions for strategy from analogue to digital age (Rogers,
2016)
From To
Customers Customers as mass market Customers as dynamic network
Communications are broadcast to | Communications are two-way
customers Customers are the key influencer
Firm is the key influencer Marketing to inspire purchase, loyalty,
Marketing to persuade purchase advocacy
One-way value flows Economies of | Reciprocal value flows Economies of
(firm) scale (customer) value
Competition | Competition within defined industries | Competition across fluid industries

Clear distinctions between partners
and rivals

Competition is a zero-sum game

Key assets are held inside the firm
Products with unique features and
benefits

A few dominant competitors per
category

Blurred distinctions between partners
and rivals

Competitors cooperate in key areas
Key assets reside in outside networks
Platforms with partners who exchange
value
Winner-takes-all
effects

due to network
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Data Data is expensive to generate in firm | Data is continuously generated
Challenge of data is storing and | everywhere Challenge of data is
managing it turning it into valuable
information

Firms make use only of structured data | Unstructured data is increasingly
usable

Data is managed in operational silos | and valuable

Data is a tool for optimizing processes | Value of data is in connecting it across
silos Data is a key intangible asset for
value creation

Innovation Decisions made based on intuition and | Decisions made based on testing and
seniority validating
Testing ideas is expensive, slow, and | Testing ideas is cheap, fast, and easy
difficult
Experiments conducted infrequently, | Experiments conducted constantly, by
by experts everyone
Challenge of innovation is to find the | Challenge of innovation is to solve the
right solution right problem
Failure is avoided at all cost Failures are learned from, early and
Focus is on the “finished” product cheaply Focus is on minimum viable

prototypes and
iteration after launch

Value Value proposition defined by industry | Value  proposition  defined by

changing customer needs
Execute  your  current  value | Uncover the next opportunity for
proposition customer value

Evolve before you must, to stay ahead
Optimize your business model as long | of the curve
as possible Judge change by how it could create
Judge change by how it impacts your | your next business
current business “Only the paranoid survive”
Market success allows for
complacency

1.3.4 Measuring the impact of digital transformation

For companies, it is vital to know and understand how business transformations perform,
and to quickly adapt to any challenges that may occur during it. That is why key performance
indicators are the most popular tool for keeping track of the progress, metrics and goals in
companies, from small ones to enterprises.

Just as KPIs are used in tracking things like budgets, it is important for business to set new
metrics and goals when conducting a digital transformation process (LeHong, 2016).

A Gartner report on Digital Business KPIs for defining and measuring success (2016)
proposes a model for laying down a foundation for metrics that are directly connected with the

“digital business journey”, that is from the very beginning of the evaluation of digital in business
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(when the transformation has not yet begun) all the way up to the end of the digital transformation,

when the digital metrics are an integral part of the business.

Enterprise KPls
« Assess overall enterprise PERFORMANCE

= For example, financial, operational, customer,
market KPlIs

Enterprise KPls v.2
» Expect enterprise KPIs

to evolve because of
digital business

Digital Business KPIs

» Assess PROGRESS in becoming a
digital business

- » For example, percent of assets
Start of Digital =
Business connected and optimized End of Digital
Transformation A Business
Transformation

Fig. 2 Framework of using digital business KPIs (LeHong, 2016)

The digital business KPIs are not meant to be used forever, they are a temporary instrument
that can help assess progress in becoming a digitally transformed business. Analysts suggest that
after the digital transformation is complete, the KPIs of the company may change to reflect the
changed nature of the firm, or its changes in business model becoming more digital. They propose
two kinds of KPIs:

1. KPIs that will measure the optimisation procedures of the current business model:
such KPIs can help to answer such questions like “How digitised is the company?”’

2. KPIs that will measure “transformative growth”, such KPIs can help to answer
questions like “Which digital revenue sources can help the company to achieve the
best financial results?”

A division of General Electric, GE Digital proposes to managers and CEOs to answer 4
important questions while preparing a set of metrics for evaluating the successful implementation
of a digital transformation (Casto, 2019). The questions are:

e Where is the organisation today in its efforts to go digital?

e  Where would the efforts to go digital will take the organisation?

e What are the benefits of having a digital transformation for the organisation?
e What is the plan of the digital transformation in the organisation?

As stated by the Gartner’s analyst Paul Proctor in a feature by CIO magazine (Boulton,
2020), “The digital KPI is all about understanding where you’re making money or improving an

existing business model, how to measure that and work with your non-IT execs to achieve new
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business outcomes that you've set based on the fact that you're going digital,” and "Outside of that
all that you have is a collection of new projects that are using technology to do new stuff and

unfortunately that's where most businesses are today."

1.3.5 Digital transformation in small and medium enterprises

Digital transformation can offer a range of opportunities for small and medium-sized
enterprises as well: OECD (2021) mentions things like performance improvements, innovation
spurring, better productivity and gives a chance to compete with larger firms on things like
economies of scale, operational costs and better opportunities for product differentiation and quick
following of trends. But, even though the benefits that SMEs have are noteworthy, often their
smaller size acts as a barrier to adoption of digital technologies, and in particular they are lagging
in internal resources, in awareness of technology availability and in financing.

And, as a result, the adoption of digital transformation has called attention of a number of
researchers (Harridge-March, 2004; Kim et al.,, 2011; Taiminen & Karjaluoto, 2015), and
policymakers with governments due to SMEs important role in the development of the economy.
In an example by Depaoli et al., (2020), in March 2020 the European Commission has launched a
strategy for SMEs, which is focused on sustainability and digital Europe, which has been driven
by the fact that “only 17% of SMEs have successfully integrated digital technologies into their
businesses” (European Commission, Directorate-General for Internal Market, Industry,
Entrepreneurship and SMEs, 2020), and thus the European Commission will be expanding Digital
Innovation Hubs across regions of Europe.

Current research on SMEs digitalisation is limited, and is mostly focused on processes, and
not on capabilities (Gonzalez-Varona et al., 2021). There are a lot of digital technologies that are
available on the market, but they may not ensure that they will a good source of competitive
advantage for SMEs (Sousa & Rocha, 2019)

Even though digital transformation is one of the main issues in companies for many years,
as Pierenkemper (2020) points out, SMEs still face troubles implementing it. Some of the reasons
the author suggests are unmanageable risks, not obvious potential benefits and no budget sufficient
enough to support a good transformation. Also, SMEs are also stuck with having to choose
precisely from their options in the market. As a result, SMEs usually do digital solutions in the
form of a prototype, pilot application or stand-alone solution.

Some of the consequences that the author points out are the following:

e More than 90% of all companies are SMEs, according to the World Bank (World
Bank, 2020), and they are responsible for being an important part of the value chain;

e SMEs must counteract the market power of big, digitalized companies like
Microsoft, Google and Facebook in order to survive;
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e Unlike transnational companies, SMEs still often use classic and inflexible
innovation approaches, but digital transformation requires a different thinking
approach

Pierenkemper (2020) points out that a lack of a methodology for SMEs to develop such
strategies is a problem, and a problem that should be noticed.

Most SMEs are following a trend of firstly digitalizing general administrative functions
and marketing operation. As mentioned by Li et al. (2018), surveys on digital technologies used
by SMEs show that the gap of their usage is smaller between larger firms and smaller firms when
concerning interactions with government entities, electronic invoices, social media and e-
commerce. But, the gap in adoption between firm sizes increases when the technology becomes
more sophisticated, for example, in use of data analytics.

For many SMEs, DT is still considered as one of the options for considering. One of the
biggest problems is the cultural problem (Pascucci et al., 2019), which from one side is based on
the limited awareness of what digital can offer to a firm, and from the other side, the absence of
managerial skills that are required for a successful implementation. Because of these factors,
investment in training for developing digital skills within the company or hiring professionals who
will be performing the transformation is required (Pascucci et al., 2019).

COVID-19 related factors have raised the importance of the DT for the SMEs, and also
served as an accelerator (OECD, 2021). Companies worldwide have moved their operations to
online platforms in any extent, started to implement solutions to remain in business during a
lockdown and to overcome problems in supply chains. A study by OECD, (2021) has showed that
up to 70% of SMEs have intensified their use of digital technologies due to COVID-19, but at the
same time the risks that have existed before COVID to digital adoption still remain.

Li et al. (2018) point out the use of e-commerce by SMEs as one of the main practices of
the digitalisation of the business. E-commerce is a disruptive technology that can require extensive
changes to the business operations, capabilities, markets, organisation processes and culture
(Johnson, 2010). Many large firms often develop and deploy their own e-commerce platforms, but
for many SME:s it is a case of relying on third-party digital platforms (Banerjee & Ma, 2012)

As an example, we can take a look at the example of successful cross-border e-commerce
implementations by a group of SMEs in China (Li et al., 2018). The cross-border e-commerce for
Chinese citizens could be a big hurdle on paper — this is due to a number of reasons that are not
digital-related, like cultural differences, language barriers, operations challenges like shipping
internationally and customs, plus the experience of the entrepreneurs for such SMEs in
international markets was very little. But, nevertheless, they still were able to successfully

implement a digital transformation of their company by using third-party platforms like Alibaba,
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which allowed such companies to easily open themselves for the international markets (Li et al.,
2018).

Another example of a successful transformation of a SMEs is Springfield Community
Home Stores (SCHS), which is a non for profit family owned business that serves the local
community (Stark, 2020). As seen by the recent trends and successes of the larger retail firms and
e-commerce platforms like Amazon, the retail sector tends to increase customer-oriented service
using digital technologies, and therefore evolving the business models to fit the trends of the
consumer behaviour. (Ferreira et al., 2020). Customer relationships in these firms are supported
by the usage of information, computing skills, communication and connectivity technologies. The
case of SCHS is interesting because the company has implemented many digital services like a
loyalty program, in-store order pickup, plus a variety of mobile applications for customers (Stark,
2020). A survey of their customers showed them that these services were the deciding factors of
sticking to a local store instead of switching to a bigger e-commerce platform.

1.4 Research gap

After reviewing the situation concerning DT in business (in the context of SMEs) it was
revealed that there is limited research of how DT can be useful for SMEs in Russian firms, with
better coverage of information in other regions, like Europe (Velthuijsen et al., 2018) and Asian
countries (Li et al., 2018). The lack of research in Russia could be contributed to low demand from
leaders of SMEs and poor understanding of the topic. The research into the topic is usually more
diverted into the implementation of the digital economy in Russia. The topic of implementing DT
in SMEs is more researched in the industry spheres, rather than the services sphere. Little to no
research was conducted on researching the impact of DT in Russian SMEs in the context of the
firm’s performance, and the research of the factors that can help companies to achieve success is
rather vague.

After conducting the literature review, the following research questions were formulated:

(RQ1) How business model’s elements are changed after a digital transformation
in retail?
(RQ2) Which new opportunities can be opened in business model’s elements after

a digital transformation in a B2B SME retail firm?

The industry chosen for the research is B2B retail, which is a great example of companies
in the services sector. B2B retail sector is very traditional in its nature, and based on the research
of the industry (Mail.ru Group, 2020), it could be said that the amount of innovation available for

such companies is big, but companies seem to adapt in a slow pace. Bearing in mind that this
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industry is poorly covered by academics, this industry is deemed an acceptable choice for this

thesis.
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CHAPTER 2. CASE STUDY OF DIGITAL TRANFORMATION IN A RUSSIAN
REGIONAL B2B RETAILER

In this chapter, the description of the research methodology as an exploratory single case

study is provided, along with the company case description.

2.1 Research methodology

This thesis aim is to investigate the formulate recommendations to Russian SMEs that are
planning to undergo a digital transformation, based on the cases of other countries’ SMEs and
larger firms from both Russia and worldwide. Even though digital transformation in SMEs
worldwide is a widely researched topic, research about the Russian firms in the Services sector is
limited, and therefore it is suitable to perform this study from a exploratory research method, with
an inductive approach (Yin, 1994). The exploratory method chosen for the thesis is backed by the
purpose of the thesis, which is to investigate digital transformation for Russian SMEs in the
services field. This methodology has the advantage of being flexible and adaptable to change, if
the focus of the thesis narrows during the research (Yin, 1994)

This work is based on a single case study of a Russian regional B2B sales company. The
single case study can be used to add to already existing theory in the literature, by analysing and
identifying research gaps and later filling them (Siggelkow, 2007).

The choice of using a single case study is comprehensible due to the lack of research on
the topic that was done previously. Also, a case study is a good strategy to use when there is a
occurrence or a phenomenon has a link to the real life context, particularly when the boundary
between the phenomenon and the context may not be evident (Yin, 1994). One of the research
question cases is a good example, since the changes in business model elements due to digital
transformation is a phenomenon where the impact of the context may not be clear. At last, the
single case study allows to get a deeper understanding of a complex research problem, and allows
the researcher to get more detailed knowledge of the issue in hand (Yin, 1994). Since the study in
question has different stakeholders that are affected (the company itself, customers and partners)
and includes different fields of research (business model change, firm performance, factors of DT),
the single case study is considered to be an appropriate choice for method in this thesis.

Case studies use data collection by using multiple sources, like verbal reports, interviews
with people, doing observations and reviewing written reports (like financial reports, archive
documents, electronic systems etc.). The main item of a case study is therefore the depth and focus
of the research object, whether it is an individual, a group, a firm/organisation, a situation ot an

incident. For a case study, there is a requirement to have sufficient information to characterize and
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explain the uniqueness of the case itself, and also to point out the features that could be common
to several cases. At last, the case study approach relies on integrative powers of research: the ability
to understand and study an object from many dimensions, later to draw the different elements
together in a interconnected interpretation (Ghauri, 2004)

An exploratory case study doesn’t have a hypothesis as such, but rather has a purpose stated
by the author (Yin, 1994). The success of studying the purpose can be measured with a unit of
analysis, which defines the case. Zott and Amit (2013) gives an option to use the business model
as a unit of assessing the business performance, while Teece (2010) seems to be more skeptical
about using business models as a unit of analysis for understanding business performance — he
proposes that correlations between business performance and business model can be context
dependent. Siggelkow (2007) suggests that it is important to understand that such models are
always just a simplification of reality, and their usefulness and generalizability would not be as
important if they are as complex as reality. Thus the business model will be used as the unit of

analysis.

2.2 Case study

2.2.1 Introduction to the case

For the case study, a B2B wholesale retailer company in the HoReCa (Hotels, Restaurants,
Café) industry from Kazan (company X) was chosen for investigation into their case of digital
transformation. This company was founded in 1997 as the first provider of HoReCa products like
draft beer in the city of Kazan, connecting the beer breweries from all over the world to the end-
clients like bars, restaurants, cafes etc. In the portfolio of the company there are also various bottled
beers, tea, coffee, premium waters and juices, but the biggest amount of the sales share is for the
draft beer, accounting to about 40% of the revenue in 2020, according to the company’s financial
data. This company was picked for several reasons:

1. The company’s size ideally suits the Russian law definition of a SME. The company
has around 50 employees and earns less than 800 mln rub in revenue per year.

2. Based on the preliminary research of the company and the industry, the COVID-19
lockdown had severely affected the operations of the company and its clients, and
based on the literature review on this topic, companies of such nature can have big
impacts after a digital transformation.

3. The company is the leader in the industry by revenues, market share and volume of
products sold, according to the company’s insider data. This was confirmed by the
interviewed supplier’s data (by which they have also been valuating the market size
in Kazan)
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4. The uniqueness of the value proposition, in combination with the above-mentioned
factors makes the case for Company X a good decision for taking into account the

importance of the SMEs as a player in the business world.

2.2.2 Data collection and data analysis methodology

For this case study, there were several data collection methods used. For the basis of the
data collection procedure a semi-structured interview method is used to understand the digital
transformation story in the company, as well as other topics like the general overview of the
company, its operations, and customers. During the conduction of studies that have an exploratory
data collection method using interviews is considered as one of the more rational research tactics
(Gray, 2014).

Semi-structured interviews were selected as one of the key sources of data collection in
this analysis because the knowledge relevant to the research issue is complex and there is a need
for a better understanding of the phenomena (Blomkvist & Hallin, 2015). Since the interviews
were semi-structured, the interviewees were able to build on their responses and take alternative
paths that the interviewer would not have expected (Gray, 2014). The approach would also
encourage the interviewer to use the choice of language, thoughts, and the way the interviewees
explain a phenomenon to add another layer in the comprehension and analysis of the data gathered,
as the interviewees will be granted more flexibility in their answers (Saunders et al., 2015).

The aim of the semi-structured interviews with Company X head managers, CEO and
customers was to be able to describe the current business model in use at the company, to
understand the impact and challenges that digital transformation has had on the business model,
to gain insight into what the head managers and CEO thought will be the company's future business
model, and to determine the factors that would lead to a successful future business model.

Since the research problem is strategic in nature, higher and mid-level management
interviews were chosen because they provide a more comprehensive understanding of the industry
— for example, the CEO of the company has been in the field for more than 20 years. Before
performing the interviews, an interview procedure was developed and tested. Different aspects of
the interview procedure were explored in greater depth depending on the role of the interviewee.
As an example, discussions about the greater picture of the case were discussed with the CEO,
while more in-depth segments were discussed with the respected managers, while the evaluation
of the results from the outside was checked using interviews with customers. Interviews were over
the phone or conducted via a videoconferencing platform (e.g. MS Teams, Zoom, FaceTime,
WhatsApp etc.) due to the COVID-19 precautions, the language of the interview was Russian. In

total, seven interviews were done, with time frames around from 15 to 90 minutes, depending on
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the interviewee. During the interview process, notes were taken, and they were summarized
afterwards.

Since the company also had one of the digital transformation initiatives in testing during
the research, it was decided to observe this initiative for 1 month for evaluating the outcomes of
the test period for this initiative and will be discussed later in this thesis. Participant observation
is a data collection approach that is less common in management and business science than it is in
sociology or anthropology, for example. But, when combined with other approaches, this approach
has the potential to be a useful tool for management and business analysis (Saunders et al., 2015).

The purpose of the observation was to understand the impact of the digital transformation
initiatives in Company X, observe their problems and challenges that they had during this period,
and analyze them later. Gray (2015) refers to the author of the study as a practitioner-researcher.
A practitioner-researcher is a company employee who does research for the company. Since
joining the organisation, the practitioner-researcher has a thorough understanding of its function,
tradition, ethos, and strengths and weaknesses (Gray, 2015). Since joining the organisation, the
practitioner-researcher has a thorough understanding of its function, tradition, ethos, and strengths
and weaknesses (Gray, 2015). As a result, the practitioner-researcher can get a better
understanding of the organization's context, have greater access to internal business records, and
have a more comprehensive view of the case study

The downside is that the practitioner-researcher can be affected by the ethos of the
organisation, making it impossible to explore alternative ideas and solutions (Gray, 2015). Due to
the practitioner-dual researcher's position, there's also a chance the analysis will be skewed
(Saunders et al., 2009). For avoid bias during the collection process, some of the concerns were
raised to the head managers of Company X.

To complement the semi-structured interviews, two interviews were done using the
unstructured interview method. These two interviews were a follow-up discussion to the
observation period, which was discussed previously. The unstructured interview is the most open-
ended interview method, with more flexibility in terms of the interview's course (Gray, 2014).
Several times during the data collection process, this approach was used to discover new directions
and ideas. In general, unstructured interviews were shorter than semi-structured interviews. During
the interview, no notes were made, but they were outlined later. The downside of this approach is
that the interviewer can guide the conversation in a desired direction, and the data gathered is
difficult to interpret (Gray, 2014). This is avoided by collecting data from various sources and
triangulating the results during study.

For the purposes of data collection through interviews, several people were interviewed.

For a comprehensive view of the case study, after the first interview with the CEO of Company
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X, it was decided to interview different stakeholders of the Company X that are directly in contact
with the scope of the initiatives. These groups include the company’s head managers of two
divisions, one of the Company’s largest suppliers of products, and several customers. The CEO
was chosen as the main managerial persona in the Company X, and also the owner of the business
since its opening in 1997, which could be helpful to get a great background of the industry and
company, plus as being a person at the top of the company-wide decision making process, it can
be useful to understand the vision behind the changes. Head managers were interviewed due to
them being the key managerial personas that know their divisions very well, and also can give
some insights that a CEO may not care or know about, and in some cases have a different opinion
on. Plus, as the main project leaders of the digital transformation, it is important to get the clearest
information on the reasons behind DT. The regional representative of a Company X supplier
interview was organized by one of the head managers in the company to get an opinion on the
transformation process from the key partner perspective, in questions like benefits for the
manufacturer. Customers were interviewed on the basis that the changes of the digital
transformation directly touch them, and it is important for the research to understand their feelings
and opinions on the initiatives introduced in the company. Finally, head managers and the CEO
were interviewed two times for the reason of getting the full picture of the initiatives’ results and
to make final conclusions of the case.
Below presented is the interview information for the thesis:

Table 2. Interviews for the research (source: own research)

Interview | Role

1 CEO (owner) of Company X — 1% interview

2 Head manager of the beer division — 1% interview

3 Regional representative of a Company X supplier

4 Head manager of the tea/coffee division

5 Head manager of the beer division — 2" interview

6 Customer 1 — large restaurant in the city centre, head
manager

7 Customer 2 — small bar in the city centre, owner

8 Customer 3 — coffee shop in the city centre, owner

9 CEO of Company X — 2" interview

For the duration of the research period, access to numerous internal documents and the
reports from the internal systems , and financial documents was provided during all phases. This
data was used to understand the business model of Company X, and also to evaluate the results of

the digital initiatives.
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2.2.2 General overview of the company, digital technologies used, and the industry

The following information about the company comes from the interview with the CEO of
the company, which was later transcribed. This overview can provide an understanding of the
company, which can help us to give answers to questions on the importance of existence for such
a company.

The company is one of the largest wholesale companies in the B2B HoReCa sector in the
city of Kazan, and it was open in 1997. At the time, this type of companies was unique for the city,
and the quick growth of the hospitality industry in Kazan required firms to meet the demand.
Today, this company is the leading entity in Kazan in the draft beer market (according to valuation
by the suppliers), with more than 400 clients in the cities of Kazan and Yoshkar-Ola, plus suburbs
of those cities. Company X is also known for providing complimentary services for customers,
like giving marketing materials, renting and servicing hardware for beer dispensing and coffee
machines, and delivery to customer.

Due to the requirements in the contracts from the suppliers, the Company X is in fact a
group of 6 companies, and this group is created for the reason of being able to have products from
all of the companies in one portfolio. From the words of the CEO, this does sometimes create a
problem of finances and managerial accounting between the firms — even though the enterprise
resources planning software is used in the company.

The Company X revenue for 2019 was around 320 million rubles, and because of the
COVID pandemic the figure for the 2020 financial year was lower by approximately 35%, at
around 210 million rubles. Figures were confirmed by the internal consolidated financial reports,
which also showed the decrease in the average sales margin from 36,1% in 2019 to 28,7% in 2020,
and by the big amount of inventory (which is a problem for products with a low expiry period).
The Company X revenue is being declining for over 4 years, which is a result of a overall decline
in sales by money terms, which is a result of the industry decline in the region that the company
X works in (interview 1). Even following the decline in revenues, the company manages to

increase its margins, and recoup the losses made by the loss of revenue (interview 1)
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The competitive landscape of the industry in Kazan is quite populated: there are a lot of
options for the restaurants and cafes for covering their needs, starting from the traditional
companies in the B2B sphere (like Company X), wholesale retailers like Metro Cash and Carry,
and the online services for delivery that are taking traction. Based on the company’s experience,

customers that are looking for beverage products (especially the ones that contain alcohol) are
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willing to use the traditional businesses like Company X for the reasons of assortment of products,
and a different level of service that other companies will never provide (due to those services never
being a part of the business models). Bigger firms like Metro and manufacturers have become
closer to the customers than ever before — thanks to the digital technologies that they implement.
A great example is selling the products directly online by the manufacturers themselves — this can
help the manufacturer to sell products for lower prices (there is no seller margin which is almost
always added to the price) and sometimes offer bigger assortment of products.

In the HoReCa industry, clients tend to pick their suppliers that give them the best value of
goods for money (according to the company’s experience). The “value of goods” in this case is
explained by the company’s CEO as “the value that the end-user receives from the product”. As
an example, one customer can buy the cheapest product possible (no-brand), and another one will
buy a well-known brand — usually the customer who bought products from a well-known brand
gains more customers in return, and is usually thinks that the value they got for the money is
higher.

The defining characteristic of the company that sets it apart from the competition in the
city of Kazan is the concept of providing services in addition to just selling products for customers,
and for this reason the Company X is being chosen against other options. The company X services
include renting equipment, delivery to their customers and marketing support — and all of these
services are free for customers, or much cheaper than if provided separately by other companies.
This level of providing service is a good example of providing a unique value proposition for the
customers — for example, a business owner can save time when opening a new cafe by buying
products from Company X, and at the same time receive all of the necessary equipment, so that
the business owner can start working right away. As discovered in the interview with the CEO of
Company X, the price of the equipment can be quite high (one of the key elements of the beer
dispensing system, for example, can cost around 80000 roubles), and providing such equipment
for free with the signing of a contract for buying products is a nice money-saver for their
customers.

The use of digital technologies in the company was ranked by the CEO as “limited”: the
last major technology upgrade happened 5 years ago when a system for remote order creation was
introduced in the company. This system allowed sales representatives to process customers orders
using their work smartphone, but the use case of this application is limited, as described by the
CEO, the system is only useful for creating orders one-way to the ERP system, it cannot be used
for changing orders or cancelling them. Even with these limitations, the workload on the office
personnel was decreased significantly: around 30% of the some employees workday was spent on

order creation, and after implementing the system it is decreased to around 3-4%. The company’s
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impact from COVID had urged to develop a plan for improving the operations, and this plan
included the use of digital technologies. The plan is discussed further in the thesis.

Summarizing the overview of the company, it can be said that the importance of the
company for the industry is high, but at the same time challenging external conditions have
impacted the business severely during the COVID lockdown. This raises the questions about how

the digital technologies can help to keep the customers from choosing other options

2.2.3 Digital transformation in Company X: plans and achievements

The plans for digital transformation were always proposed to the CEO of the company, but
pretty much never found their place in the company: mostly for the reasons of financing and the
principle, as stated by the head manager of the beer division, “if it works, it works, let’s not touch
it” (interview 2, 4). That is why, the only recent major digital innovation up until 2020 was the
introduction of the mobile order placement system for sales representatives (interview 1), but it is
very limited in its features and it as more an attempt to save on costs by switching responsibilities
from the office personnel to sales reps, but it still gave a good advantage in productivity (interview
2).

The Kazan’s market for HoReCa is in a steady decline from around Q3 2019 (according to
the company’s financial reports). This was due to the declining buyer power of the end consumers
and the increasing amount of competition, which lowered the prices of the products that are being
distributed by Company X (Interview 1, 2). In February 2020, an additional problem has hit the
industry with the COVID-19 situation, and the sales of goods continued to decline further
(interview 1, 2). In the end of March 2020, the sales plummeted due to the announcement of the
lockdown by the Russian Government, and the company took a severe hit on its operations,
because all of their clients stopped working, thus the company had almost no sales (interview 1).

In the late summer of 2020, Company X decided to further digitise their operations, and to
a greater extent compared to earlier attempts (interview 1). It was decided to introduce a 1-year
plan, starting in 2021, to introduce new digital technologies in the company (interview 1). This
plan is supposed to improve and optimise the relations with customers, digitizing several of the
contact points between the company and the customer. The plan included two projects to be
completed in 2021 (interview 1):

1. An online ordering system for customers, which allows them to make orders directly,

without reaching the sales representative

2. A Customer Relationship Management system, which will allow to integrate and

automate sales, marketing and customer support inside one system.
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The company is also using KPIs to assess the situation with the digital transformation
initiatives, so that the impact of the transformation can be measured. The KPIs mentioned during
interviews are:

1. Percent of customers that interact digitally — this KPI allows to see how many
customers are now using digital services in the company. The target for the
initiatives is to have 90% of customer interacting digitally;

2. Average invoice increases — it is assumed that the digital transformation initiatives
will allow to increase the average invoice of customers, thus this KPI allows to see
that. The target set is to increase the invoice by 12-15%;

3. Average number of product categories purchased by clients — digital transformation
initiatives allows customers to fully dive in into the comprehensive catalogue of
products, thus this KPI allows to see if the customers have started to by new or
other product categories. The target is to have customers buy from at least 4
different categories (for example, local beer, import beer, tea, premium water);

4. Opverall customer satisfaction — one of the most important aspects of such
businesses is the relationships with customers: how good are they, thus this KPI
allows to see the impact of digital transformation on the customer relationships, and
is based on feedback from customers. The target is to improve the overall
satisfaction and to close the pain points of the relationships.

As of the time of making this thesis and the data collection process, the only project
accomplished is the online ordering system. The CRM system is planned to be introduced in the
company starting in autumn 2021, after the full implementation of the online ordering system. At
this time, the CRM system project is not started, and it will not be covered in this case study.

The online ordering system is a continuation of the current remote order system for sales
reps. It is a web portal with a companion mobile application for smartphones, in which every
customer has their own account in which they can order everything from the Company X’s
catalogue. The system also allows to check the current balance in the system, download the
supplementary documents for accounting and taxation purposes (users also have the ability to
switch to electronic document management)

The online ordering system was a pre-made solution for the Company X. In the research
by the managers (interview 2), that even though there are many solutions for online order systems,
they are often combined as a part of the CRM systems for use in the B2C segments, and not very
well adapted for use with existing ERP systems like the 1C system used in the company. A solution
was chosen based on its price and features, and also on the basis of how easily it integrates into

the existing systems.
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The features of the solution include things like a B2B platform with an online catalogue,
automation of the order process (for example, if the customer always orders 40 kilos of coffee
every week, it can set a automatic order, like a subscription); a mobile application designed with
mind for smartphones; the solution is custom adapted for the business needs of HoReCa; includes
tutorials for managers and clients. With this system, customers can order products at any time
(besides working hours), see their custom-tailored catalogue (with individual pricing, discounts
and availability quantity for each customer) and keep track of their payment record.

The cost of the solution is 350000 rubles for embedding the system into the business
process, and the cost of maintenance for the services is 80000 rubles per month, which is less than
the spending on the personnel who process orders from the clients, plus it allows to free the time
for the sales representatives to do other tasks, which are less routine (interview 2, 4)

The development of the system began in mid-January 2021, with the final launch of the
system on 1 March 2021 on a selected group of customers as a “beta test”. The selected group of
customers included customers that have been with the company for more than 3 years (loyal
customers), as well as some of the customers with high quantity orders and good financial record,
hand-picked by sales representatives. After receiving positive feedback from customers, the
system launched for all customers on 5 April 2021 on a voluntary basis at first. The company plans
to switch their customers to the fully digital order placement by the end of 2021 (interview 2, 4).

The project had some problems during its development and implementation. Some of the
problems mentioned by the interviewees (interview 2, 4, 6, 7, 8) are the problems with integration
with the 1C ERP system (at one point in the development additional people had to be hired to
accelerate the integration due to such problems), problems with missing products in the catalogue
(which had to be tracked manually), misalignment of prices set for customers in the 1C system
(bad structure of the database sometimes showed problems with prices setup for customers), but
these problems are being fixed on-time and some of them are addressed already in the final release.
The head manager of the beer division stated that “if the beta test period would not have happened,
our customers could have had a not satisfactory experience that they expect from us” (interview
5).

The results of the initiative are positive from the KPI side. After the 1 month test period,
the whole cohort of selected customers has decided to continue using the system, bringing the
percent of customer that interact with the company digitally to 20%, and for the next month after
opening the system to everyone, the percentage rose to 35%. The average invoice at the time
increased by 10% on average, which as it was stated by the manager of the beer division is still
impressive for the recovering industry, but he expects the number to rise during the summer, which

is the highest profit season of the year for HoReCa. A good number of customers (around 60%)
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had also started to buy more product categories than before, buying products from, on average,
about 3-4 categories, usually increasing the number of categories by 1 or 2. All of these results
were surprising to see by the managers, who did not expect to see such numbers in a short
timeframe.

The response and feedback from the customers during the test period was mostly positive.
From the review of the interviews of 3 customers from different groups, it can be said that the
experience is completely different and exploratory: customers experienced a simple and easy-to-
use system that is “better to use than some of the online marketplaces” (interview 6), required
“little assistance to setup” (interview 8), and let customers to know the assortment “a lot better
than just using an excel spreadsheet” (interview 7). As an example from a small bar in the city
centre, for which the main selling product is bottled beer, they stated that they did not know about
such wide assortment of products, and are now considering to buy other products from the
company (interview 7). Another customer pointed out the ability to do electronic document
management, which is very important for a larger business in the accounting point of view, since
the legislation in Russia for alcoholic beverages is very strict (interview 6). One last example is
from the coffee shop, which was very pleased to have automatic ordering of coffee, where the
coffee is being delivered every week by setting up automatic recurring orders in the ordering
system (interview 8). As an additional question, it was asked about the coffee shop owner’s age
and internet habits: he said that he is 28 years old, and he is very internet savvy person — most of
his purchases are made online (interview 8). Overall, it can be said that the customers are very
satisfied from these digital technologies.

As a summing up of the case study, it can be said from the interviews that the case of digital
transformation of the sales process in Company X was a good start for the whole digital
transformation of the firm. The KPIs that the company has set to achieve during the transformation
process are near the targets, or are right within the targets. It was noticed that the example is geared

more towards improving the customer experience.
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CHAPTER 3. INVESTIGATION OF SUCCESSES AND FAILURES DURING A
DIGITAL TRANSFORMATION

3.1  Research findings
In this chapter the findings during the data collection process are reviewed and analysed
using the instruments and frameworks for answering the thesis research questions. The findings
are divided into 2 groups, each with a discussion about the research questions in the thesis. An
analysis of the business model will be conducted using the Business model canvas (Osterwalder

et al., 2014) and the Value proposition canvas (Osterwalder et al., 2014).

3.1.1 Business evaluation with Business model and Value proposition canvases

To get a structured understanding of the business as a whole for research purposes of the
digital transformation of the Company X, the business models of the firm will be evaluated.

Digital transformation is usually combined together with business models and value
propositions, since both of them are the most important elements of change during a digital
transformation. Therefore, DT is seen as a process where firms in pursuit of success render their
old business models obsolete, by implementing innovation for business models, and this has been
revolutionizing many industries (Vaska et al., 2021). Also, firms adopting digital business models
could consider benefiting from embedding value propositions (Osterwalder et al., 2014).

There are no clear definition on the business model, different authors see business models
in their own way, plus different businesses and industries can have vastly different definitions that
best suit their situation (Olofsson & Farr, 2006).

Shafer et al. (2005) found that the business model operations can be divided into several
categories, like strategic choices, creating and capturing value and the value network, and they
propose the definition of a business model as a representation of the firm’s core logic and strategic
choices for making and capturing value within a value network.

Osterwalder & Pigneur (2002) concluded that there are at least 9 main blocks that can make
up a business model, and their definition is slightly broader, they state that a business model is a
tool that has a set of elements and their relationships, which allows the expression of business logic
of a specific firm. The business model here is a description of the value a company offers to
customers, architecture of the firm and its network of partners for creating and delivering this value
to generate revenue streams. This concept of a business model was later developed into a business
model canvas, which is a strategic management template which can be used for developing new
business models and detailing the current ones (De Reuver et al., 2013).

(Richardson, 2008) proposes a business model framework which is based on value

proposition, value capturing, delivery and creation.
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Table 3. Business model framework (Richardson, 2008)

Value proposition: Value creation and delivery: | Value capture:
e Offering e Resources and e Revenue sources
e Target customer capabilities e Economics of business
e Basic strategy to win e Organisation, value
customers chain

e Position in the value
network with links to
suppliers, partners and

customers

The value proposition represents what the company can offer to their customers and the
reason why the customer will pay for a particular product or service. The value creation and
delivery can explain how the company will create and deliver that value to its customers, while
the value capture focuses on how the firm is generating profit and revenue.

One of the more popular options for business modelling is a Business Model Canvas, which
was developed by Osterwalder and Pigneur in 2010, and it is going to be used for researching
business models before and after the digital transformation, which will help to answer one of the
research questions.

For many factors, the BMC was selected as one of the instruments to be used in this thesis.
It is, first and foremost, one of the most widely used and recognized methods for analyzing a
company's business model (Massa et al., 2017; Trimi & Berbegal-Mirabent, 2012). Second, it has
the benefit of being defined by a simple model, which makes it simple to demonstrate the many
improvements from one business model to the next. Finally, it is a platform that can be used by a
variety of firms, including market newcomers and incumbents, conventional and creative
businesses, and businesses from various sectors (Osterwalder et al., 2010). As an additional
instrument, the Value proposition canvas is used for evaluating the value offered by the company
in more detail (Osterwalder et al., 2014)

This is a visual model that can explain how value can be created, delivered and captured
by companies. All of the main aspects of the business can be covered in nine blocks of the BMC,
which are illustrated in Figure 5 (Osterwalder et al., 2010). The authors describe their business

model as a reference upon which a business model can be created and validated.
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The Business Model Canvas
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Fig. 5 The business model canvas (Osterwalder et al., 2010)

The nine blocks of the BMC are (Osterwalder et al., 2010):

Key partners

Today, companies should work in some kind of an ecosystem, and for it, a network of
suppliers and partners is crucial for many organisations today. (Osterwalder et al., 2010) divide
partners into several types: joint ventures, strategic alliances, coopetition and the usual buyer and
supplier partnership. Not every company is executing all their business activities by themselves,
and thus they rely on their partners for value creation and delivery (Osterwalder et al., 2010).

Key Resources

The assets that the company relies on for value creation and proposition are called “key
resources” in the BMC. These resources can be very different depending on the company activities,
starting from investment in buildings to intellectual assets (Osterwalder et al., 2010).

Key Activities

Key activities represent all of the most important activities that the company performs for
value creation and proposition, and therefore Key resources and Key activities are closely linked
together. Key activities depend on the business model of the firm and its type. (Osterwalder et al.,
2010)

Cost Structure

Cost structure in the BMC can show what are the most important costs in the company’s
business model, while showing activities and resources that cost the most to the company. For a

company it is important to manage the cost structure to stay profitable (Osterwalder et al., 2010).
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Value Proposition

The value proposition is the answer to the customers’ needs by the company, whether it is
a product, a service or a mix of them (Osterwalder et al., 2010).

Customer relationships

Customer relationships are the kind of a contact that the customer will have with the
company. Objectives of such a relationship can be either acquisition, retention or upselling, with
many different types of relationships. For example, it could be personal assistance in a shop, a
sales representative appointed for the relationship, self-service with no direct relationship etc. A
more recent type of a relationship is co-creation, where customers create value together with the
company, for example when sharing a product review (Osterwalder et al., 2010).

Customer Channels

Channels allow to reach the customers for selling a product or services, and they permit
customers to discover the company’s offerings. Channels can be direct or indirect, and the choice
of the channel is important because it can affect the customer experience (Osterwalder et al., 2010).

Customer Segments

Customer segments can indicate which people the company is going to focus on, and
without customers the business will not exist (Osterwalder et al., 2010). Companies have to make
decisions about the target segments of customers so that the business model can be constructed
around their needs (Osterwalder et al., 2010).

Revenue Streams

Revenue streams characterise how a company will earn money from the sales. Revenue
streams can be vastly different from company to company, for example assets sale, service fees,
licensing, advertising etc. The company should have a good revenue stream in order to cover their
costs and to be a profitable company (Osterwalder et al., 2010).

The business model canvas is considered to be one of the most popular tools used today
for evaluating, creating, and testing business models, which has been downloaded over 5 million
times from the creator’s website (Amarsy, 2015), and thus is selected for the research.

The value proposition canvas is an additional tool invented by Osterwalder for evaluating
the value propositions for customers. It comes as a subset of the business model canvas, using the
Value proposition and Customer segments elements of the business model canvas, and additionally
opening them up for evaluation. The value proposition canvas together with the business model
canvas can help businesses to have a complete view of all value propositions — business ones and
for the customer (Osterwalder et al., 2014). The Value Proposition Canvas is based on two
components: the Customer profile (or segment) and the Value map (Osterwalder et al., 2014).

Customer profiles are filed with customer jobs — tasks that a customer wants to achieve, the gains
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a particular customer or customer group intends to have while , and pains, in which the information
about the problems that the customers can face with (Osterwalder et al., 2014). Value map consists
of products and services - what products/services the company offers to close the customer jobs;
gain creators — which show what the company offers as a gain to the customer, and pain relievers,
which show what the company offers to cover the problems a customer has (Osterwalder et al.,

2014).

The Value Proposition Canvas

©strategyzer

Fig. 6 The value proposition canvas (Osterwalder et al., 2014)

As an end-user tool for creating these business model canvases and value proposition
canvases, Osterwalder had created the Strategyzer web application, which is used today by more
than 22,000 users worldwide, and it is in use by such companies like Microsoft, IBM, Intel,
Deloitte and others. (Strategyzer AG, 2021). This application allows users to easily create business
model canvases, value maps, customer segment maps, value proposition canvases, keep track of
the results, do financial estimations, as well as to do testing on the experiments or hypotheses. This
tool will be used in this research to create business model canvases and value proposition canvases,

as well as to make financial estimations for the business models of Company X.

3.1.2 Company X business models and value propositions today

The business model canvases for the Company X were co-created with the CEO and head
managers of the beer division and tea/coffee division for a better understanding of the business for
research purposes. Information was received through interviews.

In total, 3 business models of the company were prepared and checked by the company.
The reason for having 3 separate business models was explained by the CEO as “to better serve
the specific needs of the customers purchasing different types of products” (Interview 1). The 3
business models are: the beer division business model, the tea/coffee division business model and
the business model for the hardware division, which was one of the business models developed
recently (in the last 2 years) by dividing it from the beer division.
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Fig. 7 Company X’s beer division business model (source: own research, larger version
in Appendix 1)

The discussion of the business models structured into the BMC (Osterwalder et al., 2010)
will begin with the business model for the beer division. This division is the main source of revenue
creation in the company, and it is the oldest and most conservative to changes in it (Interview 1,
2). In the business model canvas, different colours were used to differentiate different elements of
the canvas that are connected to the customer segments. The yellow colour was used for boxes that
are universal for all customer segments, while other colours were used to show the differentiation
between the needs in customer segments. In case with the 1% business model of the beer division,
there is no differentiation between customer segments and value propositions — all value
propositions serve all customers.

The Key partnerships section contain the following partnerships — partnerships between
product manufacturers which provide the products for sale, financing support and marketing
support. This partnership is essential for the firm to exist in the first place, and for the opposite
side it is also a very important partnership, as commented by the CEO. Without firms like
Company X, the manufacturers lose their channels for selling in a specific industry and/or region,
which can affect their manufacturing and supply chains (Interview 3). The other important
partnership is with the key players in the local industry — those players provide a stable cash and
inventory flow, which is important for the stable firm operations and to establish economies of

scale.
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Key activities in the beer division are: customer service duties in the terms of the contract,
marketing activities, warechouse management and running the delivery service. The last two
activities are a part of the business model, but are not run by the beer division directly, but rather
by the hardware division (Interview 2). This sometimes can cause miscommunication between the
warehouse/delivery and the office since they are located in different locations. Marketing activities
are usually run in tight cooperation with the suppliers, since they are the ones who provides the
budget for such activities (Interview 2, 3)

Key resources of the Company X for the business model to work are the products to sell,
the warehouse, sales personnel who do the communication with the clients, the delivery service
and the office personnel who processes requests. It was pointed out by the head manager that the
weakest link in the sales chain is between customers -> sales personnel -> office personnel
(Interview 2). During the information exchange, there could be misunderstanding and lost
information between the customer order interpretation and the interpretation by the office, and by
the responses from the customers (gathered by the sales representatives in the Company X and
analysed by the head manager in Company X)

The cost structure in this business model is comprised of the price of buying the product
from the manufacturer, warehouse and delivery costs, office and sales personnel costs, financing
investments into the assets for hardware, and the costs of delivery to customers (Interview 2).
There are talks between the customers and the Company X to optimise the cost structure to try to
improve the total price for the customers. This will be useful for customers that have no need in
some of the services that the customer pays in any case (Interview 2). The detailed breakdown of
the costs can be seen in Table 4.

Table 4. Cost structure in Business model 1.

Buying products from | The big part of spendings is buying the products form the

manufacturers manufacturers. This block is about the mass-market product
segment. Costs based on average invoice of the items sold
Delivery to customer Cost of the delivery is added to the price that the customer pays,

comprised of the average price of delivery for customers added to
the prices of products that they buy

Financing hardware | A cut from the sales is transferred to finance the hardware division,

division and services which is fully financed only by the sales of the products. This
amount is fixed

Office personnel Personnel responsible for order processing. Finance department

personnel is included here. Costs are calculated based on the annual
salary of the workers

Sales personnel Sales personnel responsible for the sales and communication with
the clients, as well as the customer support. Costs calculated based
on the annual salary

Warehouse maintenance | The warehouse is under rent in the company, and requires people to
and personnel operate, as well as maintaining the lifting equipment. Costs are
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calculated based on average annual salary of workers, rent costs and
a fixed amount of other costs

The main revenue stream in this business model is product sales, because almost no
additional revenue is made by other operations — all of the services that a customer is being offered
lays inside of the cost structure, thus all of the additional revenue is inside the product price
(Interview 2). This has a potential problem of transparency for customers, which can have different
needs, and only want to pay for the things that the need. In the slowly recovering economy in
Russia (Cordell, 2021), this could the “saviour” for the companies that count every penny.

Customer segments of this business model are diversified: there big, medium and small
clients (based on the sales figure). The definition of customer segments can be seen in Table 5.
The company X sells beer products to only to businesses: the main reason is that in the retail sector
for B2C the competition is very intense, and there is no point of entering this market (Interview 2,
CEO comments on the topic). Also, entering the B2C market puts additional stress on the firm
from the legislative perspective, and is generally not supported by manufacturers (Interview 3).
Customers of different segments have different needs in mind, for example, smaller clients may
not need delivery to save money, while bigger clients may not need hardware rent and service,
because they can have their own hardware assets.

Table 5. Company X’s customer segments in HoReCa.

Big clients Clients operating big businesses (usually a chain)

Medium clients | Clients operating medium-size businesses, or clients that buy from the
company on a higher scale than the small clients segments, but on a lower
scale compared to the big client segment

Small clients Clients operating small businesses, or clients that buy from the company on
a smaller scale

Channels in this business model are for the most part, direct from the side of Company X
— serving as a link between the manufacturer and the end customers, and indirect if looked from
the perspective of the manufacturer (Interview 2, 3).

Customer relationships of this business model were described by the CEO as “caring”, and
include a dedicated personal support line (in the form of a sales representative assigned to the
client). The relationship is assumed to be long-term, and they are structured in the way that the
customer will have medium switching costs (Interview 2). The accent of the company X’s goals
lies into having very good relationships with customers, ones that are really valued, all for the
reason of better marketing of the firm through “word of mouth”, which is still one of the most

popular ways of getting new clients (Interview 9).
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Finally, it is time to examine the value proposition part of the business model. This is one
of the most important characteristics of the model, it shows what value the company is delivering
to its customers. For the beer division of the company X, it was determined that the value
proposition consists of following elements (interview 2):

e Best beer from all over the world — the vast assortment of products can help
customers to find exactly what are they looking for, thus helping to gain the
customer easier (interview 2)

e Comprehensive customer support and service with a personal assistant — any
concern about anything is answered by the assigned sales representative (interview
2), thus the customers’ problems are not left behind, plus it provides marketing
support for clients: this type of support (that is provided in part by manufacturers)
can help their clients to promote products with less budget spending (interview 2,
3); and personnel training: newcomers to the field can be assured that they can get
top-notch training for personnel, so that customers can be productive during normal
workflows faster (interview 2)

e Same or next day delivery — quick delivery assures customers that their stock will
be replenished quickly, thus this can help to always keep Company X’s clients
happy (interview 2)

e Hardware rent and support for the customer needs — Company X’s clients don’t
have to spend additional money for buying equipment to cover their basic needs to
the product (e.g. preparing coffee or pouring draft beer to clients), thus the client
saves money, resources and time (interview 2)

The financial model of this business model can be seen in Appendix 2. The data was
received during interviews and during the examination of the financial documents. For the
estimations, a fixed number of current Company X clients who buy beer products was chosen,
divided by 3 customer segments mentioned earlier.

The only revenue stream that was used is to get revenue from Product sales for beer.
Numbers for market share of customer segments, average purchases and the average price of sales
during the week were rounded as by request from the Company X for not disclosing the actual
sales number due to the commercial secret. On average, bigger clients seem to buy at a lower price
due to buying products in bulk and due to the marketing agreements from the manufacturer side.
This is an incentive from the manufacturer to help them keep the level of production on a high
level to achieve economies of scale (Interview 9). The margins are usually gained on smaller

clients, rising on average up to 10% compared to bigger clients (Interview 9).
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From the costs calculation, the majority of the costs are comprised of buying the products
from manufacturers, accounting for 90% of the cost structure in money terms. The second biggest
cost is the Office personnel, which is responsible for processing orders, and is one of the hurdles
for company growth — usually young women are involved in these operations, and there are a lot
of costs for social benefits like maternity leaves which often occur in the company, thus increasing
the costs and lowering productivity (Interview 9). Other costs are essential to the operation of this
business model and is optimized as much as possible — further optimizations will lead to the
changes of the value proposition in the company. But, the declining availability of funds from the
client side will increase the need for more flexible options from the company (Interview 9).

As for the other two business models (tea/coffee division and hardware division), they are
quite similar to the main beer division business model, but with several key differences. The
business model canvases for tea/coffee division and hardware division, as well as the financial
models are presented in appendixes 3, 4, 5 and 6.

The differences from the main business model are mainly in following ways.

In the tea/coffee division, one major contribution to the business model (as a value
proposition and a key partnership) from a product perspective is having private label products in
the portfolio, mainly specialty coffee, which has become more and more popular type of coffee in
Russia in the last few years (Interview 4). The main advantage of selling private label coffee is the
cost advantage: there is less spending on marketing, for example, and this cost reduction makes a
great product for less money. This made this product very popular among the Company X’s
customers (Interview 4). At the same time, the company understands that the responsibility for the
quality of the product lays in the hands of the seller, and to not let down their customers with a
bad product (which can have worse effects for the long-term relationships), company’s employees
regularly check the quality of the product, and had even changed the manufacturer (Interview 4).
The customer segments that buy such private label coffee are the small clients and medium clients,
which is highlighted on the business model canvas (Appendix 3) in orange colour. There are also
differences in the financial estimations:

e The customer segments client count is smaller to account the lower number of
clients that are buying such products (it is important to note that there are intersections with the
clients who also buy beer products), the product sales average price of sales per week is lower
due to the lower amount of products usually purchased by clients

e A separate calculation of the revenues and spending for private label products is
added to highlight the margins that the company gets from selling such products

e The delivery to the customers is more expensive

e Other costs are lower as well to account the smaller business unit and its costs.
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The business model for the hardware division is a relatively new model in the company,
having grown out of the parts from the other two models (Interview 1). The hardware division
existed in the company for a long time, and in late 2018 it was decided to extend the operations of
this division into a separate unit inside the company, which is accounted for selling hardware repair
and maintenance services for businesses, who already have their own hardware. Looking at the
whole picture of the business model, it can be said that it is similar to the other two business
models, but with an accent on hardware. One of the key assets of this model are the technicians,
and as it was mentioned by the head manager of the beer division (interview 2), there are now
engineers in the team who were given the budget for some innovative technology. Their latest
example included an Internet of Things board that connects to the sensors inside of the company’s
hardware for remote maintenance. This can help to diagnose problems even before the client might
notice anything wrong, which can happen sometimes, and save clients time, and the company can
save some money on hard repairs (interviews 2, 4, 5). Currently this technology is in the
development stage (interviews 2, 4, 5). This business model is currently fully financed from other
business models (can be seen in the financial models estimations), and as a side effect, is currently
the only model that is losing money — but in the overall account of the business, this is covered by
profits from the other two business models. The main spending in this business model is the salary
of highly qualified technicians and is basically covered by the budget transferring from other
business units. In the Table 6, the list of how the costs and revenues are calculated is provided.

Table 6. Explanation of revenue streams and cost structure calculations

Revenue streams
Product sales Sales from products offered to customers, based on the average orders
from each customer segment

Cost structure
Buying products from | The big part of spendings is buying the products form the
manufacturers manufacturers. This block is about the mass-market product segment.
Costs based on average invoice of the items sold

Delivery to customer | Cost of the delivery is added to the price that the customer pays,
comprised of the average price of delivery for customers added to the
prices of products that they buy

Financing  hardware | A cut from the sales is transferred to finance the hardware division,
division and services | which is fully financed only by the sales of the products. This amount
is fixed

Sales personnel Sales personnel responsible for the sales and communication with the
clients, as well as the customer support. Costs calculated based on the
annual salary

Office personnel Personnel responsible for order processing. Finance department
personnel is included here. Costs are calculated based on the annual
salary of the workers

Warehouse The warehouse is under rent in the company, and requires people to
maintenance and | operate, as well as maintaining the lifting equipment. Costs are
personnel
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calculated based on average annual salary of workers, rent costs and a
fixed amount of other costs

To dive deeper into the value propositions, the value proposition canvas was filled with the
data collected from the interviews. The canvas is available in appendix 13. Since the value
proposition is quite similar across the business models, one unified value proposition canvas was
created for all business divisions.

The typical customer profile of the Company X client was compiled from the discussions
with the head managers (interviews 2, 4, 5), and clients have several jobs to do: the customer wants
to sell a good experience, and to receive a “complete package” — so that clients won’t have to deal
with many different companies to reach their goals. While the customer is pursuing its goals, it
wants to get the products as fast as possible, receive good service, buy at the cheapest price, receive
help with selling products, and they want to order everything from one place. Customers while
doing their job encounter several difficulties: they often have little expertise in which products to
buy, afraid that the supplier will not be flexible to their plans, unnecessary (in customer opinion)
paperwork, don’t have the support to sell such products efficiently (with a good profit and
turnover), and the need to talk to people bothers customers the most — as explained by the head
manager of the beer division (interview 5), it is often the case that sales reps seem to only care
about their KPIs, rather than dealing with what the customer actually wants.

Current value proposition in the company X consists of the three main products and
services: the collection of “best beer, tea, coffee products from all over the world”, hardware rent
with service, and delivery services; with gain creators as unique products, best prices for
customers, free delivery and personal approach to clients, and pain relivers as help from the sales
rep, listening to the customers requests, marketing, and hardware support.

After examining the business models of the Company X, it can be said that they have a
diverse portfolio of business models, that want to be connected together, but they are separated
and don’t work together well, leading to additional costs that have to be had. The plan of the CEO
is to optimise these costs by using digital technologies and start to run the business with a more
agile philosophy in mind (Interview 1). From the analysis of the value proposition, it can be said
that the Company X current value map does not cover all of the customers pain points, and it can
be said that in order to gain a competitive advantage, covering the customer pain points fully is
essential — and digital technologies would help the company to accomplish this.

3.1.3 Business model and value proposition of Company X after implementing a
digital initiative

After implementing one of the digital initiatives in the Company X — the online ordering

system for clients, the business model and the value proposition in the firm have changed
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accordingly. The complete picture of the business model after changes can be seen in the Appendix
7. The business model is now a unified one — covering both the beer division and the tea/coffee
division — this is done for optimizing costs and delivering better communication within the
divisions (interview 5).

The main elements that have changed in the business model because of the digital
transformation are the key partnerships, key resources, the cost structure, value proposition, and
customer relationships. Some of the elements were also changed and are reflected on the business
model canvas (namely the revenue stream), but this was not due to the digital transformation, but
more as a part of optimizing costs, a switch in responsibilities inside of the company, and
adaptation to changing consumer preferences (interview 5), which will help the company to fulfill
the changing customer preferences. Highlighted in green is the small clients segment — for them,
cheap delivery and private label coffee are some of the targeted value propositions, and for big
clients segment highlighted in blue — hardware maintenance and rent is one of the targeted value
propositions. To be noted, it does not mean that clients from other segments will not use these
value propositions, and this is reflected in the financial estimations for the business model.

In the key resources, the online B2B platform (currently in a form of the online ordering
system) is added as a vital component of the business model, which serves as “the next logical step
of the company’s evolution”, as stated by the head manager of the beer division (interview 5). The
addition of this system also touches a few of the other elements in the business model. In the key
partnerships element, the cloud infrastructure was added as a fundamental element of
infrastructure for the company. The use of cloud solutions provides the most up-to-date IT
infrastructure and all the necessary services that a business needs for running its operations, and
in this case, the ordering system. But the cloud solution is not limited just to the operations of the
ordering system — all of the other systems that the Company X currently operates can also be
transferred to the cloud with the use of Software as a Service products (What Is Software as a
Service (SaaS), n.d.; Interview 5).

Consequently, the cost structure was also adjusted to reflect the needed investments into
the IT services, and so the IT costs now contribute to the costs of the products offered. It is
noteworthy to notice that the there will be a decrease in spending towards office personnel, since
its functions are now handled by the IT systems (interview 5), which is reflected in the financial
estimations.

Customer relationships are also adapted to reflect the changes —now they are geared toward
online interactions as one of the main methods of working with relationships, but traditional
methods are still around at this time, and will be used for promoting and finding new and old

customers (interview 5).
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In the value proposition element, the proposition of doing regular business operations in
the digital format was added to reflect the change of adding the ordering system, and it is
considered a selling point for the Company X (interview 5). Also, since there is now a single
business model for beer and tea/coffee, elements concerning the private label production are
added.

Financial model has changed according to the changes in the business model (Appendix
8). The number of customers in each segment was increased after the combination of two divisions
— hence they now represent the whole customer base of the company. Revenue streams are now
more diversified: this was done due to changing consumer preferences, and now, with the
availability of the online ordering system, every service can be easily chosen by customers at
customer request. Revenue streams outside of product sales include delivery, hardware
maintenance, and hardware rent, plus sales of private label products is separated to show the
margin differences compared to regular products. For the financial estimation, it is assumed that
all customers are using the delivery for easier interpretation. From the costs side, the most notable
change is the inclusion of IT costs for the IT services, and thus the office personnel costs were
lowered to include mostly only financial/accounting department personnel. To be noted is that the
other costs are now combined with both divisions, and still, the exclusion of some office personnel
drastically decreased the costs structure total. Details can be seen in Appendix 8.

Looking at the value proposition canvas after implementing the changes (Appendix 14),
we can say that the compared to the previous value proposition, the company now covers more
pain points of customers: now there could be less paperwork if the customer has the desire to
switch to electronic document management, and the services are now available 24/7 — meaning
that the customer is not confronted by the worktime period (interview 5).

Summing up the results, the digital transformation initiative that has been rolled out in
Company X has changed the business model in some ways, by expanding it on existing blocks and
improving the value proposition for different customer segments. The digital transformation
helped the company to optimize their business models, by combining 2 of the business models
into one. In the next section, the discussion of the propositions for improving the business model

for the company X will be conducted.

3.2 Proposition for the future changes in Company X

The digital transformation initiatives in Company X have just started to operate, and
already the solution has started to pay-off in the ways of customer interaction and relationships.

But, following the literature review of the digital transformation and cases of digital
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transformation, some improvements to the business model of Company X can be made, which had
already proven their effectiveness. In this section, the most relevant cases that can be implemented
for Company X in terms of continuing the will be explained. The cases were chosen during the
interview with the CEO of the company (interview 9). Two directions that were chosen to explore
were the improvement of the hardware division and the expansion of the business to the B2C
segment. The improvement of the hardware division was chosen because there are already some
initiatives being developed in the company — the remote diagnostics board, for example, is already
in testing, but the company doesn’t know what to do with it yet (interview 9). The B2C online
shopping segment was selected as an ever growing industry, with high potential for growth in

certain regions (TAdviser, 2021).

3.2.1 New hardware division business model

The hardware division was always the second-tier division in the company — it operated as
the support chain for the main business models for selling products (interview 9). The division had
always been financed solely from the sales of the products until recently, when the hardware rent
and service was divided from the cost structure, and is now offered as an option for those, who
need it (interview 5).

As it was mentioned by the head manager for the beer division, there are engineers in the
hardware team that have a remote diagnostics board in development, and they already have a
working prototype of the board. This board allows to do remote diagnostics of the company’s
hardware, whether it is coffee machines or beer dispensers, and send the notification to the
technician. The technician can then remotely send the command to do a self-repair operation if the
error could be fixed remotely.

The developments of the hardware division’s technicians can be put in the category of
Internet of Things devices. Internet of Things (IoT) is a set of interconnected devices that store
and exchange data, often by using sensors, and is usually described as “an extension of the Internet
and other network connections to different sensors and devices— or ‘things’—affording even
simple objects, such as light- bulbs, locks, and vents, a higher degree of computing and analytical
capabilities” (Jones & Graham, 2018). [oT devices usage in small and medium business is proven
to give significant benefits to them, and one of the methods is by using sensors that monitor the
situation with anything that the sensor can connect to, and automating these tasks (Forbes, 2021).
Successful examples of using IoT in business are numerous and they do provide a proper
improvement to operations (Advanced Mobile Group, 2016; Smart, 2017; Warrian & Southin,
2017). As was found out by internal research in the company, almost 60% of calls to technicians
are usually related with something that a user can fix themselves or may even require no user

interaction at all outside of pressing a button on the control panel of the device (interview 9).
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That is why it seems viable to separate any hardware related operations into its own
business model, which will be separately funded by hardware sales, renting, and services, plus
delivery services, which are operated in the same building (interview 2) as the hardware division.
The business model proposition for the hardware division is provided in Appendix 9, with the
finance estimations in Appendix 10. For the first time, the hardware division is now targeting
clients outside of the firm, which allows for further expansion of the model. The main differences
between the current business model and the proposed one are in the key partnerships, key activities,
key resources, cost structure, revenue streams, and the value proposition. In the key partnerships
there is an addition of board manufacturers and cloud solutions providers that will ensure that the
boards are being made for the machines, and for the correct operation of the IoT system. The key
activity addition is the development of such boards, with a possibility of selling the board as a
product for other companies. Resources now include software developers and engineers that are
now in charge of the development of the boards. The cost structure remains the same, but it is now
not comprised of the cuts from the sales margins, and the revenue stream is now solely consists on
the services that the division provides to customers: the hardware rent and maintenance
subscriptions. Describing the change in the value proposition, there is now the inclusion of the [oT
service for remote diagnostics for hardware, which will allow customers to ease their experience
with company’s hardware. In financial sense, this business model is now profitable despite the
rising costs — this is in due to the customers having lower prices of products that they buy
(assuming that the whole client base will be using their service, like today). After the salaries, the
biggest cost is the IT solutions, which includes different things from producing boards to
integrating software. In the future, the IT solutions costs may decline after the initial investments.

While preparing the value proposition canvas, there is also another type of customer
starting to emerge, and is important to consider— millennial owners of businesses. Millennials are
a demographic group of people that are born from 1981 to 1996 (Rauch, 2019), and are heavily
influenced by the digital technologies (M. Murphy, 2018). From the internal documents of the
company X, it can be said that the share of customers (business owners, or customer
representatives) that are in the age group from 25 to 35 years old has been steadily growing — and
now consists of more than 45% of the share. That means that the main decision makers have a
tendency towards digital services and technologies, because it is natural for them to use such
services.

To reflect these changes, a new customer profile was created with the help of the head
manager for the beer division and by interviewing one of the business owners in the age group
from 25 to 35 years old, who is the customer of Company X and runs a very successful bar in the

city centre of Kazan (interview 7). The resulting customer profile and the value proposition can be
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seen in Appendix 15. The main change in the customer jobs element is now getting “the best value
from the relationship”, which for this age group is considered more important (interview 7). The
gains and pains are very similar to the old customer profile, with the addition of having a quick
and easy experience and having the best value for money for gains; not having custom solutions
(which is important for businesses that want to do a cool design in their building (interview 7)),
and hiccups with order placement for pains. All of this is covered by the gain creators and pain
relievers (Appendix 15), plus the products and services that Company X will be providing in the
future.

Summing up this proposition, it can be said that the investments into the hardware boards
for this division can change the position of it on the market in good ways. This proposition can
help the company to leverage its new IT platform in the ways that other companies like this in the

region had never used before.

3.2.2 B2C online sales business model

In 2018, Company X had a try of entering the B2C market with their own internet store for
tea and coffee products (interview 9). No other products were offered to B2C customers because
of the legislation prohibiting the sales of alcoholic beverages with remote services to regular
customers. The firm has offered their whole assortment of teas and coffee, which are professional-
grade quality, and are not sold in most supermarkets (interview 9). The project had unfortunately
failed and the online store had worked for 10 months only, after which it was decided by the CEO
to close the project (interview 9). There were three main reasons for the failure of this project,
highlighted during the interview of the CEO (interview 9):

e Lack of knowledge of launching an online store. The team at Company X had little
to no experience in launching and marketing such web-sites, and for unknown
reasons, the choice of ordering to create a website from a third-party company was
not considered.

e Lack of funding for marketing and promotion. The tea/coffee team had little
incentive to spend their budget on funding this new store. Combined with the lack
of knowledge, the incentive was even less pronounced.

e No established logistics processes for outside of Kazan. The company only really
works with clients in one city and its suburbs.

However, there are many examples of successful implementations for online selling to B2C
customers. For example, in China, the expansion of cross-border e-commerce platforms like
Alibaba enabled SMEs to reach customers that they have never been able to reach previously —

without massive investments into creating the services, and more importantly, the knowledge (Li
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et al., 2018). Another example is in the 3D printing industry, in which commercialization of the
services is very hard without the online marketplaces is not economically viable (Walsh et al.,
2017). As proven by research from Lederer & Bruns (2019), a lot of the companies in the B2B
sphere are now pursuing the B2C segment by multi-channel platforms. That is why, for proposing
the business model for the B2C segment in Company X it was decided to focus on using online
marketplaces as a platform for communicating the value proposition with regular customers. The
resulting business model can be seen in Appendix 11 with the finance estimations in Appendix 12.

Key partnerships block is similar to the main business model, and as an addition has of the
online marketplaces as a key partner. They serve a very important purpose of connecting the
company to the client.

Key activities block consists of the tasks for publishing products on the marketplace and
going marketing activities on social media.

Resources needed for this model are less than for the main business model, and only
includes marketing personnel, warehouse management, and access to the online marketplace.

The costs structure is similar to the other business models, with an exception of having to
give a cut of revenue to the marketplace.

The relationship is different from the B2B models because the online marketplace assumes
to have a self-service transactional relationship, with low costs of switching.

The main revenue stream consists of product sales to customers on online marketplaces.
This is considered the only revenue stream at the moment, as there are questions involving the use
of other revenue streams, like subscriptions.

Value proposition for customers consists of 3 elements: big variety of unique tea/coffee
products by Company X, quick delivery to neighboring regions thanks to the services of online
marketplace infrastructure, and Company’s own private label coffee.

In financial sense, this business model will be profitable from a certain number of
customers. In this estimation, two customer segments were identified: mid-income and high-
income clients. Mid-income clients are the clients that are in the "middle-class" by income (around

50000P). High-income clients are the clients that are in the "upper-class" by income (around
70000P and higher). Number of clients is assumed for this estimation and cannot be correctly
predicted without additional information. Assuming that the revenue split between mid-income
clients and high-income clients is 40/60, with mid-income clients buying on average 8 times per
year and high-income clients buying 12 times per year, at 400 mid-income clients and 300 high-
income clients the business model will be profitable. This is in help by being a second-tier business

for the company, and the majority of the costs covered by other business models.
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To get a deeper understanding of the customer and what the company can offer to please
them, the value proposition canvas was filled up (Appendix 16). The information about the
customer profile was filled during investigation from the company with their colleagues and
relatives (Interview 9), who knew about such products, but are not buying them today. Usually,
these clients want to have something unique that is hard to find in regular stores. Also, after the
mentioning of the failure of the company’s own website that served the same purpose, one of the
pain points for being afraid to buy on unknown sites was added, and it is covered in the value map.
The main customer jobs of getting unique coffee and tea is covered by the value proposition of the
business model, at the same time covering customers pain points and gains.

Summing up this proposition, this business model will be a great addition to the portfolio
of business models that the Company X currently has. The model has its potential for growth, if it
is executed correctly, by utilizing the right resources and developing good relationships with B2C

customers.

3.3 Business model portfolio evaluation

After the examination of the business models that are currently in use in Company X, and
after the review of potential business models in the previous chapter, it is important to look at the
whole picture of the future portfolio of business models in the company. To accomplish this task,
the Business portfolio map, created by Pigneur and Osterwalder (2017), will be used for evaluating
the current situation of the business models on one easy to understand canvas.

The canvas was created to help to answer the question of measuring and assessing the
health of businesses’ existing portfolio of business models, as well as is the business is prone to
disruptions, and to help businesses to make better investment decisions (Pigneur & Osterwalder,
2017).

On this map, there are two graphs for business models: on the lower left corner, potential
business models are placed, and on the higher right corner, current business models are placed.
Graphs have two axis: on the x-axis, the innovation risks or disruption risks are evaluated, and on
the y-axis, the expected returns or real returns are evaluated. The risks evaluation helps to answer
the question on how sustainable the business model is to disruptions or to innovation risks. The
returns evaluation helps to answer the question on how profitable the business model is —how high
or low the profit margins and the profit itself.

Also, on the graphs there are diagonal lines for “invent” and “improve”, that are the signs

of in which directions should business models move on the map.
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Fig. 8 Business portfolio map (Pigneur & Osterwalder, 2017)

As an example, the business model that is in the “explore” section of the map, located in

the “high innovation risk” and “low expected return” areas on the graph is probably not yet ready

to launch,

and should be developed more to go diagonally up the “invent” line to move into the

“exploit” section of the map.

In the case of Company X’s business models, the business model portfolio map can be seen

in Appendix 17. There are a total of 4 business models on the map:

1.
2.
3.
4.

B2B HoReCa business model after the digital transformation (DT);
Hardware rent and maintenance business model,;
B2C online marketplaces business model;

IoT hardware business model.

The 1% and 2" business models from the list are in the “Exploit” part of the map, since they

are the current business models in operation. The business model of B2B HoReCa currently shows

the most return on profits, and it has medium risks of disruption, since it is a newly modified

business model that has covered the weak points of previous business models, but there are still

uncertainties with the overall situation on the HoReCa market in the region. The hardware division

business model has higher risks of disruption and lower profits — this model is the only one that is

fully financed by the B2B HoReCa business model and as seen from the financial projections, is

losing money. The high risk is associated with the loss of profits and the general decline in such

services.

62



The 3™ and 4™ business models from the list are in the “Explore” part of the map, since
they are the future (proposed) business models. The business model of B2C in online marketplaces
currently is in a better position on the map, having lower innovation risks (due to the company
having experience in launching into the B2C market) and above average profit projections (since
the costs for promoting to B2C is lower compared to the previous attempts). For the business
model to succeed, the company should invest into the attraction of customers. The IoT hardware
business model is currently having a higher risk of innovation (since the company is currently in
prototype stage of developing the technology) and medium profit projections (the model is more
profitable than the old one, but there is still room for improvement). This business model is
designed to replace the current hardware business model, but at the moment it should be
additionally developed taking into account all of the things that could raise during the development
of the technology.

Summarising the portfolio map, the situation with the business models that are currently in
use and the models in proposition has the potential to improve the business as a whole, but
additional research and job tasks should be done before the proposed business models can be

launched.
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CONCLUSION

Summary of the results

The examination of the case study data analysis results, which were set on a in-depth
analysis of a Russian regional B2B retailer in HoReCa, many different conclusions can be drawn.
For the analysis of the data retrieved from the interviews and observations, business model canvas
tool by Osterwalder (2010) proved to be a good research tool for analysing all different sides of
the business in one package, providing the opportunity to find weaknesses and strong points of the
studied company.

The investigation of the business models before the digital transformation showed the
diversity of all business units, that are working on the same customer segments, but are done
separately, which definitely puts stress on the costs and is not a good foundation for integrating
digital technologies with ease from the technical side as well as the business side. Implementation
of the digital transformation plan in the Company X required consolidation of business units and
models, as well as dropping unnecessary costs that are not required after the introduction of the
digital initiatives.

The first digital initiative introduced in the company, the online ordering system for
customers, enabled to reach a new way of communicating with basic customer needs, which
drastically reduced the workload on sales personnel, who were responsible for the order receiving
procedures (taking almost 40% of their work time everyday), and the office personnel who were
processing orders — tasks of reviewing, preparing documents, and sending them to the warehouse
— are not required in the same amount as before. Combining with the factor that the rise of orders
puts additional stress on the workers, sometimes requiring to connect other people to do these
tasks, the IT solution is very flexible and highly scalable. This scalability also allows for other
possibilities and use cases.

As it was discovered during interviews, other technical innovations existed in the company
as prototype projects, one of them is the IoT hardware board, enabling new possibilities for client
service for all of their customer segments. The evaluation of the business model for hardware in
the Company X showed that this model has some unique characteristics, but it would not exist
without other business models. Adding to this problem, the financial estimations show that the
business model is not profitable, and thus the loss is covered by other business units. So, for the
purposes of this research, a proposition for a new business model was created, taking into account
the usage of the IoT board for the company’s hardware stock. The business model shows the
possible value that it can give to the customers, especially considering the changing consumer

preferences and the adoption of smart devices by people in general — people want to see such
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innovations in other spheres. This unique value proposition will allow to charge a premium for the
services, and change the financing of the unit to be self-sufficient.

In the Company X’s case, there were attempts of using online channels for selling products
to ordinary customers (B2C segment), namely the launch of a website were customers can
purchase tea and coffee from the company’s catalogue. Discovered during the interviews, the
project was a failure, citing such reasons as the lack of reach to people, and the lower trust to
random online shops that are not big name ones, like Ozon or Wildberries. The second proposition
for using the digital technologies as a part of transformation into the digital sphere is the use of
online marketplaces like Ozon or Aliexpress, which has been proven to be a better alternative than
creating your own website by academics and practitioners. This is due to the better reach of the
customer segments and easier logistics for both the seller and the customer. The business model
proposed shows good potential, which is backed by the financial estimations.

Returning to the research questions, several things can be said in regard to answering these
questions after the research done. The research questions set during the research were:

1. How business model's elements are changed after a digital transformation in retail?
2. Which new opportunities can be opened in business model's elements after a digital
transformation in a B2B SME retail firm?

With the regard to the research question 1, the research on how digital transformation
changed the business model was done, with the case study of the Company X used in the research.
During the research, the business models of the company was made, with the creation of several
business models that reflect the company operations in 3 different divisions — the first business
model was the of the beer division, the second was about the tea and co. After these steps, the
analysis of the changes in the business model after the digital transformation and how the
financially viable is the model was conducted and the results were analysed. In the final business
model, several adjustments were done to the business model that are the effect of the introduction
of the digital transformation initiatives in the company. After examining the business models of
the Company X before the digital transformation, it can be said that the company’s business
models are suited more toward customer relationship management, with a high cost of acquisition
(Osterwalder et al., 2010), and as a result, limited resources for growth — so every costly step that
a company takes should be carefully examined, especially when it is a SME. Financially, the
business models have some room for improvement — for example with the costs for office
personnel. Also, the hardware business model must have a rethink of the revenue streams — right
now, this is the only business model that has negative profits.

From the analysis of the digital transformation initiative that has been rolled out in

Company X, it can be said that it has changed the business model in some ways, by expanding it
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on existing blocks and improving the value proposition for current customers. By combining the
analysis of the business model and the results of the initiative from the company, it can be said
that the initiative gave a good start for the company. From the financial point of view, the increase
in profits are noticeable, but there are a lot more that a company can do to expand on its digital
technologies.

Answering the research question 1, it can be said that there are changes in all major business
model elements, including the value proposition changes, key resources, revenue streams and costs
structures. Also, from the customer segments point of view, there are changes in how value
propositions target customer groups, allowing the company to suit the customer needs better.

With the regard to the research question 2, two proposals were developed for the studied
company that have a chance to be successfully implemented and be profitable for the studied
company The proposals are based on the situation inside the company (data received during
interviews) and also based on the literature review of similar cases that are in line with the situation
in the company. The resulting proposals show how developments in the company can be utilised
in the business sense, with preliminary financial evaluations showing interesting results. The first
proposal was developed with the potential use of prototype hardware and the re-development of
the hardware division business model, and utilising digital technologies like Internet of Things. It
can be said that the investments into the [oT for the hardware division can greatly improve the
company’s position on the market, by providing a unique solution to customers seeking for an
integrated solution that is easy to use and understand. From the financial perspective, this division
will be fully financed on its own, without the need for financing from other divisions. The second
proposition was developed on the failed attempt on the creation of an online store for B2C
customers. This business model will be a great addition to the portfolio of business models that
the Company X currently has. This model opens up a new customer segment in which there is a
lot of potential for growth, if done correctly, by using online marketplaces like Ozon or
Wildberries.

Summarising the portfolio map that was created to evaluate the overall picture of the
current and future business models, the situation with the business models that are currently in use
and the models that are proposed during the research have potentials to improve business growth
as a whole in terms of digital transformation, but additional research and tasks should be
considered before the proposed business models can be launched. Right now the question of
knowledge to implement these business models should be a high priority in the company to reach
these goals.

Answering the second research question, it can be said that digital transformation can be

used by the SME companies to leverage their assets in a different perspective, which can open new
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possibilities for growth and to better position them on the market, due to the quick response
characteristics that SMEs tend to have.

Overall, during the research of the company’s digital transformation case, several points
can be summed up. First, customers are ready for digital technologies and digital interactions, so
for SME:s there is a good viability of using digital technologies in their operations. Second, the
digital technologies should affect all of the key elements in the business model, otherwise the
switch to digital can lead to failures, instead of successes. Third, many untapped potentials for
company’s may exist inside, and this requires the change in the leaders point of view on the
situation and projects in companies. And last, the cost of integrating such solutions may seem high

at first, but the return on investments can be even higher, if done right.

Theoretical contribution

The study contributes to the academic research in the context of the evaluating the use of
digital transformation in SMEs, especially in the context of Russian firms, and also in the context
of B2B firms, which can be applied to research outside of Russia. Also, the study contributes to
the usage of business model canvas framework for evaluating business performance and the
changing of the elements during transformations.

This study’s direct contribution is the study of digital transformation of Russian firms on a
concrete example. As was discovered during the literature review, very few papers exist on the
topic of digital transformation in Russian firms, most of the materials focus on cases from outside
of Russia (Faridi & Malik, 2020; Li et al., 2018; Matarazzo et al., 2021; Pascucci et al., 2019).
Other materials that were found for the case of Russia are not directly connected to the digital
transformation examples on firms, but rather the theoretical perspective of this question
(Versockiy, 2019). This study will provide a practical example on a case of a real company that
had undergone a digital transformation for further research purposes, since there are many more
industries in which digital transformation in SMEs can happen.

The research also contributes to the usage of the business model canvas framework, which
can be used for understanding out of which elements the business is made up of, and later to
evaluate these elements and to innovate on them. Innovation in business models has been
thoroughly examined previously by academics (Depaoli et al., 2020; Trimi & Berbegal-Mirabent,
2012; Vaska et al., 2021), but the research on the Russian SMEs in particular is poor and this study

may help to contribute to this topic and provide a base for further research.
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Managerial implications

Small and medium enterprises usage of digital technologies is rising every year, especially
after the effects of pandemic lockdowns of COVID-19 virus. Technologies that have been proven
helpful and business-changing are already in use by larger companies and enterprises, so it just a
matter of time when these technologies will reach the hands of smaller entrepreneurs. The creators
of the solutions for SMEs almost always take inspiration from bigger firms, and this means that
SMEs can have a high chance of using a technology that is proven as viable to use and quite
reliable, and the costs of deploying such solutions is lower. The question of integrating these
solutions as a part of digitally transforming small and medium sized companies is still an open
question, since this requires a broader understanding of topic, unlike regular business processes of
yesterday.

This research can prove itself to be useful to decision-makers in various Russian SMEs as
a concrete and unbiased example of digital transformation that is already in progress in the
company. During the research, several business model canvases were prepared, covering the whole
picture of the situation in the company before the digital transformation, and the situation after the
first steps of digital transformation were showed on the canvases. In addition, financial estimations
are provided in the research that are connected to the business model elements, which will be a
useful addition for decision-makers that want to look at the situation from the financial standpoint.
At last, the value proposition canvases were created that show the situation from the viewpoint of
company’s customers, in this case, what customers wants to do, what are their gains and pains;
and from the company’s side, what the company offers, gain creators and pain relievers.

As well as creating business model canvases for current business models, two business
models were proposed to serve as an example of how the company can use their assets in terms of
becoming a digitally transformed company, with the financial estimations supplementing the
reasoning behind the propositions.

For decision-makers in SMEs, this research can also be useful to serve as an example of
how business model canvases can be used for evaluating the business as a whole. This can help
decision-makers to make decision with less bias and have better control over the whole process if

they want to do a digital transformation in their companies.

Limitations and future research opportunities
The research that has been conducted has some limitations that can be addressed in further
research. This will help to understand the problem form different perspectives and address the
shortcomings.
First, the research was conducted with a single case study in mind. Even though the case

study was comprehensive and in-depth, the research only covers one industry — the B2B retail
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industry. There are a lot of companies in this sphere, but SMEs have a very broad range of
industries in which this research can be conducted. It would seem reasonable to include different
spheres of B2B retail (for example, in construction) that can have different needs of customers and
the business itself can be built on other principles, to which the example explained in the research
may not be viable.

Second, the research had a limited time period for evaluating the effects of digital
transformation, and it would be more viable to research this example again in a few years to
understand the long-term effects that a digital transformation can bring to the small and medium
companies.

Third, the research focuses only on one region of Russia, and does not consider the situation
in regions that are more economically prosper, like Moscow and Saint Petersburg; and in the
regions that are less economically prosper. Since the differences in economic power in regions of
Russia is quite different, especially comparing bigger cities, the effects of the digital

transformation can differ up to the point that they may not be economically viable.
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APPENDIX 2. FINANCIAL MODEL OF THE BUSINESS MODEL OF THE BEER DIVISION

Customer Segments

Customer Market
Segment Size
Big clients 50
Medium clients 100
Small clients 300
Revenue Streams
Name Product sales
Type Sale
Value Best beer from all
Proposition over the world
Customer Market Market Average # Average
Segment Size Share Purchases Price Time Period Sub Total Sales
Small clients 300 40,0% 1 27 000,00 52 168 480 000,00
Medium clients 100 20,0% 2 26 000,00 52 54 080 000,00
Big clients 50 40,0% 3 24 000,00 52 74 880 000,00
297 440 000,00

Cost structure
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Buying products
from

Name manufacturers
Type Variable
Unit Cost 20000
Customer Market Market Average #
Segment Size Share Purchases Time Period Sub Total Costs
Medium clients 100 20,0% 2 52 -41 600 000,00
Big clients 50 40,0% 3 52 -62 400 000,00
Small clients 300 40,0% 1 52 -124 800 000,00
-228 800 000,00
Delivery to
Name customer
Type Variable
Unit Cost 250
Customer Market Market Average #
Segment Size Share Purchases Time Period Sub Total Costs
Small clients 300 40,0% 1 52 -1 560 000,00
Medium clients 100 20,0% 2 52 -520 000,00
Big clients 50 40,0% 3 52 -780 000,00
-2 860 000,00
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Financing
hardware
division and
Name services
Type Fixed

Total
-3 000 000,00

Office
Name personnel
Type Fixed

Total
-6 300 000,00

Name Sales personnel
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Type Fixed

Total
-4 200 000,00
Warehouse
maintenance
Name and personnel
Type Fixed
Total
-4 920 000,00
Totals
TOTAL
PROFIT/L

REVENUES TOTAL COSTS OFIT/LOSS
297 440 000,00 250 080 000,00 47 360 000,00
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APPENDIX 4. FINANCIAL MODEL OF THE BUSINESS MODEL OF THE TEA/COFFEE DIVISION

Customer Segments

Market

Customer Segment Size
Big clients 28
Medium clients 45
Small clients 120

Revenue Streams

Name Private label sales

Type Sale
Value
Proposition Own line of coffee products under a private label

Market Market Average #

Customer Segment Size Share Purchases Average Price Time Period Sub Total Sales
Small clients 120 75,0% 2 2 000,00 52 18 720 000,00
Medium clients 45 25,0% 1 2 500,00 52 1462 500,00

20 182 500,00

Name Product sales

Type Sale
Value
Proposition Best teas and coffee from all over the world



Market Market Average #
Customer Segment Size Share Purchases Average Price Time Period Sub Total Sales
Big clients 28 30,0% 3 5 200,00 52 5678 400,00
Medium clients 45 25,0% 2 5 600,00 52 4 914 000,00
Small clients 120 45,0% 1 5 800,00 52 16 286 400,00
26 878 800,00
Cost structure
Name Buying products from manufacturers
Type Variable
Unit Cost 4000
Market Market Average #
Customer Segment Size Share Purchases Time Period Sub Total Costs
Small clients 120 45,0% 1 52 -11 232 000,00
Big clients 28 30,0% 3 52 -4 368 000,00
Medium clients 45 25,0% 2 52 -3 510 000,00
-19 110 000,00
Name Coffee production for private label
Type Variable
Unit Cost 257
Market Market Average #
Customer Segment Size Share Purchases Time Period Sub Total Costs



Medium clients 45 25,0% 5 52 -751 725,00
Small clients 120 75,0% 8 52 -9622 080,00
-10 373 805,00
Name Delivery to customer
Type Variable
Unit Cost 300
Market Market Average #
Customer Segment Size Share Purchases Time Period Sub Total Costs
Big clients 28 30,0% 3 52 -327 600,00
Medium clients 45 25,0% 2 52 -263 250,00
Small clients 120 45,0% 1 52 -842 400,00
-1 433 250,00
Name Financing hardware division and services
Type Fixed

Total
-1 000 000,00
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Name Office personnel
Type Fixed
Total
-2 500 000,00
Name Sales personnel
Type Fixed
Total
-3 500 000,00
Name Warehouse maintenance and personnel
Type Fixed
Total
-1 440 000,00
Totals
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TOTAL TOTAL

REVENUES COSTS PROFIT/LOSS
47 061
300,00 39357 055,00 7 704 245,00

Explanation of revenue streams and cost structure calculations

Revenue streams

Product sales

Sales from products offered to customers, based on the average orders from each customer segment

Private label sales

Sales from private label coffee offered to customers, based on the average orders from each customer segment

Cost structure

Buying products from
manufacturers

The big part of spendings is buying the products form the manufacturers. This block is about the mass-market product
segment. Costs based on average invoice of the items sold

Coffee production for
private label

Costs for buying, roasting the coffee. Calculated as by average orders of the product (depends on the segment)

Delivery to customer

Cost of the delivery is added to the price that the customer pays, comprised of the average price of delivery for customers
added to the prices of products that they buy

Financing  hardware
division and services

A cut from the sales is transferred to finance the hardware division, which is fully financed only by the sales of the products.
This amount is fixed

Sales personnel

Sales personnel responsible for the sales and communication with the clients, as well as the customer support. Costs
calculated based on the annual salary

Office personnel

Personnel responsible for order processing. Finance department personnel is included here. Costs are calculated based on
the annual salary of the workers

Warehouse The warehouse is under rent in the company, and requires people to operate, as well as maintaining the lifting equipment.
maintenance and | Costs are calculated based on average annual salary of workers, rent costs and a fixed amount of other costs
personnel
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APPENDIX 5. BUSINESS MODEL OF THE HARDWARE DIVISION
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APPENDIX 6. FINANCIAL MODEL OF THE BUSINESS MODEL OF HARDWARE DIVISION

Customer Segments

Customer Market

Segment Size
Big clients 50
Medium
clients 100
Small clients 300

Revenue Streams

Name

Type
Value
Proposition

Cut from the sales

Other Revenue

Hardware for the business needs

Customer Market

Segment Size  Revenue

40

Big clients 50 000,00
Medium 20
clients 100 000,00
17

Small clients 300 000,00

Time Period

52

52

52

Sub Total
Sales

2 080 000,00

1 040 000,00

884 000,00
4 004 000,00

Cost structure



Name Buying hardware
Type Fixed

Total
-400 000,00
Name Fuel costs
Type Variable
Unit Cost 300

Customer Market Market Average # Sub Total

Segment Size Share Purchases  Time Period Costs

Small clients 300 40,0% 1 12 -432 000,00
Medium

clients 100 20,0% 2 12 -144 000,00

Big clients 50 40,0% 3 12 -216 000,00

-792 000,00

Name Office personnel
Type Fixed

Total

-720 000,00
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Name Spare parts

Type Fixed
Total
-500 000,00
Name Technicians
Type Fixed
Total
-4 200 000,00
Totals
TOTAL TOTAL
PROFIT/L
REVENUES COSTS OFIT/LOSS
4 004 000,00 6612000,00 -2608000,00

92



Explanation of revenue streams and cost structure calculations

Revenue streams

Cut from the sales

| Fixed budget received from sales cuts

Cost structure

Buying hardware

Fixed annual budget for buying new hardware (except spare parts)

Office personnel

Personnel responsible for order processing. Costs are calculated based on the annual salary of the workers

Technicians Technicians that are responsible for the main hardware maintenance, repair and installation procedures, based on average
annual salaries

Spare parts Costs for buying the spare parts, fixed annual budget

Fuel costs Fuel costs for technicians transport, varied on the customer segment and how frequently they travel to them
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APPENDIX 8. FINANCIAL MODEL OF THE BUSINESS MODEL AFTER DIGITAL TRANSFORMATION

Customer Segments

Customer Market
Segment Size
Big clients 70
Medium clients 150
Small clients 400
Revenue Streams
Name  Delivery
Type Sale
Value
Proposition Cheap delivery
Customer  Market Market Average # Sub Total
Segment Size Share Purchases  Average Price Time Period Sales
Medium clients 150 40,0% 2 500,00 52 3120 000,00
Small clients 400 40,0% 1 500,00 52 4 160 000,00
Big clients 70 20,0% 3 500,00 52 1 092 000,00
8 372 000,00
Name Hardware maintenance
Type Subscription
Value Hardware rent + support for customer
Proposition needs
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Customer  Market Market  Subscription Subscription Sub Total
Segment Size Share Price Period Sales
Small clients 100 20,0% 500,00 12 120 000,00
Medium clients 40 20,0% 1 000,00 12 96 000,00
Big clients 70 60,0% 2 000,00 12 1 008 000,00
1224 000,00
Hardware
Name rent
Type Pay Per Use
Value Hardware rent + support for customer
Proposition needs
Customer  Market Market Avg Units Avg Sub Total
Segment Size Share Consumed Price/Unit Time Period Sales
Small clients 100 20,0% 2 600,00 12 288 000,00
Medium clients 40 20,0% 4 850,00 12 326 400,00
Big clients 70 40,0% 6 1 000,00 12 1 848 000,00
2462 400,00
Name  Private label sales
Type  Sale
Value  Pprivate label
Proposition coffee
Customer  Market Market Average # Sub Total
Segment Size Share Purchases  Average Price Time Period Sales
Small clients 400 75,0% 2 2 000,00 52 62400 000,00
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Medium clients 150 25,0% 1 2 500,00 52 4 875 000,00
67 275 000,00
Name  Product sales
Type Sale
Value
Proposition Best beer, teas and coffee from all over the world
Customer  Market Market Average # Sub Total
Segment Size Share Purchases  Average Price Time Period Sales
126 672
Big clients 70 40,0% 3 29 000,00 52 000,00
Medium clients 150 20,0% 2 30 000,00 52 93 600 000,00
257920
Small clients 400 40,0% 1 31 000,00 52 000,00
478 192
000,00
Cost structure
Buying products from
Name manufacturers
Type  Variable
Unit Cost 25000
Customer  Market Market Average # Sub Total
Segment Size Share Purchases Time Period Costs
-208 000
Small clients 400 40,0% 1 52 000,00
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-109 200

Big clients 70 40,0% 3 52 000,00
-78 000
Medium clients 150 20,0% 2 52 000,00
-395 200
000,00
Name  Delivery to customer
Type  Variable
Unit Cost 250
Customer  Market Market Average # Sub Total
Segment Size Share Purchases Time Period Costs
Big clients 70 40,0% 3 52 -1 092 000,00
Medium clients 150 20,0% 2 52 -780 000,00
Small clients 400 40,0% 1 52 -2 080 000,00
-3 952 000,00
Name  Financing hardware division and services
Type Fixed
Total

-4 000 000,00



Name  IT solutions costs
Type Fixed
Total
-1 800 000,00
Name  Office personnel
Type Fixed
Total
-3940 000,00
Name  Private label coffee production
Type  Variable
Unit Cost 250
Customer  Market Market Average # Sub Total
Segment Size Share Purchases Time Period Costs
-31200
Small clients 400 75,0% 8 52 000,00
Medium clients 150 25,0% 5 52 -2 437 500,00

99



-33 637

500,00
Sales
Name personnel
Type Fixed
Total
-5 400 000,00
Name  Warehouse maintenance and personnel
Type Fixed
Total
-6 360 000,00
Totals
TOTAL TOTAL
REVENUES COSTS PROFIT/LOSS
557 525 454 289 103 235
400,00 500,00 900,00
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Explanation of revenue streams and cost structure calculations

Revenue streams

Product sales

Sales from products offered to customers, based on the average orders from each customer segment

Hardware rent

Revenue from the rent of hardware, based on average number of items usually rented by each customer segment

Hardware Revenue from hardware maintenance subscription, based on the average amount of items on maintenance plan
maintenance
Delivery Revenue from delivery services, assumed that all customers have delivery

Private label sales

Sales of private label coffee products, based on average amount that each customer segment typically buys coffee

Cost structure

Buying products from
manufacturers

The big part of spendings is buying the products form the manufacturers. This block is about the mass-market product
segment. Costs based on average invoice of the items sold

Delivery to customer

Cost of the delivery if the customer selects to have it, comprised of the average price of delivery for customers added to
the prices of products that they buy. Assumed that all customers want delivery

Financing  hardware
division and services

A cut from the sales is transferred to finance the hardware division, which is fully financed only by the sales of the products.
This amount is fixed

Sales personnel

Sales personnel responsible for the sales and communication with the clients, as well as the customer support. Costs
calculated based on the annual salary

Office personnel

Finance department personnel salaries. Costs are calculated based on the annual salary of the workers

IT solutions costs

Costs associated with running new IT solutions, comprised of the annual IT infrastructure costs paid to service providers
plus IT admin annual salary

Warehouse The warehouse is under rent in the company, and requires people to operate, as well as maintaining the lifting equipment.
maintenance and | Costs are calculated based on average annual salary of workers, rent costs and a fixed amount of other costs

personnel

Private label coffee | Costs for buying, roasting the coffee. Calculated as by average orders of the product (depends on the segment)

production
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APPENDIX 9. FUTURE BUSINESS MODEL AFTER DIGITAL TRANSFORMATION FOR THE HARDWARE DIVISION

@ Strategyzer

Business model 5 (proposal, hardware)

Key Partnerships

Key Activities

Value Propositions

Customer Relationships

Customer Segments

Buying and
Hardware .
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and fridges contrac management cases personal support ps
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Running Developing
delivery custom Online .
f " i Medium
technical service for boards for remote High >
Hardware support the T On.-dtemand diagnostics switching clients
company hardware JISenance for costs
management hardware
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manufactur L clients
ers of Hardware Tec.r::l::(l)ans Link between
coffee o + hardware Direct
machines Delivery VL manufacturer h |
service GLEAEES s and final channe
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Engineers
PCB board Cloud 9 Repair
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providers Online B2B W
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Cost Structure Revenue Streams
Revenue
Buying Technicians IT solutions from Maintenance
hardware salary E s costs hardware subscription
rent
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APPENDIX 10. FINANCIAL MODEL OF THE FUTURE BUSINESS MODEL AFTER DIGITAL TRANSFORMATION FOR THE

HARDWARE DIVISION
Customer Segments
Customer Market
Segment Size
Big clients 50
Medium clients 100
Small clients 250
Revenue Streams
Name Revenue from hardware rent
Type Rental
Value
Proposition  Big variety of hardware for all use cases
Customer Market Market Avg Units Av. Rental Sub Total
Segment Size Share Rented Fee/Unit  Time Period Sales
Small clients 250 40,0% 2 1 850,00 12 4 440 000,00
Medium clients 100 20,0% 3 1 700,00 12 1224 000,00
Big clients 50 40,0% 5 1 600,00 12 1920 000,00

7 584 000,00

Name maintenance subscription
Type  Subscription
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Value

Proposition  Comprehensive customer support and service with a personal technician
Customer Market Market Subscription Subscription Sub Total
Segment Size Share Price Period Sales
Small clients 100 20,0% 1 000,00 12 240 000,00
Medium clients 100 40,0% 2 000,00 12 960 000,00
Big clients 50 40,0% 2 000,00 12 480 000,00
1 680 000,00
Cost structure
Name Buying hardware
Type Fixed
Total
-600 000,00
Name Fuel costs
Type Variable
Unit Cost 300
Customer Market Market Average # Sub Total
Segment Size Share Purchases Time Period Costs
Small clients 250 40,0% 1 12 -360 000,00
Medium clients 100 20,0% 2 12 -144 000,00
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Big clients 50 40,0% 12 -216 000,00
-720 000,00
Name IT solutions costs
Type Fixed
Total
-1 400 000,00
Name Spare parts
Type Fixed
Total
-500 000,00
Name Technicians salary
Type Fixed
Total
-4 200 000,00
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Totals

TOTAL TOTAL
REVENUES COSTS
9264 000,00 7420 000,00 1 844 000,00

PROFIT/LOSS

Explanation of revenue streams and cost structure calculations

Revenue streams

Revenue from | Revenue from hardware rent, based on average hardware rented to customers by segments. Assumed that all customers
hardware rent rent hardware

Maintenance Revenue from hardware maintenance, based on average maintenance costs by customers segments

subscription

Cost structure

Buying hardware

Fixed annual budget for buying new hardware (except spare parts)

Fuel costs Fuel costs for technicians transport, varied on the customer segment and how frequently they travel to them

Technicians Technicians that are responsible for the main hardware maintenance, repair and installation procedures, based on average
annual salaries

Spare parts Costs for buying the spare parts, fixed annual budget

IT solutions costs

Costs associated with spendings on IT solutions: producing boards, additional salary spendings for technicians for
integrating the boards to the hardware and setup + integration with the IT systems. Costs lowered after the 1st year to IT
systems support and board support. All costs approximate
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APPENDIX 11. FUTURE BUSINESS MODEL - B2C

Business model 6 (proposal, tea/coffee B2C)

@ Strategyzer

Customer Relationships Customer Segments

Value Propositions

Key Partnerships Key Activities
Publishing Marketing . .
o productson activities (on o Mideincome High-
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Quick delivery
to
financing Warehouse neigh_boring !_ow_
products and management regions switching
marketing i costs
O e o
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Key Resources (private Channels
label) Link
Online Products between
marketplac manufactur Online
& . Warehouse ers and channel
Marketing final
personnel consumer
Small coffee
manufacturers
(for private Coffee Online
label TS marketplace
products) access
Cost Structure Revenue Streams
Buying
products Wé.:rehouse offi Online
from maintenance ice marketplace i
and personnel roauc
manufactur cut sales
personnel
ers
Private
label coffee
production
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APPENDIX 12. FINANCIAL MODEL OF THE FUTURE BUSINESS MODEL - B2C

Customer Segments

Customer Market
Segment Size
High-income
clients 300
Mid-income clients 400
Revenue Streams
Name Product sales
Type Sale
Value Big variety of
Proposition unique products
Customer Market Market Average # Average Sub Total
Segment Size Share  Purchases Price  Time Period Sales
Mid-income clients 400 40,0% 2 2 000,00 4  2560000,00
High-income
clients 300 60,0% 3 2 500,00 4 5400 000,00

7 960 000,00

Cost structure
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Buying products
from

Name manufacturers
Type Variable
Unit Cost 1000
Customer Market Market Average # Sub Total
Segment Size Share Purchases Time Period Costs
High-income
clients 300 60,0% 3 4 -2 160 000,00
Mid-income clients 400 40,0% 2 4 -1 280 000,00
-3 440 000,00
Office
Name personnel
Type Fixed
Total
-960 000,00
Online
Name marketplace cut
Type Variable
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Unit Cost 150
Customer Market Market Average # Sub Total
Segment Size Share Purchases Time Period Costs
High-income
clients 300 60,0% 3 4 -324 000,00
Mid-income clients 400 40,0% 2 4 -192 000,00
-516 000,00
Private label
coffee
Name production
Type Variable
Unit Cost 250
Customer Market Market Average # Sub Total
Segment Size Share Purchases Time Period Costs
High-income
clients 300 60,0% 2 4 -270 000,00
Mid-income clients 400 40,0% 1 4 -160 000,00
-430 000,00
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Warehouse
maintenance
Name and personnel

Type Fixed
Total
-700 000,00
Totals
TOTAL TOTAL
REVENUES COSTS PROFIT/LOSS
7 960

000,00 6046 000,00 1914 000,00
Explanation of revenue streams and cost structure calculations

Revenue streams
Product sales Sales from products offered to customers, based on the average orders from each customer segment. Revenue is
approximate

Cost structure
Buying products from | The big part of spendings is buying the products form the manufacturers. Costs based on average invoice of the items sold

manufacturers (depends on the segment). This cost is approximate

Warehouse The warehouse is under rent in the company, and requires people to operate, as well as maintaining the lifting equipment.
maintenance and | Costs are calculated based on average annual salary of workers, rent costs and a fixed amount of other costs

personnel
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Office personnel

Personnel responsible for marketing and communication with marketplaces, plus salaries for finance department. Costs are
approximate

Online  marketplace
cut

Cut paid to the marketplaces, that includes the marketplace cut and delivery costs to customer. Costs are approximate

Private label coffee
production

Costs for buying, roasting the coffee. Calculated as by average orders of the product (depends on the segment)
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® Strategyzer

APPENDIX 13. CURRENT VALUE PROPOSITION IN THE COMPANY X

CURRENT VALUE PROPOSITION IN THE COMPANY X
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APPENDIX 14. VALUE PROPOSITION IN THE COMPANY X FOR CURRENT CUSTOMERS AFTER DIGITAL TRANSFORMATION

VALUE PROPOSITION IN THE COMPANY X FOR CURRENT CUSTOMERS AFTER
DIGITAL TRANSFORMATION

@ Strategyzer
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APPENDIX 15. VALUE PROPOSITION IN THE COMPANY X FOR A FUTURE TYPE OF CUSTOMERS (AFTER DIGITAL
TRANSFORMATION)

Value proposition in the Company X for a future type of customers (after digital
transformation)

@) Strategyzer
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APPENDIX 16. FUTURE VALUE PROPOSITION IN THE COMPANY X FOR B2C CUSTOMERS

@) Strategyzer
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APPENDIX 17. BUSINESS MODEL PORTFOLIO MAP FOR COMPANY X

Business Model Portfolio (EXPLOIT)
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