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EE--commerce Business Modelscommerce Business Models

Business model Business model –– set of planned activities set of planned activities 
designed to result in a profit in a marketplacedesigned to result in a profit in a marketplace

Business plan Business plan –– document that describes a document that describes a 
firmfirm’’s business models business model

EE--commerce business model commerce business model –– aims to use and aims to use and 
leverage the unique qualities of Internet and leverage the unique qualities of Internet and 
WebWeb

Key Ingredients of a Business ModelKey Ingredients of a Business Model
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Value PropositionValue Proposition

Defines how a companyDefines how a company’’s product or service fulfills the s product or service fulfills the 
needs of customersneeds of customers

Questions to ask:Questions to ask:
Why will customers choose to do business with your firm 
instead of another?
What will your firm provide that others do not or cannot?

Examples of successful value propositions include:Examples of successful value propositions include:
Personalization/customization
Reduction of product search costs
Reduction of price discovery costs
Facilitation of transactions by managing product delivery

What is the value proposition of Amazon?What is the value proposition of Amazon?

Revenue ModelRevenue Model

Describes how the firm will earn revenue, generate Describes how the firm will earn revenue, generate 
profits, and produce a superior return on invested capitalprofits, and produce a superior return on invested capital

Terms financial model and revenue model often used Terms financial model and revenue model often used 
interchangeablyinterchangeably

Major types:Major types:
Advertising revenue model
Subscription revenue model
Transaction fee revenue model
Sales revenue model
Affiliate revenue model
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Advertising Revenue ModelAdvertising Revenue Model

Web site that offers content, services and/or Web site that offers content, services and/or 
products also provides a forum for products also provides a forum for 
advertisements and receives fees from advertisements and receives fees from 
advertisersadvertisers

Example: Yahoo.comExample: Yahoo.com

Subscription Revenue ModelSubscription Revenue Model

Web site that offers users content or services Web site that offers users content or services 
charges a subscription fee for access to some charges a subscription fee for access to some 
or all of its offeringsor all of its offerings

Examples: Examples: 
Consumer Reports Online
Encyclopedia Britannica 
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Transaction Fee Revenue ModelTransaction Fee Revenue Model

Company that receives a fee for enabling or Company that receives a fee for enabling or 
executing a transactionexecuting a transaction

Examples:Examples:
eBay.com
E-Trade.com
Tejari.com

Sales Revenue ModelSales Revenue Model

Company derives revenue by selling goods, Company derives revenue by selling goods, 
information, or services to customersinformation, or services to customers

Examples:Examples:
Amazon.com
JCPenney.com
Dell.com
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Affiliate Revenue ModelAffiliate Revenue Model

Sites that steer business to an Sites that steer business to an ““affiliateaffiliate”” receive receive 
a referral fee or percentage of the revenue from a referral fee or percentage of the revenue from 
any resulting salesany resulting sales

Example:Example:
MyPoints.com
Yahoo.com

Market OpportunityMarket Opportunity

Refers to a companyRefers to a company’’s intended marketspace s intended marketspace 
and the overall potential financial opportunities and the overall potential financial opportunities 
available to the firm in that marketspaceavailable to the firm in that marketspace

Marketspace Marketspace –– the area of actual or potential the area of actual or potential 
commercial value in which a company intends to commercial value in which a company intends to 
operateoperate

Realistic market opportunity is defined by Realistic market opportunity is defined by 
revenue potential in each of market niches in revenue potential in each of market niches in 
which company hopes to competewhich company hopes to compete
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Marketspace and Market Opportunity in the Marketspace and Market Opportunity in the 
Software Training MarketSoftware Training Market

Competitive EnvironmentCompetitive Environment

Refers to the other companies selling similar Refers to the other companies selling similar 
products and operating in the same products and operating in the same 
marketspacemarketspace

Influenced by:Influenced by:
how many competitors are active
how large their operations are
what market share for each competitor is
how profitable these firms are 
how they price their products
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Competitive Environment (contCompetitive Environment (cont’’d) d) 

Direct competitors Direct competitors –– companies that sell companies that sell 
products or services that are very similar and products or services that are very similar and 
into the same market segmentinto the same market segment

Example: Priceline.com and Travelocity.com

Indirect competitors Indirect competitors –– companies that may be in companies that may be in 
different industries but that still compete different industries but that still compete 
indirectly because their products can substitute indirectly because their products can substitute 
for one anotherfor one another

Example: CNN.com and ESPN.com

Competitive AdvantageCompetitive Advantage

Achieved when firm can produce a superior Achieved when firm can produce a superior 
product and/or bring product to market at a product and/or bring product to market at a 
lower price than most, or all, of competitorslower price than most, or all, of competitors

Firms achieve competitive advantage when they Firms achieve competitive advantage when they 
are able to obtain differential access to the are able to obtain differential access to the 
factors of production that are denied to factors of production that are denied to 
competitorscompetitors

Asymmetry Asymmetry –– when one participant in a market when one participant in a market 
has more resources than othershas more resources than others
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Market StrategyMarket Strategy

A plan that details how a company intends to A plan that details how a company intends to 
enter a new market and attract customersenter a new market and attract customers

Best business concepts will fail if not properly Best business concepts will fail if not properly 
marketed to potential customersmarketed to potential customers

Organizational DevelopmentOrganizational Development

Describes how the company will organize the Describes how the company will organize the 
work that needs to be accomplishedwork that needs to be accomplished

Work is typically divided into functional Work is typically divided into functional 
departmentsdepartments

Move from generalists to specialists as the Move from generalists to specialists as the 
company growscompany grows
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Management TeamManagement Team

Employees of the company responsible for Employees of the company responsible for 
making the business model workmaking the business model work

Strong management team gives instant Strong management team gives instant 
credibility to outside investorscredibility to outside investors

A strong management team may not be able to A strong management team may not be able to 
salvage a weak business model, but should be salvage a weak business model, but should be 
able to change the model and redefine the able to change the model and redefine the 
business as it becomes necessarybusiness as it becomes necessary

Categorizing ECategorizing E--commerce Business Modelscommerce Business Models

No one correct wayNo one correct way

We categorize business models according to eWe categorize business models according to e--
commerce sector (B2C, B2B, C2C)commerce sector (B2C, B2B, C2C)

Type of eType of e--commerce technology used can also commerce technology used can also 
affect classification of a business modelaffect classification of a business model

Some companies use multiple business models Some companies use multiple business models 



SWE 444 – Internet & Web App. Development

Dr. Abdallah Al-Sukairi  - KFUPM

11

B2C Business ModelsB2C Business Models

B2C Business Models: PortalB2C Business Models: Portal

Offers powerful search tools plus an integrated Offers powerful search tools plus an integrated 
package of content and servicespackage of content and services

Typically combines Typically combines 
subscription/advertising/referral/transaction fee  subscription/advertising/referral/transaction fee  
revenue modelrevenue model

May be general May be general 
Ex: AOL, MSN, Yahoo

or specializedor specialized
Ex: Sailnet
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A Portal Example: GoogleA Portal Example: Google

Founded in 1998 by 2 Stanford grad studentsFounded in 1998 by 2 Stanford grad students

Focused solely on search engine business in Focused solely on search engine business in 
contrast to Yahoo, MSN, AOLcontrast to Yahoo, MSN, AOL

2000, introduced tiny paid advertising boxes on 2000, introduced tiny paid advertising boxes on 
the right of Search Results pagethe right of Search Results page

Feb 2002, began to allow firms to bid for Feb 2002, began to allow firms to bid for 
placement and added sponsored links at top of placement and added sponsored links at top of 
Search Results pageSearch Results page

B2C Business Models: EB2C Business Models: E--tailertailer

Online version of traditional retailerOnline version of traditional retailer

Sales revenue modelSales revenue model

Types include:Types include:
Virtual merchants: online retail store only

Ex: Amazon.com
Clicks and bricks: online distribution channel for a company that 
also has physical stores;

Ex: Barnes&Noble, WalMart
Catalog merchants: online version of direct mail catalog

Ex: LLBeane
Manufacturer-direct: manufacturer selling directly over the Web

Ex: Dell.com
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B2C Business Models: Content ProviderB2C Business Models: Content Provider

Information and entertainment companies that provide Information and entertainment companies that provide 
digital content over the Webdigital content over the Web

Ex: WSJ.com, Ex: WSJ.com, CNN.comCNN.com

Second largest source of B2C eSecond largest source of B2C e--commerce revenue in commerce revenue in 
20022002

15% of online sales
More Internet users go to on the Web to retrieve information 
than to purchase goods (80% vs 53%)

Typically utilizes an subscription, pay for download, or Typically utilizes an subscription, pay for download, or 
advertising revenue modeladvertising revenue model

B2C Business Models: Transaction BrokerB2C Business Models: Transaction Broker

Processes online transactions for consumersProcesses online transactions for consumers

Primary value proposition Primary value proposition –– saving of time and saving of time and 
moneymoney

Typical revenue model Typical revenue model –– transaction fee transaction fee 

Industries using this model:Industries using this model:
Financial services (E-Trade)
Travel services 
Job placement services (Bayt.com)
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B2C Business Model: Service ProviderB2C Business Model: Service Provider

Offers services onlineOffers services online
Ex: FreshDirect, xDrive.com

Value proposition Value proposition –– valuable, convenient, timevaluable, convenient, time--
saving, lowsaving, low--cost alternatives to traditional cost alternatives to traditional 
service providersservice providers

Revenue models Revenue models –– subscription fees or onesubscription fees or one--time time 
paymentpayment

B2C Business Models: Community ProviderB2C Business Models: Community Provider

Sites that create a digital online environment Sites that create a digital online environment 
where people with similar interests can transact, where people with similar interests can transact, 
communicate, and and receive interestcommunicate, and and receive interest--related related 
information.information.

Typically rely on a hybrid revenue modelTypically rely on a hybrid revenue model

Examples:Examples:
Epinions.com
About.com
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C2C Business Model: Market CreatorC2C Business Model: Market Creator

Uses Internet technology to create markets that Uses Internet technology to create markets that 
bring buyers and sellers together bring buyers and sellers together 

Examples:Examples:
Priceline.com
eBay.com

Typically uses a transaction fee revenue modelTypically uses a transaction fee revenue model

B2B Business ModelsB2B Business Models
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B2B Business Models: EB2B Business Models: E--distributordistributor

Company that supplies products and services Company that supplies products and services 
directly to individual businessesdirectly to individual businesses

Owned by one company seeking to serve many Owned by one company seeking to serve many 
customerscustomers

Examples: Examples: 
Grainger.com
geae.com

B2B Business Models:B2B Business Models:
EE--procurement Companiesprocurement Companies

Create and sell access to digital electronic Create and sell access to digital electronic 
marketsmarkets

Examples:Examples:
Ariba
CommerceOne

Revenue model: transaction fees, or annual Revenue model: transaction fees, or annual 
licensing feeslicensing fees
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B2B Business Models:B2B Business Models:
Exchanges (B2B Hubs)Exchanges (B2B Hubs)

An electronic digital marketplace where suppliers and An electronic digital marketplace where suppliers and 
commercial purchasers can conduct transactionscommercial purchasers can conduct transactions

Usually owned by independent firms whose business is Usually owned by independent firms whose business is 
making a marketmaking a market

Generate revenue by charging transaction feesGenerate revenue by charging transaction fees

Usually serve a single vertical industryUsually serve a single vertical industry

Number of exchanges has fallen to around 700 in 2003Number of exchanges has fallen to around 700 in 2003

Example:Example:
Viacore.net

B2B Business Models:B2B Business Models:
Industry ConsortiaIndustry Consortia

IndustryIndustry--owned vertical marketplaces that serve owned vertical marketplaces that serve 
specific industriesspecific industries

Horizontal marketplaces, in contrast, sell Horizontal marketplaces, in contrast, sell 
specific products and services to a wide range specific products and services to a wide range 
of industriesof industries

Leading example: Leading example: CovisintCovisint, auto part exchange , auto part exchange 
(backed by Daimler Chrysler, Ford, General (backed by Daimler Chrysler, Ford, General 
Motors,  Citroen,..Motors,  Citroen,..
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B2B Business Models:B2B Business Models:
Private Industrial NetworksPrivate Industrial Networks

Digital networks (usually, but not always InternetDigital networks (usually, but not always Internet--based) based) 
designed to coordinate the flow of communications designed to coordinate the flow of communications 
among firms engaged in business togetheramong firms engaged in business together

Single firm network: the most common form Single firm network: the most common form 
Suppliers can monitor the sales of their goods, inventory, 
status of shipment, settle payments 
Ex: WalMart, Daimler Chrysler (over 20,000 suppliers)

IndustryIndustry--wide networks: often evolve out of industry wide networks: often evolve out of industry 
associations associations 

Ex: World Wide Retail Exchange (WWRE)

PeerPeer--toto--Peer (P2P) Business ModelsPeer (P2P) Business Models

Links users, enabling them to share files and Links users, enabling them to share files and 
common resources without a common servercommon resources without a common server

Challenge is for P2P ventures to develop viable, Challenge is for P2P ventures to develop viable, 
legal business modelslegal business models

Example: Kazaa; NapsterExample: Kazaa; Napster
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MM--Commerce Business ModelsCommerce Business Models

Takes traditional eTakes traditional e--commerce business models commerce business models 
and leverages emerging new wireless and leverages emerging new wireless 
technologiestechnologies

Key technologies are telephoneKey technologies are telephone--based 3G, based 3G, 
WiWi--FiFi, and Bluetooth, and Bluetooth

EE--commerce Enablerscommerce Enablers

Internet infrastructure companies: companies Internet infrastructure companies: companies 
whose business model is focused on providing whose business model is focused on providing 
infrastructure necessary for einfrastructure necessary for e--commerce commerce 
companies to exist, grow and prospercompanies to exist, grow and prosper

Provide hardware, software, networking, Provide hardware, software, networking, 
security, esecurity, e--commerce software systems, commerce software systems, 
payment systems, databases, hosting services, payment systems, databases, hosting services, 
etc.etc.
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MiniMini--case:case:
Encyclopedia BritannicaEncyclopedia Britannica

The worldThe world’’s premier s premier encyclopediaencyclopedia

Large, expensive (US$1000), sold doorLarge, expensive (US$1000), sold door--toto--doordoor

Introduction of CDsIntroduction of CDs
Microsoft Encarta
Britannica’s CD version more expensive

MiniMini--case: case: 
Encyclopedia BritannicaEncyclopedia Britannica

Online TransitionsOnline Transitions
1994: Britannica debuts on the Web with Britannica Online, 
a subscription service for colleges and universities.

1995: Britannica extends the service to consumers, offering 
an annual subscription for $150 and eventually reducing the 
price to $50.

October 1999: Britannica launches Britannica.com, offering 
the full text of the
encyclopedia for free and relying on advertising for 
revenues.

2000: Britannica.com repositions itself as a portal, offering 
general information on a wide variety of topics designed to 
bring in as much traffic as possible.



SWE 444 – Internet & Web App. Development

Dr. Abdallah Al-Sukairi  - KFUPM

21

MiniMini--case: case: 
Encyclopedia BritannicaEncyclopedia Britannica

March 2001: Britannica.com goes back to its roots, focusing 
on education, learning and reference, and plans to charge 
for its services again.

July 2001: Britannica.com begins charging for the full text of 
the encyclopedia.

September 2001: Britannica launches 
BritannicaSchool.com, a subscription site aimed at 
elementary and secondary schools.

March 2002: Britannica introduces Britannica Online School 
Edition, a subscription site for school libraries and 
classrooms.
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