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Abstract 
Many companies are seeking ways of integrating products and services in their offerings to 
become more competitive. This is a transition towards a Product-Service System, where 
the product no longer necessarily becomes the only central part. This thesis aims to study 
how a company can design its Business Model to exploit the potential of a Product-Service 
System. This purpose has been answered through an understanding of theories in the field 
of Product-Service Systems and Business Models. The data collection was done through 
two case studies involving qualitative semi-structured interviews with business 
professionals with insights in a company’s Business Model and a Product-Service System. 
The main case company for this thesis is BAE Systems Hägglunds, while BAE Systems 
Global Combat Systems and Koneo were investigated in order find further empirical 
evidence in relation to the thesis purpose.  In order to facilitate the empirical research, a 
framework for data collection and analysis was developed. Previous research within the 
field constituted the base and it was therefore used in a deductive approach to facilitate 
data collection and analysis. The most important findings in this study is that the Business 
Model needs to handle a more comprehensive value offering since companies tend to add 
additional value, while taking over customers activities when adopting a Product-Service 
System. This demands closer collaboration with customers and PSS providers, and the 
Business Model will have to focus on relationships in a wider extent. The ability to be 
profitable is a main concern and companies need to consider costs throughout the entire 
lifecycle, focus on proactive management, as well as considering risk-transfer in order to 
decrease the risks incorporated in the value proposition. This thesis determines that the 
change to a Product-Service System will have large organizational implications and thus 
affect many factors in a company’s Business Model. 

Key words:   
Product-Service System, Business models, Life cycle cost, Proactive management, 
Partnership in a supply network, Value in use and Principal agent. 
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1 Introduction 
This chapter will give the reader an introduction to the background based on the research area, which will lead 
to a problem discussion and furthermore into research questions based on the problem discussion. 

1.1 Background 
In today’s competitive and global business environment, certain trends have led to a shift in 
what companies’ offers and more specifically deliver to their customers in terms of value 
(Rothenberg, 2007). According to Yoon, Kim, & Rhee (2012), these trends derives from that 
manufacturing firms in developing countries, with lower labor costs compared to industrialized 
countries, exports their low cost manufacturing in order to become more competitive and gain 
market shares. This requires manufacturing firms in industrialized countries to rethink their 
way of doing business in order to be profitable (Mont, Dalhammar, & Jacobsson, 2006). Mont, 
Dalhammar & Jacobsson (2006) argue that this is due to the plummeting margins that 
manufacturing firms in developing countries has created. According to Bandinelli & Gamberi 
(2012), and Meier, Roy, & Seliger (2010), the companies affected by these trends have, in order 
to keep up with their competitiveness, started to focus on the customer in a wider perspective. 
Historically, companies delivered a desired tangible output (product), on a transactional basis 
that met the stated needs of the customer (Gebauer, 2009). However, this goods-dominant 
view of delivering value to the customer has changed, to a more service-dominant view, in 
which intangibility, exchange processes, and relationships are factors to consider in order to be 
successful in the long-term (Vargo & Lusch, 2004). More specifically and in order to 
counteract on the low labor costs that manufacturing firms, situated in developing countries 
benefits from, Bandinelli & Gamberi (2012) argue that an increased customer focus is a good 
way to maintain competitiveness.   

According to Brax (2005), the trend towards a more service-dominant offering is due to the 
change of industrial customer demand, where customers request goods and services in 
integrated solutions. Due to this, there is an increasing trend among manufacturing companies, 
and especially high-technology companies, to put less focus on manufacturing products and 
instead focus on an added value to customers through the deliveries of services (Yoon, Kim, & 
Rhee, 2012). The added value through services relates to intangible aspects including 
technological improvements, intellectual property etcetera, which help providers to 
differentiate and diversify their products and thus meet customers’ demands (Mont, 2002). An 
enhanced product-service offering, in an integrated solution, is a way to gain revenues for 
traditional manufacturing companies, which Neely (2007) confirms in an analysis of 12,521 
companies with over 100 employees from the OSIRIS1 database. The comparison of revenues 
in these firms shows that companies with integrated solutions have significant higher revenues 
than those with just a product-focus. This confirms that a combination of products and 
services lead to much higher revenues (Neely, 2007). In fact, services are also one of the most 
important growth factors in industrialized companies. In United States the recorded 
percentage of GDP from services was in 2005 76%, in Germany 70% and in Japan 69% (Meier, 
Roy, & Seliger, 2010). The development of integrated solutions could therefore be interpreted 
as a mean for further growth and gained revenue.  

                                                
1 OSIRIS database provides income statements, balance sheets, cash flow statements, and ratios. This 
includes news, ownership, subsidiaries, ratings, earnings estimates, stock data, additional industry codes 
(Dow Jones Global Indexes), and access to regulatory filings for U.S. companies. 
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The change in focus, in terms of a service-dominant view of delivering value, has from a 
customer perspective led to that risks and uncertainties have been reduced (Baines, et.al., 2007). 
Companies that could share the risk with their customers are therefore considered to be 
favorable, which increases customer incentives to choose a specific supplier (Baines, et.al., 
2007. This change of focus could according to Mont, Dalhammar, & Jacobsson (2006) be 
related to the concept of product-service system, hereinafter called PSS, and defined as: 

 “A marketable set of products and services capable of jointly fulfilling a user’s need. The product/service ratio 
in this set can vary, either in terms of function, fulfillment or economic value” 

To give a deeper clarity and understanding of the concept of PSS, the next section of the 
background will include an elaboration of this concept and moreover describe how PSS affects 
an organization in its daily operation. 

 Product-Service Systems 1.1.1
A PSS can be based on three different approaches; product-, use-, and result-oriented (Tukker, 
2004). The following table describes each of these categories and what respectively category 
involves. 

Table 1 – Three categories of a PSS (Yoon, Kim, & Rhee, 2012) 

Category Description 
Product-oriented PSS Centering on the product with support from 

additional services 
Use-oriented PSS Focusing on the use of existing products in 

different approaches 
Result-oriented PSS Dealing with agreements of possible outcomes 

without a product involvement 
 
Depending on the content of products and services that are included in an offering, which is 
presented through the interface between value mainly in product content, and value mainly in 
service content, the PSS approach varies (Baines, et.al., 2007; Yoon, Kim, & Rhee, 2012; 
Tukker, 2004). To form a deeper understanding of these categories, each of them are described 
in the text below. 

According to Baines et al. (2007) and Yoon, Kim & Rhee (2012) the three categories presented 
in Table 1 above are the main parts of a PSS. In a product-oriented PSS the customer offering is 
largely associated to the product itself and a company is promoting/selling a product in a 
traditional manner. Although additional product-related services such as after-sales, 
maintenance contracts, guarantee functionality, take-back agreements etcetera could be 
included; products and services are not fully integrated (Tukker, 2004).  

The use-oriented PSS approach concerns the use of existing products. Products are still central 
but the ownership has shifted from the customer towards the solution provider (Baines, et al., 
2007; Yoon, Kim, & Rhee, 2012). Thus, products are made available for the customers in other 
forms e.g. product leasing, renting or pooling (Tukker, 2004). In a product lease, the provider 
is often responsible for maintenance, repair and control, while the leasee pays a fee to use the 
product. Product renting resembles leasing but the difference is that a user does not have 
individual right to the product; other actors can therefore use the product sequentially. Product 
pooling resembles both leasing and renting but instead a product can be used simultaneously 
of a number of users (Tukker, 2004). In this category, companies intend to maximize the use 
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of a product, meet the customers demand and extend the product life and the material 
included (Baines, et al. 2007; Yoon, Kim, & Rhee, 2012).  

A result-oriented PSS is concerned about the agreements of desired outcomes with the customer 
(e.g. companies that sell a “pleasant climate” in offices instead of gas or cooling equipment) 
without stating how the product is involved (Yoon, Kim, & Rhee, 2012; Tukker, 2004). This 
means that the provider of the offering maintains the ownership of the product, whilst the 
customer pays for the agreed results (Baines, et al., 2007).  

When a company adopts PSS as a business approach, products and services are combined into 
integrated solutions where services can be seen as add-ons to the core product and should 
therefore be developed subsequently (Meier, Roy, & Seliger, 2010). According to Yoon, Kim, 
& Rhee (2012), the conceptual approach of PSS has evolved from the traditional product-
service mix in which the add-ons of services is an extension of the ordinary product. Morelli 
(2003) argues that depending if the focal company mainly is focusing on delivering products, 
the transitioning process towards a more service-dominant approach could be referred to as 
‘Servitization’. Specifically, this means that the focal company is adding services in addition to 
the products and thus combining products and services in their offerings to the customers. 
Within this, the author describes that this process in a large extent involves making the 
material component inseparable from the service system. Hence, this explains the combination 
of products and services into an integrated solution (Meier, Roy, & Seliger, 2010).  

It is described that a PSS can result in increased revenues, but many companies have 
experienced that the profit decreases during a products whole lifecycle due to the new costs 
that arises. That implicates a need to understand the whole lifecycle costs along with associated 
uncertainties in order to achieve a higher profit (Meier, Roy, & Seliger, 2010; Neely, 2008). To 
be able to get this understanding of the lifecycle costs, Meier, Roy, & Seliger (2010) argue that 
companies need to become more proactive in their risk management by a collection of data of 
the products continously. Due to this, Kujala et al. (2011) and Martinez et al. (2010) argue that 
a shift in offerings and thus an emphasis on PSS correspondingly means a shift in how a 
company, on a daily basis, performs internal and external activities. This will therefore have an 
affect on an organizations transitioning towards a PSS business approach.  

PSS and its influence on an organization 
Oliva & Kallenberg (2003) argue that a different view of the value offered to the customers, in 
this case the ratio between products and services included in an offer, and a transition into a 
PSS business approach constitutes of several managerial challenges. Services not only require 
new organizational principles and structures, but it will also affect a company’s business model 
(BM) and its focus from pure transaction- to relationship-based (Oliva & Kallenberg, 2003). 
Due to this, the relationship that a company has towards its customer will need to change since 
a use-, or result-oriented PSS approach involves taking over responsibilities and activities that 
the customers historically has managed themselves. In PSS literature, Grönroos (2008), 
Macdonald et.al (2011), and Sandström et.al. (2008) describe that the relationship a PSS 
provider has with its customers in a large extent involves creating value together with its 
customers through a co-creational process. Hence, this type co-creation requires an 
organization to rethink the current customer relationships. 

The three different PSS approaches mentioned earlier has different ways of generating revenue 
to the focal firm. The product-oriented PSS will generate revenue from the sales of products 
and services separately, while the use-oriented PSS will generate revenue through the use of a 
product including services and thus be paid on availability, while the result-oriented PSS will 
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generate revenue on an agreed outcome (Yoon, Kim, & Rhee, 2012; Tukker, 2004). Due to 
this, a company transitioning towards a PSS will need to consider how they intend to generate 
revenues. 

Mont (2002) further argues that the transition to PSS might change the property rights, since 
customers are more interested in the use-phase of the lifecycle, whereas the ownership of the 
product itself could belong to the provider. In fact, the takeovers of customer responsibility 
usually lead to new BMs and thus affect companies widely. This is however surrounded of 
financial risks, due to the proliferation of cost during the lifecycle, but also because of hidden 
costs arising from the transition and the cost impact of obsolescence (Meier, Roy, & Seliger, 
2010). It is also important that costs and the drivers of those are managed in the company. 
Within this, being proactive rather than reactive in all activities related to costs are important 
since a PSS business approach, in most cases, involves taking over responsibilities from the 
customers and thus risks and costs (Meier, Roy, & Seliger, 2010). To mitigate the risks that 
could occur when taking over responsibilities from the customers, risk-sharing partnerships are 
common to establish in a PSS context (Rojo, Roy, & Shehab, 2010). 

To summarize what has been presented in this section regarding PSS, it can be said that PSS in 
a large extent is based on the product-, use-, and result-oriented PSS approach. Furthermore, a 
company transitioning towards PSS will need to consider that it will impact the relationship 
they have and moreover need to establish with its customers. In addition to this, the ways the 
company generates revenues will change and also the activities necessary to focus on with 
regard to both these as well as costs and being proactive. It was also described that one way of 
mitigating the risks that could occur in a PSS business approach is to establish a partnership 
with an external actor and thus share and spread the risks. The factors mentioned regarding 
how a PSS affects an organization has a connection to BM since they influence internal and 
external activities performed in an organization. Therefore, the next section of this chapter will 
be based on this understanding and includes an elaboration of the concept of BM since it is 
clear that a transition towards PSS will impact the organization and thus the BM. The concept 
of BM’s will therefore be explained to give a deeper understanding of what a BM constitutes of. 

 Business models 1.1.2
This thesis will use Osterwalder & Pigneur’s (2010) Business Model Canvas from the book 
Business Model Generation, which has been developed together with 470 different business 
professionals in 45 countries. Instead of creating an own BM framework, compiled from a 
number of authors, the Business Model Canvas will be used accordingly. The Business Model 
Canvas is useful for this thesis and is also seen as reliable and valid since it is compiled from 
many other author’s thoughts about a BM and thereby derived from a multitude of sources. 
This thesis will therefore use the BM definition stated by Osterwalder & Pigneur (2010), 
presented below: 

”A business model describes the rationale of how an organization creates, delivers, and captures value” 

According to Osterwalder & Pigneur (2010), the components of a BM involves a company´s 
customer segment, value proposition, channels, customer relationship, key resources, key activities, revenue 
streams, cost structure, and key partnership. When transitioning towards a PSS business approach, 
this does in most cases lead to that the company would need to change its business model 
from a traditional one, focusing on delivering value through mainly tangible products, to a one 
focusing on delivering value through integrated solutions (Rothenberg, 2007; Teece, 2010). 
Hence, the business model concept is by many scholars considered to be one of the most 
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important factors for businesses to consider when re-thinking their way of creating value for 
customers.  

In this section, the background to the thesis has been presented to give the reader an overview 
to the situation facing many companies worldwide. In particular, the trends that traditional 
manufacturing companies are being affected by relates to the concept of PSS. When embracing 
PSS many organizational factors related to the BM will be influenced, meaning that the BM is 
an important factor to consider when transitioning towards PSS. The next section will 
therefore involve a problem discussion of PSS in relation to BM. 

1.2 Problem discussion 
Many companies, mostly from developing countries, have radically changed the way that 
companies are doing business due to the possibility of low labor costs. Due to this, it is hard to 
compete on price as the main factor, and many business professionals are consequently 
investigating the opportunity to compete in a different way. Thus, delivering more knowledge 
intensive products and services to sustain the competitive edge is considered as a possible 
counteraction (Yoon, Kim, & Rhee, 2012). A way to sustain a competitive edge and to meet 
customer’s demands is to embrace the concept of PSS and thus offer goods and services in 
integrated solutions. However, the implementation of PSS will have large implications on the 
whole organization including the organizational structure and culture (Martinez, et.al., 2010).  

If a company is going to implement a PSS business approach and thus shift towards offerings 
that are based on integrated solutions, this will affect the company’s internal and external 
activities (Kujala, et al., 2011; Martinez, et al., 2010). PSS will therefore affect companies and 
how they create value through integrated solutions. Within the value creation process, PSS-
companies often consider the concept of value in use since the customers co-create the value 
once they have been given the opportunity to do so through the delivered products, which 
need to be considered (Grönroos, 2008). This requires companies that are transitioning 
towards a PSS business approach to review the activities that they today use to create value, get 
revenues, handle costs, customer relationships, and acquire knowledge from external partners. 
In order to create value for the customers, it is further important to integrate service and 
production operations within the own organization (Johnstone, Dainty, & Wilkinson, 2009). 
The integration of these operations will impact several organizational factors and Kindström 
(2010) also proposes that a change to a more service-dominant company will affect the value 
proposition, where the augmented product no longer, necessarily, is the only central part. 
Within this, the value proposition a company offer their customer varies with regard to the 
different categories of a PSS (product-, use-, or result-oriented). Due to this, and since each of 
these categories involves a different approach of selling product and services, the revenue 
streams will be affected (Yoon, Kim, & Rhee, 2012; Tukker, 2004).  

Oliva & Kallenberg (2003) further argue that a different view of the value proposition and a 
transition into a service provider constitutes of several managerial challenges. Services not only 
require new organizational principles and structures, but it will also affect the BM and its focus 
from pure transaction- to relationship-based (Oliva & Kallenberg, 2003). Kujala, et.al. (2011) 
and Martinez, et.al. (2010) argue that a PSS business approach will affect a company’s internal 
and external activities and thus the BM. Hence, the components of the BM will be affected 
and mostly the ones having a correlation to PSS (Oliva & Kallenberg, 2003).  When a company 
transitions towards a PSS, the customers are seeking utility in the use-phase of the products 
instead of the products itself. Due to this, it is common that the ownership of the products will 
stay at the PSS provider and the customer will only pay for the usage of the products (Mont, 
2002). Within this a new business approach is required, since the PSS provider attains for 
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responsibilities that the customers previously accounted for themselves. Moreover and as a 
result of this, companies will be surrounded of financial risk since more responsibilities could 
lead to new costs such as hidden costs and cost of obsolescence (Meier, Roy, & Seliger, 2010). 
Hence, this will affect the BM and especially the building block related to cost structure. 
Regarding the risks that can occur when adopting a PSS approach, Rojo, Roy, & Shehab (2010) 
argue that this could be mitigated through a partnership. However, this would require a 
company to rethink how they manage activities that are shared with this partner and thus 
whom to partner with.  

It is clear that a transition to PSS will affect the BM and thus have several management 
implications. The BM, emphasizing both internal activities within the own organization, as well 
as external activities towards customers and suppliers, will therefore need to align with the 
concept of PSS in order to integrate both product and service operations in the own 
organization. However, the activities taken place when rethinking and revising the business 
model of a firm is relatively unclear (Zott, Amit, & Massa, 2010). It is therefore of interest to 
form a deeper understanding of how a BM in a PSS context can be designed. 

This section of the chapter has presented a number of considerations for this thesis to concern. 
This involves companies’ transition towards a PSS approach of doing business. Furthermore, 
the implementation process of a PSS has been described as a complex process involving 
implications for an organization to consider. A transition towards a service provider could 
result in managerial challenges, especially one in particular; how to develop a BM that fits with 
the parameters focused on in a PSS. The next section of this chapter will involve a 
presentation of the primary research problem this thesis will consider. 

1.3 Research problem 
A company’s transition from being mainly manufacturing-oriented to become service-oriented 
and thus adopt the concept of PSS will, as earlier mentioned, have several managerial and 
organizational implications. This will affect internal and external activities when creating value 
for the customers, as well as concerns about partnerships, cost structures, revenue streams, and 
customer relationships. This will therefore influence the structure of the BM and how value is 
created and delivered to the customers. This constitute the basis for this thesis, which main 
objective will be to study and get a deeper understanding of how a firm can structure its 
business model in order to exploit the potential of business models focusing on a PSS, stated 
as below: 

How can a company’s business model be designed in order to exploit the potential of a Product-Service System 
(PSS)? 

This main research problem has then been separated into three research questions in order to 
facilitate the approach of the research and structure the thesis into three main parts.  

1.4 Research questions 
In order to further clarify the scope of the thesis, the research problem have been divided into 
three separate research questions (RQ’s). First, it is important to deepen the knowledge in how 
a company can design its BM. This first RQ can be answered through an in-depth analysis of a 
current BM through interviews with a case company: 

RQ1: How can a current business model be characterized? 
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Then it is important to get a comprehensive view regarding how a business model applicable 
for PSS companies can be characterized. This is important because a company embracing PSS 
focuses on factors related to the business model and thus the alignment between these 
concepts becomes vital. By analyzing theoretical frameworks in the field of both BM and PSS, 
information regarding which components such a BM in general is built upon could be gotten. 
This is presented in RQ two below: 

RQ2: How can a business model for a Product-Service System be characterized? 

In order to recognize possibilities for the case company to develop and enhance their BM, the 
third RQ involves how the current business model is structured, presented in RQ one, whilst 
comparing the findings in RQ two in order to find possible areas for improvement. This third 
RQ will therefore investigate the alignment between RQ one and two, as presented below: 

RQ3: How can differences and similarities between a current business model, and a business model for a 
Product-Service System be characterized? 

As the research questions now have been considered, the next section will include the thesis 
delimitations.  

1.5 Delimitations 
Osterwalder & Pigneur’s (2010) BM canvas constitutes of, as earlier presented, nine different 
building blocks. However, in relation to the literature within PSS, the most essential BM 
building blocks to consider are; value proposition, customer relationship, key activities, 
revenue streams, key partners, and cost structure. The reason for why these six building blocks 
are to be considered as essential when designing a BM in a PSS environment will be presented 
below. As the thesis only will focus on these building blocks, there might be a possibility to 
miss parts of the BM that otherwise would have been important. This will also affect the 
answers to each RQ since the BM not involves all the building blocks presented by 
Osterwalder & Pigneur (2010). To give a deeper clarity in the choice of building blocks in 
relation to PSS, the ones neglected will also be presented and the reason why.  

Essential BM building blocks in relation to PSS  
The reason for why value proposition is to be considered as an essential building block in relation 
to PSS is due to the fact that a PSS aims to create value through the use of either a product-, 
use-, or result-oriented PSS approach (Tukker, 2004). Hence, this thesis considers these PSS 
approaches to equal the value proposition building block presented by Osterwalder & Pigneur 
(2010). Moreover, the key idea behind PSS is that customer demand is changing towards 
seeking utility of products and accompanying services instead of just demanding products 
(Yoon, Kim, & Rhee, 2012). This could be characterized as a value proposition, which justifies 
why the value proposition building block is an essential factor to consider when developing a 
BM in a PSS environment. To further justify why this building block is essential, the factor 
mentioned by Tukker (2004) regarding the architecture of value creation (the ratio between 
products and services in the offering), could be connected to the value proposition building 
block since this affects the value offered to the customers. In order to deliver a value 
proposition, Grönroos (2008), Macdonald, et.al., (2011), Sandström, et.al., (2008) elaborate on 
the concept of value in use. This concept could be related to the value proposition building 
block since it refers to how value is being delivered to the customer. Based on what has been 
mentioned in PSS literature, the value proposition building block will in this thesis be 
considered as an essential factor to consider when designing the BM. 
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Customer relationship is considered as an important building block in relation to PSS due to the 
fact that the value creation in a large extent involves a co-creational value process together 
with the customers (Ng & Yip, 2009; Tukker, 2004). Hence, to focus on customer relationship 
could therefore be extra important since customers is considered to be the value creator and 
furthermore determines the desired value. In this process, the customers have to move from 
being in an isolated position to being thoroughly connected to the PSS provider and thus 
active in the value creation process, instead of passive (Ng & Yip, 2009; Prahalad & 
Ramaswamy, 2004; Vargo & Lusch, 2008; Grönroos, 2008). This requires emphasis on the 
customer relationship building block in a BM in order to handle the relationship and thus the 
value creation process.  

In PSS literature, it has been stated that depending on the PSS approach (product-, use-, or 
result-oriented), the possible revenue streams are pay for product/service, pay for availability, and 
pay for outcome (Yoon, Kim, & Rhee, 2012; Tukker, 2004). Osterwalder & Pigneur (2010) 
describes that the building block of revenue streams constitutes of for example asset sale, 
usage fee, renting/leasing, and licensing. Hence, this could be related to how a PSS company in 
general charge for the value proposition which justifies why this building block is to be 
considered as essential in the design of a BM applicable for a PSS company.  

Regarding key activities as an important building block, Osterwalder & Pigneur (2010) describes 
this building block as either problem solving or production activities. Hence, this building 
block involves how to create the value proposition through internal and external activities. 
According to Johnstone, Dainty, & Wilkinson (2009), it is important to integrate service and 
production operations in order to be successful in a PSS environment. This relates to internal 
and external activities and more specifically the value proposition creation. Hence, the key 
activities building block will in this thesis be considered as an essential building block when 
designing a successful BM. 

Another important building block is the key partners, which relates to the suppliers in a supply 
chain (Osterwalder & Pigneur, 2010). A supplier makes it possible for PSS providers to create 
and deliver a greater value to the customers, since the suppliers often is incorporated in the 
product/service offered in a PSS (e.g. suppliers delivers products or services to the PSS 
provider) (Lockett, et.al., 2011). Slack, Lewis & Bates (2004) even argue that it becomes more 
important to be able to integrate the suppliers to a wider extent when delivering a PSS offer. 
Key partners are determined as an important ‘resource’ for a PSS provider and therefore the 
building block becomes even more essential when adapting a PSS. 

Baines et al. (2007) and Williams (2007) elaborate on the importance of focusing on the costs 
involved in a PSS. The reason for this is due to the fact that the more a firm focuses on PSS, 
the larger will the responsibilities and risk become (Datta & Roy, 2010). When a use- or result-
oriented PSS approach is adopted, activities and costs that the customer previously had 
responsibility for occurs at the PSS provider (Williams, 2007). In order to achieve the profit 
potential a PSS could result in, Baines (2007), Datta & Roy (2010), and Baines et al. (2007) 
argues that a focus on cost throughout the product life cycle is necessary. In relation to BM 
literature, it is important to identify all costs while operating a BM. Osterwalder & Pigneur 
(2010) elaborates on two different aspects of a company’s cost structure, namely low cost-driven, 
and value cost-driven. Since the cost structure building block of a BM involves identifying all 
costs in the BM, as well as that PSS literature describes that cost is an essential part for 
generating a profit; this building block will be considered as important when designing a PSS-
BM. 
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Neglected BM building blocks in relation to PSS 
Regarding the other parts of Osterwalder & Pigneur’s (2010) canvas; namely customer segment, 
channels, and key resources, this thesis will not elaborate on these in a wider extent in relation 
to PSS. The reason for why customer segment, channels, and key resources have been 
excluded from the BM is due to the fact that these building blocks, in the PSS literature, not 
have been mentioned. As the primary objective of this thesis is to present how a company’s 
BM can be designed in order to exploit the potential of a PSS, the focus will be on important 
perspectives mentioned in the PSS literature and thus connect them to literature in BM. Since 
the neglected BM building blocks not have been mentioned in the PSS literature, this thesis 
will not focus on them in a larger extent while designing the PSS BM. 

To clarify, the thesis will only focus on the following BM building blocks; value proposition, 
customer relationships, revenue streams, key activities, key partners, and cost structure. 
However, to facilitate the reading, these six building blocks will in this thesis be termed BM2. 

1.6 Disposition 
In Chapter 2, theories within the scope of the thesis are presented to give the reader a deeper 
understanding of the primary focus area of the thesis. In particular, this chapter serves as the 
basis for the development of the interview guide later used in order to gain knowledge for how 
business professionals view the concept of BM in relation to PSS.  

Chapter 3 describes how the thesis will be conducted in terms of purpose, approach, strategy, 
sample selection, data collection, data analysis and potential method problems that might be 
encountered. More specifically, this chapter explains how the theories presented in chapter 2 
will be connected to reality and by which method the thesis aims to solve the overall research 
problem.  

Chapter 4 elaborates on the thesis methodological approach for answering each RQ. Within this, 
it is explained how the data will be gathered for each RQ, as well as for how the analysis will be 
conducted. 

Chapter 5 provides a full presentation of the data gathered for this thesis. It will include the 
primary data, derived from semi-structured interviews with business professionals.  

Chapter 6 includes the data analysis of this thesis. It will focus on the comparison of gathered 
primary data from interviews and secondary data from articles and books. This analysis gives 
knowledge of the current situation and what important factors to consider when revising and 
developing a BM. 

Chapter 7 presents the findings and conclusion to answer the research questions and the 
purpose of the thesis will hereby be fulfilled. Information regarding how a case company could 
design their BM and thereby embrace the concept of PSS will be presented along with 
recommendations for further studies. 

1.7 Chapter summary 
In today’s competitive and global business environment, certain trends have led to a shift in 
what companies’ offers and more specifically deliver to their customers in terms of value. 
These trends relates in many aspects to the concept of PSS. When a company is transitioning 

                                                
2 Value proposition, customer relationships, revenue streams, key partners, and cost structure will in 
this thesis be titled and named BM hereinafter. 
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from a traditional transactional behavior to a one focusing on delivering integrated solutions 
(i.e. a combination of products and services), it is important to develop a BM that aligns with 
this business approach.  

In this thesis, the main objective is to examine how a companies BM can be designed in order 
to exploit the potential that a PSS could result in. In order to do so, the research has divided 
the overall research purpose into separate research questions, which will be answered 
separately to give insightful information and thus answer the overall research purpose.  

When the background, the problem discussion, the research problem, the research questions, 
the delimitations, and the thesis disposition have been described, the next chapter (literature 
overview) will include relevant theories related to the research questions.  
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2 Literature overview 
This chapter involves a literature overview in order to give the reader a deeper insight of product-service system 
and related factors including lifecycle costs, partnerships in a supply network, value in use and principal agent 
theory. In addition to that, the literature overview will include business models theories and a product-service 
systems influence on a business model. 

2.1 Product-service system 
Integrated products and services i.e. integrated solutions are the main part of a PSS. A PSS 
could be summarized through a model presented by Tukker (2004), where product/service 
content is presented in relation to three categories, see figure 2 below.  

 

Figure 1 – Main and sub-categories of a PSS (Tukker, 2004, p. 284) 

The figure describes how value is created to the customers, which is presented through the 
interface between value mainly in product content, and value mainly in service content. The 
degree of product content versus service content affects the type of value a company is 
offering to their customers. A key idea behind PSS is that the customers demands are changing 
towards seeking utility of products and accompanying services instead of just demanding 
products (Yoon, Kim, & Rhee, 2012). These shifts in demands has been embraced and 
developed into three different classifications of a PSS, each comprising a different need for the 
customer and the content of product/service differs between them according to the figure 
above. The three categories are product-oriented PSS, use-oriented PSS and result-oriented 
PSS, which have been presented in the background and is further elaborated upon in the next 
section, with focus on their respectively sub-category (Yoon, Kim, & Rhee, 2012; Tukker, 
2004; Baines, et al., 2007). 

 Product-oriented PSS 2.1.1
Product-oriented PSS contains two different concept, which is product related and advice and 
consultancy. The product related concept relates to selling a product complemented by services that 
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are needed in order to use the core product (Tukker, 2004). For example, a company that is 
focusing on selling mainly products, includes services in their offer in order to create more 
incentives for customers to choose them and thus increase switching costs. DuPont Flooring 
Systems (USA) is one company that have adopted this approach of doing business when, in 
addition to just selling floor coverings, providing total service packages to their customers. 
This could for example involve, installation, maintenance, take-back, and recycling.  

In relation to advice and consultancy within a product-oriented PSS, this relates to giving advices 
and consultancy in how to use a product in the most effective and efficient way. In particular, 
this could involve giving advice regarding the firm’s organizational structure, internal logistics, 
communications etcetera (Tukker, 2004). According to Bennet & Robson (2004), an advice is a 
special type of service that in a large perspective involve task- as well as personal-interactive 
aspects. This entails that a close relationship between the advice provider and the customer is 
necessary in order to overcome information asymmetries.  

 Use-oriented PSS 2.1.2
Use-oriented PSS is categorized through three different approaches; these are product lease, 
product renting and product pooling. Product lease means that a company leases products to 
their customers and adopts a business approach where they first purchase the actual product 
from another supplier, or produce it themselves. The produced or purchased product is 
thereafter leased to the customer, which entails that the ownership of the core product stays at 
the company. As the ownership of the product stays at the leasing company, responsibilities 
such as maintenance, damage repair or malfunctions also does. A leasing agreement usually has 
a time constraint, and in the end of this constraint the product is often sold to the customer 
that has leased it, or on the second-hand market (Mont, Dalhammar, & Jacobsson, 2006). 
According to Tukker (2004), this approach is commonly used in the car 
sharing/pooling/renting/leasing industry where the customers pays a fee to use the product 
during a specific period of time with unlimited access of using it. 

In contrast to product leasing, product renting is characterized as when a customer pays for the 
use of a product, however without unlimited access to use it (Tukker, 2004). Here the 
customers share the access of the products with other customers, which relates to the fact that 
a renting agreement in most cases does not stretch until the product is fully ‘utilized’. Hence, 
different customers successively use the product during different period of time (Esch, et.al, 
2008). 

Product pooling could be related to product renting with the exception that the product is being 
used simultaneously. Hence, the difference between product renting and product pooling is 
due to this not distinct. (Tukker, 2004) The three categories included in the use-oriented PSS 
business approach are in a large extent based upon how the company receives payment from 
the customers (Tukker, 2004). Further on Meier et al. (2010) argues that these three categories 
could be seen as separate BM, and that each category supports the BM in how to generate 
revenues based on payment agreement. Within the use-oriented PSS approach, the most 
common payment model is based on availability. This means that customers only pay for the 
time they are using the product, or pay a fixed amount ensuring that they can use the product 
in for example 95% of the cases (Meier, et al., 2010). However, Goering (1997) argues that 
when a company adopts a use-oriented PSS approach, which is based upon availability 
agreements, moral hazard abuse could appear. This could lead to that the customers are ’over-
using’ the product or using the product in a way that increases the possibility of failures. Hence, 
the fixed amount that the customer has payed will lead to that the provider needs to maintain 
or repair the product to fulfill the agreement on the contractual agreement on, for example 
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95% availability. This could lead to a decrease in profit margins instead of an increase that is 
the objective of a PSS (Goering, 1997). 

 Result-oriented PSS 2.1.3
There are three categories of a result-oriented PSS; these are activity management, pay per 
service unit and functional result. The activity management category could be characterized as 
when a customer chose to outsource an activity or part of an activity to an external actor, in 
this case to the PSS provider. When outsourcing an activity to an external actor outside the 
own organization, this requires control in order to make sure that the desired outcome is 
achieved. Hence, most of the outsourcing activities taking place are controlled through the use 
of performance indicators. An example of an activity that could be outsourced to a third party 
could be catering or office cleaning. (Tukker, 2004) 

When the pay per service unit approach is adopted, the customer does not purchase the product 
nor the use of the product. Instead, the customers purchase a specific output of the product in 
accordance to the level of use. The most common examples within this category are copier 
producers as Xerox. Within this, the provider of the copying machines takes the whole 
responsibility of making the copying function available at all times. This means that activities 
related to maintenance, paper and tuner supply, repair, and replacement are handled by the 
copier company. The customer then only pays for the units that they copy or print. Hence, the 
customer only pays for the output that the product is generating, in this case copies or prints, 
and not for the core product. (Tukker, 2004) 

Regarding functional result, this category of result-oriented PSS involves delivering an agreed 
output. In comparison to activity management and pay per service unit, the provider is utterly 
responsible for how the agreed output is achieved. To specify, a PSS provider of this category 
gets the option of deciding on how to achieve a specific output. A common example when this 
category is used could be related to office climates. Within this, the provider agrees to deliver a 
‘pleasant climate’ in offices, rather than for equipment that can accomplish this. (Tukker, 2004) 

To summarize, there are three different main categories of a PSS that each differ according to 
the value a company offers to its customers. In this section, these categories of a PSS, and their 
respectively sub-category have been presented. These main classifications of a PSS is 
concerned with satisfying different customer needs by a combination of product and services 
to provide a desired utility or function. As these categories have been presented, the next 
section of this chapter will include an elaboration of the potential benefits a PSS can result in. 
The reason for this is to form an even deeper understanding of the concept of PSS. 

2.2 Benefits of a product-service system 
Many authors in the area of PSS has determined several benefits that companies embracing 
this concept can get hold of. These benefits expressed by Mont (2002), Baines et.al (2007), 
Tukker (2004) and  (Kuo, et al. 2010) have been compiled in order to summarize the authors 
view of the concept PSS. The benefits of a PSS, presented in the Table 2 below, constitute of 
possible outcomes as a result of a successful implementation of the concept. These advantages 
are hereinafter further discussed.  
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Table 2 - Compilation of the benefits of a PSS 

Benefit Mont (2002) Baines et.al 
(2007) 

Tukker (2004) Kuo et al. 
(2010) 

Competitive edge X X X X 

Environmental 
benefits 

X X X X 

Improved relations 
with customers 

X  X X 

Financial benefits 
(profits) 

X   X 

Strategic 
opportunity 

X X   

Flexible  X   

 
The benefits mentioned through the use of a PSS have in the table above been compiled to 
give a broader view of what a PSS, if properly implemented, could result in. According to 
Table 2 the benefits, which have been mentioned frequently by different authors in the field of 
PSS, are; competitive edge, environmental benefits, improved relations with customers. 
Financial benefits, strategic opportunity, as well as flexible have to some extent also been 
mentioned as a benefit a PSS could bring. The benefits presented in the table above are further 
elaborated upon in the text below. 

Competitive edge 
A competitive edge is seen as a main benefit, however separate authors view a competitive 
edge differently. Mont (2002) argues that a PSS can be a mean to tailor a company’s offer 
according to market trends and stay competitive while the production and consumption 
pattern changes due to environmental limits, and thus retain a competitive edge. According to 
Baines et al. (2007) a company that embraces a PSS gets a competitive edge due to the 
inimitable factors that integrated solutions provide. In addition a PSS could also be a mean to 
compete against low-cost imports (Kuo, et al., 2010) and fulfill customer’s needs and create 
unique relationships (Tukker, 2004). The core of competitive advantage is a PSS ability to 
provide an added value to customers through services. This implicates that the total value of 
each offer, a company proposes to its customers, is greater for companies embracing PSS 
(Baines, et.al, 2007). 

Environmental benefits 
The environment benefits is constantly mentioned and focuses on that a PSS enables a 
provider to be responsible of a product-service during its entire life cycle (Baines, et al. 2007). 
This includes take-backs, recycling and reducing waste during a product’s life (Baines et.al. 
2007; Mont, 2002). The overall environmental impact is therefore less since services 
(maintenance, training etcetera) can provide value with less environmental impact. 

Improve relations with customers 
Since a PSS evolves from a strong emphasis on customer’s demands, it needs to be built upon 
strong connections between customer and provider. A PSS will therefore enhance and 
improve relations with customers through increased contact and a flow of information 
regarding consumer’s preferences  (Mont, 2002). Tukker (2004) argues that this will create 
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unique customer relations and enhance loyalty, which will facilitate customer retention (Kuo et 
al. 2010). 

Financial benefits 
Financial benefits are a main reason for companies to embrace the concept of a PSS. The 
possibility of a continuous cash flow and higher revenues due to a more extensive offering is a 
vital argument for a transition to a PSS. According to Meier, Roy, & Seliger, (2010), servitized 
companies tend to have explicitly higher revenue than pure manufacturing ones, while Mont 
(2002) further argues that a PSS has the potential to bring financial benefits.  

Strategic opportunity 
A PSS is viewed as a substitute to standardization and mass production and for traditional 
manufacturing companies it is claimed to provide a strategic market opportunity (Baines, et al. 
2007). It will also provide an opportunity to see new market opportunities and facilitate 
tracking of new market trends (Mont, 2002). This is due to the fact that a PSS enables a wider 
focus on customer needs during the whole life cycle of the product and thus facilitates a 
tailored offering of integrated solutions to meet these demands. Tukker (2004) also mentions 
that a focus on customers needs and PSS’s enables companies to innovate faster due to a clear 
connection between the customer and the provider. 

Flexible 
Since a service component can vary according to some specific characterizations and thus be 
adaptable to meet customer’s demands, Baines et al. (2007) argues that a provider benefits of 
being flexible. This is fundamental business benefit and a way to enhance competitive 
advantages (Baines, et al. 2007). 

The potential benefits of a PSS have now been presented in order to get a more 
comprehensive view on how a company can take advantage of this concept. However the 
implementation process will have a few barriers connected to adapting the concept of PSS, 
these are presented in the next section.  

2.3 Barriers when adopting a product-service system 
When implementing a PSS, it is important to consider which barriers that might be 
encountered in order to counteract on these and thus become more successful in the new 
business approach (Mont, 2002). Baines et al. (2007) argues that if these barriers are considered 
in an early stage of the implementation process, time- and cost-consuming activities could be 
circumvented. Hence Table 3 below describes what different authors has stated as barriers to 
consider when implementing a PSS. An elaboration of each barrier is followed after the table 
has been presented to give a deeper understanding of them. 
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Table 3 - Barriers stated by different authors in the field of PSS 

Barriers Mont (2002) Baines et. al. 
(2007) 

Rojo, Roy & 
Shebab (2010) 

Meier, Roy, 
& Seliger 

(2010) 
Organizational 
culture X X  X 

Pricing  X X X 

Risk absorption  X X X 

Complicated 
customer demand 
& buying behavior  

X   X 

Close co-operation X    

 
The most prominent barriers when implementing a PSS, presented in the table above are; 
organizational culture, pricing, and risk absorption. However, except these, the authors have 
also mentioned that complicated customer demand and buying behavior, as well as close co-
operation to be barriers to consider. These are elaborated upon in a wider extent in the text 
below. 

Organizational culture 
When pursuing a transition towards a PSS business approach, Mont (2002) argues that a shift 
in organizational culture is a necessity in order to make the transition successful. Further on, 
this means that an organizational shift requires that time and resources need to be allocated to 
support the transition. Within this transition, a lot of emphasis is to be put on changing 
traditional marketing concepts in an organization since the ratio between products and services 
increases. Baines et al. (2007) also propose that the organizational culture is the main barrier 
for organizations to consider when implementing a PSS business approach. This is something 
that Meier, Roy, & Seliger (2010) elaborate on when describing the most prominent barriers 
for successful implementation of a PSS. Hence, the organizational culture need to be 
considered when implementing a PSS and thus make the transition towards a PSS successful. 

Pricing 
Pricing is by Baines et.al (2007) considered to be one of the main barriers that companies 
pursuing a transition towards a PSS need to focus on since it is common that experience 
within this is a deficiency. To be able to make profit out of a PSS, it is a necessity to be able to 
price the offering effectively, which relates to the fact that most PSS offerings are based on 
ownerless consumption. This means that customers only pay for the use of the 
product/service, no matter the costs related to using the product/service. Hence, companies 
pricing a PSS offer need to gain experience in how to actually price an offer in order to benefit 
and thus earn a profit. According to Rojo, Roy & Shebab (2010), the pricing issue is related to 
the estimation of the costs involved in a PSS offering. The authors elaborates on the concept 
of obsolescence costs and that it is vital to be able to estimate the costs of the whole life cycle 
of the offering in order to be profitable. Meier, Roy, & Seliger (2010) approve that a profitable 
offering only is possible if the whole life cycle is considered when pricing the offering.  

Risk absorption 
In comparison to an ordinary transactional business approach where the core product is the 
main offer, a PSS entails a shift in risk absorption. The reason for this is due to that the PSS 
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provider takes over responsibilities that the customers previously assumed for, which results in 
a higher risk towards the PSS provider (Meier, Roy, & Seliger, 2010); Baines et al., 2007). These 
responsibilities could according to Baines et al. (2007) for example include maintenance, take-
back, recovery of materials, re-use, and refurbishment etcetera. Rojo, Roy & Shebab (2010) 
means that it is important to agree on the allocation of responsibilities in the contract, and 
more specifically in relation to obsolescence management. Due to this, it is important for the 
provider to consider to which extent it is ready to take over responsibilities from the customer 
and thus the risks involved in these when implementing a PSS. 

Complicated customer demand and buying behavior 
When transitioning towards a PSS business approach, it has earlier been stated that this in 
most cases is pursued due to a change in customers demand or due to reasons such as to 
ensure future revenue generation. However, Mont (2002) argues that customer demands and 
buying behavior has a complex nature and is not the way many scholars and business 
professionals expect it. More specifically, this means that the assumptions made regarding that 
customers are more interested in ownerless consumption instead of owing a product might not 
be completely true. Further on, Meier, Roy, & Seliger (2010) argue that one of the main 
barriers facing a PSS provider are the one related to understanding customer demands, as well 
as identifying all stakeholders.  

Close co-operation 
According to Mont (2002), a PSS requires the provider to focus on a close co-operation in a 
larger extent compared to when embracing a transactional business approach. However, this 
entails that the provider needs to choose the ‘right’ actors to collaborate with in order to 
achieve a high transparency, which facilitates the deliveries of the offering. In order to do so, 
Mont (2002) argues that Integrated Chain Management is a necessity for succeeding and thus a 
similar value chain. According to Lambert & Cooper (2000) the issue within close co-operation 
could be related to Supply Chain Management, which is a relevant factor to consider when 
dealing with the barrier of close co-operation within a PSS. 

When a company embraces the concept of PSS the responsibilities of the provider and the 
customer becomes harder to distinguish. It often leads to that the provider takes over activities 
that the customer used to attain for, which means that the PSS company also need to handle 
associated costs to these activities. This is presented in the next chapter that covers lifecycle 
costs within PSS.  

2.4 Lifecycle costs within PSS 
When a company embraces PSS and thus delivers integrated solutions, the revenues often 
increases because of a more extensive base of potential revenues. However many companies 
have experienced that the profit decreases during a products whole lifecycle, due to the new 
costs that arises. That implicates a need to understand the whole lifecycle costs along with 
associated uncertainties in order to achieve a higher profit. (Meier, Roy, & Seliger, 2010; Neely, 
2008) 

Therefore, lifecycle costs becomes a main concern and thus the ability to manage these costs 
(Lujing, Ke, & and Sang-Heon, 2010). This is due to the fact that PSS requires that firms take 
responsibility and involvement in phases throughout the whole lifecycle (Baines et al., 2007). 
This is furthermost a result from use- and result-oriented PSS’s, where the provider retains the 
ownership of a product and the customers either leases a product or buys an output of the 
product according to the level of use. This ownership retention has changed the view of 
products and instead of representing a profit center, the product has become cost centers that 
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creates incentives for providers to minimize associated costs with the product (Williams, 2007). 
As an example of this, the PSS provider will only get paid for the utility the product makes and 
for the time the customer use the product, and not for spare parts, maintenance tasks or other 
activities related to keeping the product durable. Since the PSS provider is responsible for 
keeping the products durable, these costs are inherent in the PSS provider’s organization. Thus, 
companies must be more aware of costs during the whole lifecycle and manage the cost-
structure more efficient in order to be profitable (Williams, 2007; Meier, Roy, & Seliger, 2010; 
Neely, 2008; Datta & Roy, 2010). However, the prediction of the whole lifecycle cost is very 
challenging.  

Costs can occur in various stage of the lifecycle and can be classified into recurring cost (e.g. 
labour, materials, machining costs etc.), non-recurring cost (e.g. equipment, facilities, capital 
goods etc.), overheads (e.g. personnel, development of personnel, infrastructure, 
administration) and hidden cost (Datta & Roy, 2010; Meier, Roy, & Seliger, 2010). Recurring 
costs, non-recurring costs and overheads are not unique for a PSS and can be estimated with 
traditional cost methods. However, hidden costs are more difficult to estimate since they 
include cost of relationship management, communication costs, cost of lack of detailed level 
data, cost of reverse logistics and cost of cultural changes or change management (Datta & 
Roy, 2010).  Other major cost factors related to hidden costs are the impact of obsolescence, 
traditionally handled by the customer. Within a PSS, obsolescence becomes the responsibility 
of the provider and the cost must be incorporated in a fixed price (Meier, Roy, & Seliger, 2010).  

The cost factor becomes increasingly important in a products lifecycle and the more services 
incorporated in the integrated solution (i.e. movement in the continuum from product- to use- 
and result-oriented PSS), the larger hidden costs, risks and uncertainty. Hence, the service 
offering increases and the ability to estimate costs become more important. According to 
Datta & Roy (2010), the ownership of costs associated with the lifecycle varies between 
solution provider and customer according to the main category of PSS (product, use and 
result). In a product-oriented PSS model, the customer is responsible for most costs while the 
provider bears design and manufacturing expenses. In use-oriented models, the provider has 
responsibility for most of the costs during the life cycle since the customer transfers the service 
responsibility to the provider. However, costs associated with the end-of-life upgrades etcetera 
are still associated to the customer. In result-oriented models, the entire cost ownership is 
transferred to the provider during the life cycle. (Datta & Roy, 2010)  

Since PSS providers tend to bear more expenses than traditional manufacturing firms, the 
ability to cut costs becomes more important. Markeset & Kumar (2001) present one way to 
minimize costs associated to the design of products, through an intense focus on 
maintainability and reliability early in a development project. This could implicate fewer design 
iterations and changes in the detail design if the issues are properly addressed. The car industry 
uses this approach in relation to the rule of ten – if a company need to change its design due to 
low reliability, the cost will increase tenfold for each stage in the life cycle. According to 
Williams (2007) modularity and upgradeability may also become more important in the design 
process. If modules and individual parts can be upgraded, repaired or replaced as a part of 
ongoing contracts, the concept to produce entirely new products and the disposal of used 
products could be less important. In addition Williams (2007) argues that firms can benefit 
from producing products with high durability, since an extended lifetime has the potential to 
bring maximum revenue through increasing sales of ‘functional units’ with minimum resources.  

When companies embrace the whole lifecycle and take over more responsibilities from the 
customer, the organization tend to be more complex. Costs occurring, along with risks and 
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uncertainty, tend to increase and organizations need of proactive management and cost 
identification to handle it. In order to emphasize the concept of PSS successful an organization 
need to strengthen their ability to analyze the whole lifecycle and thus identify critical factors 
that will affect their cost structure.  

 Proactive management in PSS 2.4.1
A firm transitioning towards a PSS business approach will as mentioned need to become more 
proactive in order to be profitable. According to Ward, Leong, & Boyer (1994), a more 
proactive approach of doing business could enhance a firms growth, profitability, as well as 
overall performance. In relation to lifecycle costs in PSS, and more specifically to hidden costs 
such as obsolescence, Rojo, Roy, & Shehab (2010) argue that proactive measures can minimize 
the influence of these costs. Hence, a company that adopts a PSS business approach need to 
find ways of becoming proactive and symptom-driven rather than reactive in order to be 
profitable. Within this, Rojo, Roy, & Shehab (2010) propose that one of the most prominent 
challenges facing PSS companies are the management of costs and risks in relation to 
obsolescene.  

One way of handling the issue in becoming proactive in the management of obsolescence is to 
focus on constantly keep track of the delivered products and systems by accurately forecasting 
how the products are being used (Sandborn, 2004). A company will therefore need to focus on 
information collection in a wider extent compared to when a reactive approach is used. 
(Sandborn, 2004). This infers that a higher degree of information exchange between a PSS 
provider and the customer exists, and moreover that this type of information is reliable and 
valid (Windahl, et.al., 2004). Windahl et.al. (2004) have examined BT Industries (Oringinally a 
Swedish manufacturer of warehouse trucks) in the area of information sharing between a 
provider and a customer. Within this, it is described that more widespread information sharing 
requires a closer relationship with the customers, focusing on co-production and a high degree 
of transparency. Industries that are highly influence by this issue are the defense as well as the 
aerospace industry since the contracts used could reach 40 years. Due to this, there is a need to 
have a strong relationship with the customers since extensive information exchange is 
necessary in order to conduct reliable and valid predictions of the products (Datta & Roy, 
2010).  

The identifcation of lifecycle costs and the need of proactive management is one way for PSS 
companies to reduce costs and risks associated with a PSS offering. However, there are also 
other ways to handle risks, described in the next section, which covers partnerships in a PSS 
supply network.  

2.5 Partnerships in a PSS supply network 
The sharing of uncertainties and risks between the PSS provider and the customers is very 
important in PSS. This is due to that PSS providers take over responsibilities from the 
customers and thus share the risk with the customer (Meier, Roy, & Seliger, 2010; Tukker, 
2004). On the other hand the PSS provider normally let other suppliers in the supply chain 
provide them with products or services (e.g. maintenance, spare parts etcetera) and thus takes a 
part of the PSS provider’s responsibility (Lockett, et.al., 2011). The suppliers therefore become 
integrated in the value proposition and it becomes important to consider the integration of 
organizations to the same extent (Slack, Lewis, & Bates, 2004). Hence, a supplier could be a 
useful resource for a PSS provider and also an enabler for risk mitigation since a PSS provider 
may transfer elements of risk to its suppliers (Lockett, et.al., 2011). 
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Companies are also starting to understand that profits can increase through a more extensive 
cooperation throughout the entire supply chain (Yao, Leung, & Lai, 2008). This opportunity 
means that companies need to rethink how they manage their relationships with the suppliers. 
If the PSS provider can acquire partnering competences that allows them to create alliances 
and partnerships with its suppliers it is also possible to deliver greater value for the customers 
(Lockett, et.al., 2011).   

Lockett et.al (2011) determine that it is important to integrate suppliers when adopting PSS. 
Otherwise it could have a negative effect on the companies and other actors in the supply 
chain. Further, Lockett et.al (2011) mention that in order to create a sustainable and profitable 
PSS it is essential to have effective information sharing across the PSS supply network. This 
could be difficult especially if the PSS provider is concerned with knowledge leakage. However, 
if a PSS provider need a supplier to support their value proposition it is also important for 
them to be able to access relevant information. (Lockett, et.al., 2011) 

Moreover, the alignment of incentives between a PSS provider and a supplier is important for 
a successful PSS offering. However, it could be difficult to achieve due to different objectives 
between different companies. A partnership in a PSS offer normally includes a risk transfer to 
the supplier and this makes it even harder to create alignment of incentives between the PSS 
provider. Therefore Lockett et.al (2011) proposes that “it was not sufficient for the PSS provider to 
develop a formal relationship with a supplier for the delivery of PSS, they also needed to align the profit incentive 
between them to achieve a successful partnership.” A transition to PSS may therefore need a profit 
incentive for the supplier in order to create a successful partnership and thus enable the 
supplier to take over a part of the risk related to a PSS offering. (Lockett, et.al., 2011) 

A possible relationship for sharing this type of incentives is a risk-revenue sharing partnership 
(RRSP). This is commonly used by Rolls Royce as a PSS provider, which has developed this 
with some of their suppliers (Lazonick & Prencipe, 2005). RRSP is further explained in the 
section below. 

 Risk-revenue sharing partnership (RRSP) 2.5.1
The concept has been developed in order to share costs and risks with partners (Rose-
Anderssen, e.al., 2008). A supplier enters this partnership trough an entry fee to take some of 
the cost and risks associated with the partnership and instead the supplier secures a percentage 
of revenue and the ability to remain in the partnership for a contracted period. The partnership 
aligns a supplier with the PSS provider since the partnerships often evolves in common goals 
and benefits between them (Scott, Hedenryd, & Buxton, 2005) 

The dream scenario with RRSP is that all risks and revenues can be shared with the partners, 
however this is often not achievable. The PSS provider may not be willing to share all 
information regarding a contract and the suppliers may not want to take particular risks, which 
leads to partial sharing relationships. (Scott, Hedenryd, & Buxton, 2005)  

The section of this chapter has explained how partnerships could be used in a PSS business 
approach to handle risks, uncertainties and become more profitable. The next section will 
focus on how value is created in a PSS environment.  

2.6 Value in use as part of a PSS 
As earlier presented, value can within a PSS context be created in different ways. In a large 
extent this relates to the three categories of a PSS, namely; product-, use-, and result-oriented. 
In the use- and result-oriented PSS approach, the customer’s value is created through a co-
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creational value process (Sandström, Edvardsson, et.al., 2008). Within this, Grönroos (2008) 
argues that customers create value for themselves, while “using” resources provided by a 
supplier. The customer does not only determine the right or desired value, the customer is 
considered to be the value creator. This approach of creating value is by many scholars 
referred to as the concept of value in use (Grönroos, 2008; Macdonald, et.al., 2011; Sandström, 
et.al., 2008). value in use 

Moreover and within the value in use concept, products are to be seen as the basis of 
delivering services. The economical exchange that the value creation provides is primarily 
about services and that services constitutes everything (Ng & Yip, 2009). In relation to PSS 
and more specifically the use- and result-oriented approach, services could be considered as 
the “core product” since the PSS provider offers a solution to a problem. This solution 
involves delivering a product by the use of services through a co-creational process with the 
customers (Ng & Yip, 2009; Tukker, 2004). As the customer is the value creator and 
determines the desired value, they have to move from being in an isolated position to being 
thoroughly connected to the PSS provider and thus active in the value creation process instead 
of passive (Ng & Yip, 2009; Prahalad & Ramaswamy, 2004; Vargo & Lusch, 2008). Ng & Yip 
(2009) and Ngo & O'Cass (2009) further argue that the value proposition that PSS providers 
offers not becomes valuable for the customer until the customer co-creates the value and 
receives the actual benefit. Hence, this type of arrangement requires that the traditional 
relationship, that have permeated manufacturing companies during the past years, need to be 
changed to a closer relationship (Prahalad & Ramaswamy, 2004).  

Within this, it is important to understand that more integration from the provider not always 
results in greater benefit for either of the parties involved. For example, if a waiter at a 
restaurant is too deeply involved in the dinner serving, the customer will at some point find 
this annoying and the value for the customer decreases (Ng & Yip, 2009). On the contrary, if 
the customer gets too involved in the dinner serving the value creation process might suffer 
since the waiter becomes confused regarding if their offering actually can fulfill the customer’s 
need. For the customer, value constitutes of several parameters and according to Ngo & 
O'Cass (2009) this foremost relates to product utility, perceived benefits over the costs, 
market-perceived quality adjusted for the relative price, and perceived beneftis over sacrifies. 
As the concept of value in use now has been elaborated, the next section will involve the 
principal-agent theory.  

2.7 Principal-agent theory 
When bundling products and services together, and when the sales of integrated solutions is 
adopted, this will affect how the customers expect and perceive the delivered solution (Spring 
& Araujo, 2009). This relates to the fact that a gap between expected and perceived delivery 
exists. According to Snyder & Nicholson (2008), information asymmetric can be related to the 
principal-agent model described in microeconomics literature. This model is concerned with 
the problem that can occur when one actor hires another to perform a set of activities. In this 
theory, a principal (in this case the actor proposing the offer/contract) hires another actor, an 
agent (the actor who decides whether to accept and perform the offer or not), to perform 
activities on their behalf. Within this, the principal cannot ensure that the agent performs the 
responsibilities that has been attained since the principal only may observe a part of the actual 
outcome (Snyder & Nicholson, 2008). According to Spring & Araujo (2009), the agent can 
within this chose to only put effort into the activities observable by the principal, which means 
that the other activities that the agent has attained for will suffer. Moreover, this could lead to 
that the agent perfoms activities in a fraudently way by pretending that these actvities are 
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throughly performed while in fact they are not. Hence, the agent can charge for unnecessary 
maintenance and repair activities which in fact does not add any extra value (Spring & Araujo, 
2009). However, in relation to PSS and to the use-, and result-oriented approach, the 
probability of this occuring is relatively low since the ownership and responsibility of ensuring 
that the products are durable stays at the provider (the agent) and all the costs inherent to a 
repair and maintenance task as well.  

A transition to PSS requires clear responsibilities between the customer, the PSS provider and 
eventual partners. However, it will also have other managerial implications that will impact a 
company’s BM. The next section of this chapter will therefore involve a presentation of the 
concept of BM to give a deeper understanding of this. 

2.8 Business models 
The term business model is a relatively new concept, and has during the recent years been 
evolving to become a more widespread and examined field (Zott, Amit, & Massa, 2010). The 
increased emergence for business models could according to Zott, Amit, & Massa (2010) be 
derived to the advent of Internet in the mid 1990s, a rapid growth in emerging markets, as well 
as expanding industries and organizations dependent on post-industrial technologies. However, 
different authors, have different opinions regarding what a business model actually is. 
Depending on which authors definition of the concept of business models, the including 
components varies. 

As earlier presented this thesis will use Osterwalder & Pigneur (2010) definition of a BM, 
which describes that: ”A business model describes the rationale of how an organization creates, delivers, and 
captures value” 

This wide definition is covered through nine building blocks, which interprets the way a 
company intends to make money. These nine areas covers four different parts of a companies 
business: customers, offer, infrastructure and financial viability. In the next section the 
structure of a BM will be covered using the framework of the building blocks this thesis will 
focus on (Osterwalder & Pigneur, 2010). However, in chapter 1 section 1.5 Delimitations, it 
has been presented that this thesis only will focus on six of the building blocks presented by 
Osterwalder & Pigneur (2010), namely; value proposition, customer relationship, revenue 
streams, key activities, key partners, and cost structure.  

 Structure of a business model 2.8.1
This section of the chapter involves an elaboration of the six building blocks this thesis will 
consider. These building blocks are assumed building blocks of a BM that could have a 
correlation to PSS. The different building blocks this thesis will consider (value proposition, 
customer relationship, revenue streams, key activities, key partners, and cost structure) are 
described below in a deeper extent in order to clarify the concept of BM. These six blocks are 
to some extent mentioned by other authors in the field of BM (Zott, Amit, & Massa, 2010; 
Teece, 2010; Chesbrough, 2007).  

Value proposition 
According to Osterwalder & Pigneur (2010), the value proposition constitutes of how a 
company decides to bundle products and services so that value is created for a customer within 
a specific segment. Due to this, the value proposition building block can be considered the 
reason for why a customer decides to use a specific supplier. Within this, Osterwalder & 
Pigneur (2010) argue that the value proposition needs to solve a problem that the customer has, 
or to generate benefits that the other companies cannot offer. Further on, the value 
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proposition is an aggregation, or bundle, of benefits that a company offer their customers.  A 
value proposition can also be classified as innovative due to the new features or benefits that is 
gained through the deliveries of the proposition. Apple Inc. is a company that over and over 
develop and enhance their value propositions so that customers, that in the beginning does not 
believe that the specific proposition can deliver any extra value, becomes interested an aware 
of the proposition due to unique features (the launch of the iPad).  

More specifically, a value proposition is one of the cornerstones in a BM. The reason for this is 
that the value proposition could be referred to as the value creator for the end customer. In 
order to do so, the value proposition constitutes of a distinct mix of elements that together 
solves a need, conscious or unconscious. Osterwalder & Pigneur (2010) describe that a value 
proposition could be either qualitative (design, customer experience etcetera) or quantitative 
(price, speed of service etcetera). In relation to a PSS, the following elements could be referred 
as value creators to consider when designing the BM and in particular the value proposition; 

• ‘Getting the job done’ 
• Risk reduction 
• Cost reduction 
• Performance 
• Customization  
• Usability 

The ‘getting the job done’ element is particularly interesting in relation to a PSS due to the fact that 
Rolls-Royce (airline segment) uses this as the main incentive for customers to chose them as a 
supplier. Within this, Rolls-Royce has adopted the concept of power-by-the-hour, which 
involves charging for every hour the engine runs. Hence, they attend that the engines are 
available for use at every occasion the customer wants. Rolls-Royce therefore offers their 
customers a total care package, which includes responsibility for risk and maintenance. By 
making the engine available at all times, the customers can within this focus on its core 
operation, namely to fly the airplanes. Further on, this approach incentivizes Rolls-Royce to at 
all times make the engine available since they are charging the customers for every hour the 
engine runs. (Neely, 2008; Osterwalder & Pigneur, 2010)  

Regarding risk reduction, this value proposition element refers to decreasing risks that customers 
might incur during a purchase of a product or service. In the consumer market, this could be 
related to when a person is buying a used car and within this agreement gets a one-year service 
guarantee. Hence, the risk the buyer incurs when buying the car decreases due to that the 
supplier ensures to maintain and repair the car if breakdowns occur. (Osterwalder & Pigneur, 
2010) 

By reducing costs for the customers, value can be created. Hence, it is important to consider the 
cost side of an offering when creating a value proposition. If a value proposition can reduce 
costs that the customers previously had, this gives incentives for customers to choose a 
supplier that can attend this. An example that Osterwalder & Pigneur (2010) describes relates 
to the online store Salesforce.com. Salesforce.com offers the customers a CRM application, 
which relieves the customer from handling the purchase, the installation, and the management 
of the CRM software themselves. 

Performance as a value proposition element has traditionally been a common way of creating 
value to customers, both within a product and service perspective. This value proposition 
element could either be related to developing a product or service with a high performance 
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capability that the customer values, or to improve performance of current products and 
services. Hence, this could be done through proactive maintenance. (Osterwalder & Pigneur, 
2010) 

During the recent years, customizing products and services to specific needs of different 
customer segments has increased. This is something that customers value due to that their 
specific needs are met by a tailored product or service. In this specific value proposition 
element, the concept of customer co-creation and mass customization is commonly used. The 
reason for this is due to that the provider gets the possibility of tailoring their products and 
services to satisfy a specific need, while still taking advantage of economies of scale. Hence, it 
is important to consider whether the BM and specifically the value proposition should be 
based upon customization or not, in order to create value for the customers. (Osterwalder & 
Pigneur, 2010) 

Usability is one element that can be used to create value for customers and thus need to be 
considered when designing the value proposition in the BM. This element relates to making it 
easier and more convenient to use products or services, which in the end creates value for the 
customer. Apple adopted this value proposition approach when they launched the iPod and 
iTunes. This allowed the users to search, buy, download, and listen to digital music that 
otherwise should have been purchased from different companies. Hence, Apple could through 
this value proposition approach increase switching costs since they offered all the services in 
the same place. (Osterwalder & Pigneur, 2010)  

Customer relationships 
In the BM, it is important to decide upon which type of relationship the company wants to 
establish with each customer segment. In order to do so, it is important to agree upon what the 
relationship aims to achieve; customer acquisition, customer retention, or boosting sales. 
Osterwalder & Pigneur (2010) argue that this building block deeply influence the overall 
customer experience and thus the value that is created to the customers. Further on, 
Osterwalder & Pigneur (2010) describe that there are different types of customer relationships, 
and that each one of them can co-exist in the relationship with a specific customer. The 
different types of relationships that can exist between a company and its customer segment are 
for example;  

• Personal assistance 
• Dedicated personal assistance 
• Co-creation.  

Personal assistance relates to when the relationship is based upon a high degree of human 
interaction. Through this approach, the customer can communicate with the supplier directly 
through a customer representative. Hence, this allows the customer to easier solve problems 
that otherwise would have taken more time to solve. Another type of relationship similar to 
personal assistance is dedicated personal assistance. However, this relationship involves dedicating a 
customer representative to an individual customer, also known as key account manager 
(Osterwalder & Pigneur, 2010). In customer relationship management literature, this approach 
is only used when important customers are being served due to the fact of their importance on 
the revenues (Peelen, 2005). Regarding a co-creation relationship, this relates to when a company, 
together with its customers co-creates the product or service so that it will meet the customer 
requirements in a better way. This type of relationship can be seen as an action to avoid 
customer churn and moreover to increase the customers switching costs through the effort 
both the provider and the customer puts in. (Osterwalder & Pigneur, 2010) 
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Revenue streams 
A revenue stream is a building block that emphasizes the cash a company can generate from a 
specific customer. In a BM, two different types of revenue streams can be characterized. These 
are transactional revenues, which occurs from a one-time customer payment and recurring 
revenues, which results from ongoing payments for a value proposition. There are many 
different ways to generate these revenues, but some particular ways could be the following; 

• Asset sales 
• Usage fees 
• Renting or leasing 
• Licensing 

Asset sale is a commonly used revenue stream that concerns the sale of a physical product 
through a change of ownership. Usage fee generates revenue through the use of a particular 
service. The more a service is used, the larger revenue. Many telecom companies or hotels use 
this approach and let customers pay according to the time spent using their service offer (i.e. 
minutes on the phone or number of nights). In addition to this, renting or leasing creates a 
revenue stream through granting a customer the right to use an asset for a definite time in 
return for a fee. Renters and leases benefit from bearing the cost of the asset for a limited time 
instead of paying for the whole ownership. A company using this approach is Zipcar, who 
allows customers to rent cars by the hour. This has contributed to a change in customers’ 
demand, where customers prefer to rent a car instead of purchasing one (Osterwalder & 
Pigneur, 2010). Licensing concerns the revenue stream generated from giving customers the 
rights to use intellectual property in exchange for fees. This let licensing-holders to generate 
revenue from their property without manufacturing a product or a service themselves. The 
most common way in the technology sector is to grant other firms right to use a certain patent 
in return for a fee. (Osterwalder & Pigneur, 2010) 

Key activities 
A BM constitutes of a number of key activities, these are the most important internal actions 
that a company must do to operate successfully. Key activities intends to create and offer a 
value proposition, reach markets, maintains customer relations and furthermost generate 
revenue. As many other activities these are tailored to suit a specific BM and are thus situation-
dependent. However, they could be distinguished into areas of production and problem 
solving. Activities related to production is about designing, producing and delivering a product in 
a certain quantity or a superior quality, which often is the most important area for 
manufacturing companies. Problem solving on the other hand involves customization abilities to 
come up with solutions to customer specific problems. This is often related to service oriented 
companies dominated by problem solving activities. (Osterwalder & Pigneur, 2010)  

Key partners 
Key partners are about characterizing the network of suppliers and partners to make a BM 
work. There are many reasons to forge partnerships; one reason could be to optimize the BM, 
reduce risks in the supply chain or acquire important resources. Osterwalder & Pigneur (2010) 
describe four alternatives of partnership that a company could distinguish between. These are; 

• Strategic alliances between non-competitors 
• Coopetition between competitors 
• Joint ventures to develop businesses 
• Buyer-supplier relationships to assure reliable suppliers.  
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Forging a partnership with another company could be resource-demanding process, but 
partnerships could have its advantages. The most common buyer-supplier relation is used to 
optimize allocation of resources and activities and let suppliers own certain resources and carry 
out specific activities. (Osterwalder & Pigneur, 2010) 

Cost structure 
This building block intends to describe all costs that occur while operating a BM. In order to 
distinguish different costs it is important to determine the other building blocks and thus find 
costs related to these. Different BM implicates different cost structures, however it could be 
divided in two main categories, low cost-driven and value-driven. Low cost-driven are mainly 
concerned with minimalistic costs and low price value propositions, whilst value-driven focuses 
on premium value proposition often characterized of a high degree of additional services and 
personalized offers. (Osterwalder & Pigneur, 2010) 

According to Osterwalder & Pigneur (2010) a cost structure include different characteristics. 
This includes fixed costs that remains the same despite how much a company manufactures in 
terms of products and/or services. Variable costs that will vary depending on the amount 
produced, and different cost advantages due to economies of scale and scope. However a cost 
structure will vary according to different companies and specific situations and furthermost 
depending on the other building blocks in a companies BM. 

The different building blocks that this thesis will consider have in this section been elaborated 
upon. The next section of this chapter will involve a presentation of PSS in relation to BM. To 
elaborate on this correlation would give a deeper understanding of which BM building blocks 
that could be affected through the transition towards a PSS business approach.  

2.9 Product-Service System in relation to Business Models 
The concept of a PSS integrates products and services and enables new BMs aiming to fulfill a 
specific customer’s need. However firms experience a challenge to create proper BMs to 
enhance the right value creating activities of a PSS (Meier, Roy, & Seliger, 2010). Osterwalder 
& Pigneur (2010), and Chesbrough (2007) argue that a BM must communicate a value 
proposition in terms of the value created for the end user taken part of the offering. 
Osterwalder & Pigneur (2010) describe the importance of defining the key activities needed to 
create the value proposition. More specifically, this means to define what resources, capabilities 
and core competencies that are necessary in order to create and deliver the offering. Except 
defining the key activities, Osterwalder & Pigneur (2010) argue that the BM should specify the 
revenue streams the firm has. Within this, it is important to estimate the profit potential of 
producing the offering, as well as the cost structure, with the value proposition chosen and the 
key activities in mind (Osterwalder & Pigneur, 2010). 

In relation to Osterwalder & Pigneur’s (2010) mindset, a PSS could infer the areas of a BM. 
This is discussed by Baines et al. (2007) who relate to the integration of products and services 
in order to design different PSS categories (i.e. offerings) and thus create value for the end user 
(i.e. value proposition). According to Yoon, Kim, & Rhee (2012) and Tukker (2004), each of 
these value propositions has separate approaches to generate revenue for the focal firm, which 
will affect the revenue mechanism in a BM. Product-oriented PSS will generate revenue from 
sales of products and services separately, while use-oriented PSS will generate revenue through 
the use of a product including services and thus be paid on availability, while the result-
oriented PSS will generate revenue on an agreed outcome.  
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The value creation process in a PSS is expressed through the architecture of value creation, 
which is a combination of products and services to meet customers’ need. A combination 
where the provision of services adds value and thus extend the spectrum of a product. Services 
extend into every part of the value chain and leads to both internal and external changes of an 
organization (Mont, 2002). Since the value creation is done through internal and external 
activities, and thus affect the BM according to Osterwalder & Pigneur (2010) it is important to 
remark a companies activities to embrace the PSS concept (Zott, Amit, & Massa, 2010).  

Furthermore, Chesbrough (2007) argues that the cost structure of the BM is an important 
piece in order to generate sustainable profits. In PSS literature, this could be related to cost 
ownership, which has to be taken into consideration while developing the BM. The reason for 
this is due to that the ownership of the product regularly stays at the PSS provider, which 
means that costs, risks, and uncertainties stay at the solution provider (Datta & Roy, 2010). 

The PSS will embrace several areas of a company’s BM, presented in the figure below, which is 
adapted and elaborated from the theories presented by Meier, Roy, & Seliger (2010) and 
Tukker (2004). 

 

Figure 2 –Business model for PSS elaborated from Meier, Roy, & Seliger (2010) and Tukker (2004) 

The figure above present areas of a PSS affecting a company’s BM; described as a PSS-
Business Model. The value proposition creates and maintains a value for the customer, 
through different offerings, which in turn constitutes of the architecture of value creation 
(product-service content). These value propositions are made possible through activities and 
the use of core competences, which differs according to the ratio of a customers and a solution 
providers responsibility (i.e. the solution provider’s responsibilities and key activities increases 
when integrating additional services in the product-service offering) (Tukker, 2004). When the 
value proposition is delivered to the customer a part of that value is captured by the solution 
provider through a revenue mechanism, which also differs according to the product-service 
content and thus varies through different value propositions (Tukker, 2004). In order to gain 
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profits from the revenue mechanism it is important to maintain a beneficial cost structure and 
identify associated costs with each value proposition. The figure above states how costs are 
owned between customer and solution provider and larger service contents implicate more 
costs and higher risk for the provider (Datta & Roy, 2010). This means that factors of PSS can 
serve as a BM and the connection between them has now been elaborated.  

In this section it has been explained how PSS can affect the design of a BM. The reason for 
this is to be able to connect a PSS to a BM in a larger extent and thus be able to form a deeper 
and better understanding for how the structure of a BM can be developed. The next section of 
this chapter includes a summary. 

2.10 Chapter summary 
The literature that has been presented in this chapter relates to two different areas that this 
thesis will consider the most, product-service systems and business models. The overall 
research purpose has been divided in three separate research questions, the literature related to 
each is presented in the figure below to give a deeper clarity for why these theories have been 
used and how they will help answering respectively research question. 

 

Figure 3 – Summary of the literature 

The figure above illustrates which theory each research question will be based upon. In order 
to answer the first RQ, which involves a characterization of a business model, Osterwalder & 
Pigneur (2010) BM components will be used as a foundation. Furthermore, this theory will 
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also be used while answering the second RQ. In the second RQ, literature within the field of 
PSS will be the primary data, which will be complemented from BM literature. Moreover, to 
answer the third RQ, both theories within BM as well as PSS will be used in order to conduct a 
comparison of differences and similarities between the first and second RQ. Hence, the figure 
above illustrates a summary this chapter and literature presented in both the area of business 
models as well as PSS. 
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3 Methodology 
This chapter explains how the theories will be connected to reality and the methodology for how the thesis will be 
conducted. The chapter covers areas such as research purpose, research approach, research strategy, sample 
selection, data collection methods, data analysis, and method problems. 

3.1 Research purpose 
The classification of research purposes are often separated into three categories: exploratory, 
descriptive and explanatory; which one to use depends on how the research questions are 
formulated. However, the research purpose can change over time and in some occasions more 
than one purpose is necessary. (Saunders, Lewis, & Thornhill, 2009; Eriksson & Wiedersheim-
Paul, 2011) When using an exploratory research, it is first of interest to study empirics. 
According to Robson (2002), an exploratory study is appropriate when the primary objective is 
to find out ‘what is happening; to seek new insights; to ask questions and to assess phenomena 
in a new light’. Therefore, this purpose is useful to clarify understanding and give deep insight 
of the problem. While using an exploratory research purpose, it is important to be flexible and 
change direction if new data appears. Initially the focus should be broad and progressively 
narrower as the research proceeds (Saunders, Lewis, & Thornhill, 2009). A descriptive research 
is focusing on finding key phenomena in order to identify patterns and trends in a situation 
(Yin, 2003). According to Saunders, Lewis, & Thornhill (2009) the object with a descriptive 
research is to draw conclusions from the data you are describing. Explanatory research focuses 
on relationships between variables. The aim is to understand connections between variables, to 
determine causes and effect relations. To determine this cause and effect relations, statistical 
methods can be used (Saunders, Lewis, & Thornhill, 2009). 

Based on these three categories and the formulation of the research questions, this thesis have 
used an exploratory and partly descriptive research purpose. The first research question is 
descriptive since it is aiming to characterize a current BM and thus identify patterns, trends and 
draw conclusions from the data that is described. Further on, the second and third research 
question is exploratory since the aim of the research have been to gather information of both 
PSS and BM from a broad perspective in order to narrow this information down to get a deep 
understanding for respectively area. By focusing on both these areas, connections between 
them could be gotten, which led to a broad understanding of how to design a BM applicable 
for a PSS. All this further justifies why the exploratory research purpose have been used. BM 
and PSS are two relatively known concepts, however, the connection between them are and 
needed further consideration in relation to this thesis case company. Now that the research 
purpose has been presented, the thesis research approach will be discussed in the next section. 

3.2 Research approach 
There are different approaches possible when deciding how a research should be conducted. 
The first step is to determine if the research should have a deductive or an inductive approach 
and then whether the approach should be quantitative or qualitative (Saunders, Lewis, & 
Thornhill, 2009; Holme, Solvang, & Nilsson, 1997). The following sections will therefore 
involve an elaboration regarding these issues. 

 Deductive versus inductive 3.2.1
The deductive approach means that you first use a well-known theory and then design a 
method to test the theory in real life, which is often used in order to develop new knowledge 
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in the studied area. With the inductive approach, you collect data and then develop a theory 
based on the data collected (Saunders, Lewis, & Thornhill, 2009) 

In this research, available theory and existing models from accessible studies have composed a 
foundation for the thesis, which have resulted in a deductive approach. The idea of this thesis 
have been to gather information regarding BM and PSS through both a theoretical and a 
business professional perspective in order to analyze the current situation at the chosen case 
company. By doing this, it have been possible to identify patterns and draw conclusions about 
future improvement possibilities.  

 Quantitative versus qualitative 3.2.2
To differentiate analysis procedures regarding data collection techniques and data analysis, the 
terms quantitative and qualitative data can be applied. Quantitative data refers to numerical 
data whilst qualitative refers to non-numerical data. How the analysis of the data is conducted 
depends on which type of data collected; with quantitative data, diagrams and statistics is often 
used and with qualitative data, conceptualization. (Saunders, Lewis, & Thornhill, 2009) 

Based on the formulation of the research questions, this research have been qualitative in order 
to achieve deep understanding and insight about the research problem. This research has had 
no need to quantify data since the focus have been on how different scholars, and business 
professionals view the concept of BM in relation to PSS. As presented in section 3.1, the thesis 
has focused on finding links between the concepts of BM and PSS so that connections 
between the two areas could be gotten. Hence, this has been achieved through a qualitative 
research approach. Now that it has been clarified that the research approach has been 
qualitative and deductive, it has affected and influenced the choice of research strategy. The 
research strategy will be presented in the next section. 

3.3 Research strategy 
Research strategies are usually divided into five different categories; experimental, survey, 
archival analysis, historical and case study. Each strategy can be used to the different research 
purposes mentioned in section 3.1. When deciding what type of strategy to choose, the easiest 
way is to evaluate the possibilities through three different conditions: type of research 
questions, extent of control over behavioral events, and the degree of contemporary events. 
These conditions are placed in the table below to evaluate the most suitable strategy for this 
thesis. (Yin, 2003)  

Table 4 - Research strategy (Yin, 2003) 

Strategy Form of research 
question 

Requires control over 
behavioral events? 

Focuses on 
contemporary 
events? 

Experiment How, why? Yes Yes 

Survey Who, what, where, how 
many, how much? 

No Yes 

Archival Who, what, where, how 
many, how much? 

No Yes/No 

History How, why? No No 

Case study How, why? No Yes 
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Since the research questions primarily are based on “how-questions”, the thesis had three 
different strategies to choose among according to Yin (2003). These were experiment, history 
and case study. Since the study mostly has focused on contemporary events, the history 
strategy was excluded. Furthermore, the study did not have control over all behavioral events 
so the experimental strategy was not possible. 

This led to the conclusion that a case study was most suitable when examining contemporary 
events and when all behavioral events could not be manipulated. The case study was further 
used to gain a rich understanding of the context surrounding this thesis (Saunders, Lewis, & 
Thornhill, 2009).  

 Case study 3.3.1
This thesis has concerned the research strategy case study. Yin (2003) distinguishes between 
four strategies that is connected to a case study and separated in the two dimensions:  

• Single-case design vs. multiple-case design 
• Holistic case vs. embedded case 

A single-case design is where one case represents the entire population and multiple-case 
design is where several cases are used.  The draw back of a single-case design is a minor 
possibility to generalize the findings and in addition it also needs careful consideration in order 
to avoid misinterpretation. A case study can further be presented as embedded or holistic, 
which depends on the units of analysis. One unit of analysis relates to holistic case design while 
several indicates an embedded case (Yin, 2003).  

This thesis has adopted both a single- and a multiple-case design, which relates to how the 
research questions are designed. Research question one relates to the characterization of a 
current business model. This is a single-case design, which relates to one case company and 
therefore it has been important to avoid the misinterpretation that this approach could 
generate. The second research question is based on a multiple-case design where two cases was 
investigated in order to conclude how a business model for a PSS company could be designed.  

This study has investigated how a BM for a PSS company could be characterized, which was 
the phenomena this thesis examined and also the unit of analysis. Since this thesis focused on 
one unit of analysis the case study was holistic. As the case study strategy has been described, 
the next section will present the case study companies for the single- and the multiple-case 
study design.  

Single-case study company: BAE Systems Hägglunds 
The single-case study has been executed at BAE Systems Hägglunds (BAES), a manufacturing 
company in the land part of the defense industry, located in Örnsköldsvik. BAES has 
traditionally mainly focused on transactional relationships with its customers, but recent 
initiatives have been taken in order to embrace a PSS in the after sales division. The transition 
to a PSS has changed the organizations scope of focus, which creates initiatives to develop and 
enhance the BM in the after sales division.  

Because of BAES development towards being an integrated solutions provider and thus 
embrace a PSS, they have been interesting company to study. BAES has due to this 
contributed with empirical information about how a company can design its BM and thus 
answer research question one.  
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Multiple-case study companies: BAE Systems Global Combat Systems and 
Koneo 
The multiple-case study companies are BAE Systems Global Combat Systems (BAES GCS) 
and Koneo. It is interesting to investigate both a similar defense company, which has 
implemented PSS (BAES GCS) and a different PSS company (Koneo) to consider a wider 
spectrum of PSS. This has provided a variety to the information considering research question 
two and also created a variety of empirical findings. When using two case companies it is also 
possible to generalize the findings in a wider extent, in comparison with a use of a single-case 
design. Since BAES is investigating the opportunities to become a PSS provider it has been of 
interest to consider two different cases to get a comprehensive view of PSS and which has 
facilitated the answer to research question two. BAES GCS and Koneo are presented 
separately below. 

Case study company 1: BAES Systems UK  
BAES GCS, which embraces a PSS, was needed to elaborate upon the second research 
question. The reason for why BAES GCS has been of interest to investigate is to find out and 
be able to compare this company’s BM to BAES´s, which has led to a better understanding for 
how to design a BM applicable for a PSS. In order to investigate a BM for a PSS company, this 
thesis has investigated a PSS company, which BM is already aligned with the concept of PSS. 
The chosen benchmarking company, BAES GCS is a company in the BAES Systems 
corporate group. This company has already undergone the transition to PSS successfully and 
has therefore constituted an important source of information. BAES and BAES GCS are quite 
similar since they both manufactures and sells defense material and services for the land part of 
the defense industry. This has justified the choice of BAES GCS as a case study company and 
has made the comparison between them more usable. BAES GCS has been investigated in 
order to find out how they have designed the BM in order to align with PSS.  

Case study company 2: Koneo  
To complement the findings from the first benchmarking company and thus find additional 
information to elaborate on the second research question, another PSS case company have 
been used to find further evidence on how a company embracing PSS designs its BM. This 
information have been used in comparison with the first benchmarking company and has led 
to a better understanding on how BAES could design its BM in alignment with PSS. Tukker 
(2004) argues that typical PSS companies are copier providers, where the supplier takes over all 
activities needed to maintain the copier function available in an office (i.e. maintenance, paper, 
repairs and replacements). One company adopting this approach is Koneo, a national Swedish 
company active in Luleå. They provide a complete printing solution including a product 
(copier machine) and services (maintenance, paper, repair and replacements), which correlate 
with Tukker’s (2004) definition of a PSS company. 

The reason for why Koneo has been chosen as an interesting company to benchmark against 
BAES is due to their comprehensive focus on PSS. They are considered to be a distinct PSS 
company, since the architecture of value creation includes a large amount of service content in 
comparison to product content. Koneo has provided the thesis with a variety of information 
since they differ from BAES and more traditional manufacturing companies. Koneo is a 
company that uses the PSS approach in a wide extent and have several years of experience in 
this type of business. It is clear that BAES and Koneo are different, but it have been important 
to consider a wider spectrum of PSS companies in order to determine how these companies 
fundamentally could design its BM to embrace the concept of PSS.  
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Through the use of a multiple-case design, the second research question could be answered. 
This has formed the basis for comparison to BAES´s current BM and further on how to 
develop and enhance their BM in research question three. As the  chosen research strategy has 
been presented along with the case study companies, the next section will contribute with the 
data collection methods that the thesis has used. 

3.4 Data collection methods 
There are two main types of data to use when conducting a research; primary and secondary 
data. The different types of data are based on the source from which the data is derived 
(Walliman, 2001). In this thesis primary and secondary data have been used according to the 
sections below. 

 Primary data 3.4.1
Primary data is according to Walliman (2001) gathered from first-hand experiences and is 
collected directly by observations and measurements of a certain situation. In a case study 
there are six different principles to collect information according to Yin (2003). These are 
documentation, archival records, interviews, direct observation, participant observation and 
physical artifacts. Each collection method has its strengths and weaknesses and no single 
source has a complete advantage over another (Yin, 2003). 

In this thesis, primary data through interviews have been used. The primary data has been 
collected through individual semi-structured interviews. The collection of primary data have 
been preceded from an interview guide, which clarified the topic, avoided the ambiguity and 
guided the interviewee through a set of questions related to the purpose of this thesis. The 
semi-structured approach facilitated prompting and therefore probed a deeper understanding 
into the given situation. This made it easier to ask deeper and more detailed questions to the 
respondent and, if needed, go beyond the interview guide. The strengths with an interview is 
according to Yin (2003) that it could focus directly on the topic of the case study and provides 
causal inferences, which assess the research questions and provide answers to them.  

In order to answer the research questions, the interviewees has been carefully chosen to get a 
comprehensive view on how BAES’s BM has designed and further on how a PSS company 
could design its BM. The table below presents all interviewees connected to each research 
questions.  
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Table 5 – Interview participants  

Interviewee Date Duration Research 
question 

Interview 
guide 

Programme Manager 
for UK customer 
(project leader) 

2012-03-13 1,5 hours 

RQ 1 
Appendix 1 
(Business Model 
Canvas) 

Sales Director for 
Baltic states, 
Switzerland and 
Finland 

2012-03-14 1 hours 

Sales Director for 
the Netherlands 

2012-03-14 1,5 hours 

Sales Director for 
Sweden, Denmark 
and Norway 

2012-03-15 1,5 hours 

Service development 
manager 

2012-03-15 2 hours 

Strategic Business 
Development 
Manager 
 

 
2012-03-15 

 
1,5 hours 

Former Responsible 
for availability 
contracts for BAES 
UK 

2012-03-14 2 hours 

RQ 2 Appendix 2 

CEO at Koneo 2012-03-19 1,5 hours 
 
The table presents all interviews that have been conducted with the case-study companies. All 
interviews related to the first RQ is made at BAES and the questions related to the second RQ 
are made together with business professionals at BAES GCS and Koneo.  

 Secondary data  3.4.2
Secondary data is gathered from second-hand experiences and is often collected from articles 
and books (Walliman, 2001). One negative aspect of secondary data is that it has been 
collected for another purpose and therefore can be biased or invalid for a research (Walliman, 
2001; Yin, 2003). However, the secondary data used in this thesis have been gathered from 
sources that, to a wide extent, are focusing on a generic view of the area. By doing so, the 
chance of collecting biased data could be avoided since the sources in most cases focuses on a 
generic perspective in the field of BM and PSS.  

Literature review 
In order to generate an answer to the first RQ presented in chapter 1 and later on be able to 
develop an interview guide, theories within the field of BM and PSS have been examined. The 
theories examined have been found through the use of online databases such as; Elsevier, 
Emerald, and Google Scholar. The thesis is further on based on books, which have been 
found at the library of Luleå University of Technology. To be able to find relevant theories in 
the areas of BM and PSS, the thesis have focused on a number of search words, which have 
been used alone and in some cases combined together. The search words that the thesis has 
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used were the following; Business models, Product-service systems, Servitization, Power-by-
the-hour, Value in use, Lifecycle cost, Proactive management and Partnerships in a PSS. 

To summarize the data collection methods, primary data have been collected from individual 
semi-structured interviews. Secondary data have been collected from research articles 
associated with business models and product-service systems. The next section will describe 
how the data has been analyzed.  

3.5 Data analysis 
When conducting a case study there are different techniques to use when analyzing data 
according to Yin (2003). The four dominant techniques are pattern-matching, explanation-
building, time-series analysis, and logic models (ibid). This thesis has used a pattern-matching 
logic model, which according to Yin (2003) compares an empirical based pattern with a 
theoretical predicted one. This thesis has used theoretical predicted events and compared it 
with empirical patterns. More specifically, as the main purpose of the thesis involves examining 
how a company´s BM could be designed in order to exploit the potential of PSS, the empirical 
patterns have been matched with the theoretical predicted events in a way that have resulted in 
a desirable outcome. Hence, the data analysis has therefore involved explaining how to design 
a BM for a company using a PSS approach. 

Further on, this analysis has been complemented by a ‘cross-data’ analysis, comparing the data 
gathered in the single-case with the data collected in the multiple-case. This has created a clear 
approach when research question three was examined and this resolved the differences and 
similarities between a BM and a BM applicable for a PSS.  As the data analysis has been 
presented, the next section will provide a discussion about the thesis method problems, which 
explains how the thesis maintains reliability and validity during the data collection and analysis. 

3.6 Method problems 
In order to reduce method problems, two particular phases in the research have been 
considered, validity and reliability. Reliability refers to the stability in the measurement and 
analysis processes. The data collection and analysis procedure should generate consistent 
findings in order to ensure the research reliability. Validity however is concerned with whether 
the findings in the research really are about what they appear to be about (Saunders, Lewis, & 
Thornhill, 2009). In order to determine the quality of a research design in relation to reliability 
and validity, Yin (2003) proposes four tests namely, construct validity, internal validity, external 
validity and reliability, which are presented in relation to the case study tactics and the phase of 
research in which tactic occurs in the table below.  
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Table 6 - Case Study Tactics for Four Design Tests (Yin, 2003, p. 34) 

Tests Case study tactic Phase of research in 
which tactic occurs 

Construct validity • Use multiple sources of evidence 
• Establish chain of evidence 
• Have key informants review draft case 

study report 

Data collection 
Data collection 
Composition 

Internal validity • Do pattern-matching 
• Do explanation-building 
• Do time-series analysis 
• Use logic models 

Data analysis 
Data analysis 
Data analysis 
Data analysis 

External validity • Use theory in single-case studies 
• Use replication logic in multiple-case studies 

Research design 
Research design 

Reliability • Use case study protocol 
• Develop case study data base 

Data collection 
Data collection 

 
Since each test has related tactic to handle the quality of the research, these tests are presented 
below in order to explain how these have been handled in this thesis.  

 Construct validity 3.6.1
The table above presented a number of tactics to construct validity. These are the use of 
multiple source of evidence, establish chain of evidence and have key informants review draft 
case study report. In this thesis, multiple sources of evidence have been used since information 
from both interviews and theories have been used to investigate the research topic. In addition 
to that, triangulation of sources has been used to strengthen the statements wherever possible. 
Further on, key informants at BAES and Luleå University of Technology has reviewed the case 
study report in order to strengthen the construct validity. 

 Internal validity 3.6.2
To strengthen the internal validity Yin (2003) proposes the tactics of pattern-matching, 
explanation-building, time-series analysis and the use of logic models. This thesis has used a 
pattern-matching logic model where empirical findings have been compared with theoretical 
predictions of a certain situation. In this case the theoretical prediction involves how a BM can 
be characterized and how a BM applicable for PSS can be characterized. The empirical 
information is to some extent similar to the theoretical prediction, which strengthens the 
internal validity.  

 External validity  3.6.3
The two available tactics for external validity are the use of theory in single-case studies and 
the use of replication in multiple case studies (Yin, 2003). Since a part of this thesis is based on 
a single-case study the generalizability is smaller, however the second part of the study is based 
on a multiple-case design and thus the generalizability of that case is larger.  

In addition to construct, internal and external validity this research has strengthen its validity 
throughout the interviews, where questions directly related to the study in hand has been asked 
and interviewees has been carefully selected in order to get right personnel to answer the 
questions.  
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 Reliability 3.6.4
To strengthen the reliability this thesis has a case study database where all the documentations 
of the specific case study have been kept. The documentation is available for other 
investigators in order to review the evidence directly and not be limited to the written report, 
which according to Yin (2003) increases the reliability of the entire case study. In addition to 
this, all interviews have been recorded to ensure that the interviews will not be misinterpreted 
and this has also facilitated the reviews after the actually interviews.  

Moreover and according to Robson (2002) there are a few threats to reliability related to 
interviews. First of all the interview should be performed on a neutral time of the week, which 
has been the approach for this thesis interviews since each participant has booked the 
interview well in advance and during normal working hours. Robson (2002) also argues that 
the interview guide should be constructed in ways, where there is no or little risk for the 
participants to misinterpret the questions. To solve this problem, the interview guide has been 
tested and evaluated ahead in order to minimize the risk for the participants to misinterpret the 
questions.  

Now that the method problems have been described and elaborated upon, the next chapter of 
the thesis will handle the approach and course of action for this thesis. 

3.7 Approach 
The basis of this thesis is developed in the first chapter where the background and problem 
discussion ends up with a research problem and related research questions. The thesis will 
thereafter evolve around the research questions, which constitute a need of both empirical and 
theoretical findings in order to be properly elaborated. The connections between these 
research questions are described in the figure below.  

 

Figure 4 – Approach of the thesis 
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The first research question investigates the main case company’s current BM through 
interviews. The theoretical finding constitutes the base for the interview guides presented in 
appendix 1 and 2 used to obtain empirical findings and thus aligning the research question. 
The second research question constitutes of both theoretical and empirical findings. In order 
to answer it properly, an in-depth research of available secondary sources has been conducted 
to understand the alignment between PSS and BM. Two PSS companies has been investigated 
in order to understand how such companies’ designs their BM. The first and second research 
question constitutes the basis for the answer to the third RQ. Through a cross-case analysis, 
differences and similarities between the current BM and a BM applicable for PSS have been 
identified. This has led to information about how a BM could be developed and enhanced in 
order to embrace the concept of PSS. As the approach for answering the research questions 
now has been elaborated the figure below will present the course of action for this thesis. 

 

Figure 5 – Course of action 

This figure presents the course of action for this thesis and how each task will connect to each 
other. It serves as a thread for the overall work and visualizes the thesis sections in order to 
reach the findings and conclusions and thus the recommendations for BAES.  
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3.8 Chapter summary 
This chapter has elaborated on the research approach as well as how the thesis will be 
conducted. The summary of the chosen methodology will be presented in the table below.  

Table 7 – Summary of methodology 

Methodology Thesis methodology  
Research purpose Exploratory and Descriptive 

Research approach Deductive 

Qualitative 

Research strategy Case study 

Holistic single-case and multiple-case design 

Unit of analysis The relation between a generic BM and a BM 
applicable for a PSS company 

Data collection methods Semi structured interviews 

Articles 

Literature 

 
The methodological approach for this thesis has now been presented including, research 
purpose, research approach, research strategy, data collection methods, data analysis, method 
problem as well as final approach and course of action. The next chapter will include the 
framework for data collection and analysis.  
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4 Framework for data collection and analysis 
In this chapter, the approach for answering the three RQ’s presented in the first chapter is further elaborated. 
With the literature overview, as well as the methodology in mind, this chapter explains how each RQ will be 
answered.  

In the methodology chapter it has been presented which approach the research will use in 
order to answer the overall research problem, as well as the RQ’s. However, in order to clarify 
how the literature will be used to answer respectively RQ and thus the research problem, this 
chapter divides the literature to corresponding RQ’s. Moreover, this will form the basis for 
how to gather data associated to each RQ, which gives a more comprehensive view for how to 
analyze the data as well.  

4.1 Methodological approach for answering RQ 1 
RQ1: How can a current business model be characterized? 

In the first RQ, the thesis aims to answer how BAES’s current business is characterized. In 
order to do so, the literature in the field of BM will be used as a basis. This thesis has 
delimitated to use six building blocks in Osterwalder & Pigneur’s (2010) BM canvas, as a tool 
to characterize a BM. With the use of this canvas, the objective is to characterize how BAES is 
focusing on respectively factor in the BM in order to manage their business successfully. 
Through this approach, an understanding for which factors BAES consider as vital when 
managing their business could be gotten. 

As presented in the methodology chapter, the research will primarly be based on qualitative 
data, which will be collected through semi-structured interviews. However, before the 
interview is iniatated, it is important to give the participants an understanding for what each 
factor constitutes of. To answer the first RQ, this approach proposed by Osterwalder & 
Pigneur (2010) will be used in order to gather valid data related to the BM. The figure below 
illustrates a plot of the building blocks that this thesis will consider, which the first RQ will use.  

(4) Key 
Activities 

(1) Value 
Proposition 

(2) Customer 
Relationships 

(5) Key 
Partners 

(3) Revenue 
Streams 

(6) Cost Structure 

Figure 6 – A BM canvas as a tool for characterizing BAES’s current BM 

The data is gathered through semi-structured interviews with business professionals at BAES. 
This could give further justification of the current BM, which enhances the possibilities of 
answering the first RQ. During the separate interviews, open-ended questions related to each 
building block are used. The interview guide for these questions can be seen in Appendix 1.  

As the methodological approach to answer the first RQ has been presented, the next section 
of this chapter will involve a presentation for how to answer the second RQ. In this section, 
the literature related to PSS, and moreover to BM will be compiled in an own framework that 
will be used to characterize the BM for BAES GCS and Koneo.  
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4.2 Methodological approach for answering RQ 2 
RQ2: How can a business model for a Product-Service System be characterized? 

In the second RQ, the main objective is to form an understanding of how a PSS company, in 
this case the copier machine company, Koneo and the defense company BAES GCS have 
designed their BM. As mentioned in the methodology chapter, this aims to achieve data that 
later on could be compared to both the literature within PSS and BM, but foremost to how 
BAES has designed their BM. The second RQ aims to develop an understanding for how a 
BM for a PSS can be characterized. In order to gather data related to these aspects, literature 
within BM as well as PSS have been connected to each other so that a theoretical framework 
could be developed. This framework is based on the BM building blocks that this thesis 
consider as important when designing a BM in a PSS environment, as well as related PSS 
factors to these building blocks. However, in order to justify that a theoretical correlation exist, 
an empirical investigation needs to be pursued. Hence, each framework consists of questions 
(empirical objective) that will be used in the empirical investigation in order to justify whether 
a BM in a PSS context focuses on the related factors presented. An understanding for what a 
BM for a PSS company constitutes of could lead to insightful information regarding how to 
design a BM applicable for such a business approach. The six building blocks from 
Osterwalder & Pigneur’s (2010) BM canvas: value proposition, customer relationship, revenue 
streams, key activities, key partners and cost structure are presented in their respectively 
framework below.  

 Framework for value proposition 4.2.1
When developing a value proposition for a BM, there are different elements to choose among 
according to Osterwalder & Pigneur (2010). In a PSS context, these elements could vary 
depending on how the PSS is designed (Tukker, 2004; Yoon, Kim, & Rhee, 2012; Baines, et al., 
2007). The value proposition is a central part in a BM and needs careful design and 
enhancement in order to provide the customer with their expected benefits. The table below 
therefore describes which PSS factors to focus on when developing a value proposition. This 
will serve as a guidance to answer the second RQ.  

Table 8 – Framework for BM value proposition 

Value 
Proposition 

Source PSS and related 
theories 

Source Empirical 
objective 

‘Getting the job 
done’ 
 
Cost reduction 
 
Risk reduction 
 
Usability 
 
Performance 
 
Customization 

 

Osterwalder & 
Pigneur (2010); 

Chesbrough 
(2007); Neely 

(2008) 

Product-oriented 
Use-oriented and 
Result-oriented 

 

Tukker (2004); 
Yoon, Kim, & 
Rhee (2012); 
Baines, et al., 

(2007) 

How is Product-, 
Use-, and Result-

oriented PSS’s used 
in the value 
proposition? 
How is the 

architecture of 
value creation (i.e. 

product-service 
ratio) combined in 

the value 
proposition? 

Value in use 
 

Grönroos, (2008); 
Macdonald et.al. 

(2011); 
Sandström et.al. 

(2008) 

How can the 
concept value in 

use be used in the 
design of a value 

proposition? 
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In order to design a BM it is important to state the value proposition in order to clarify what 
value a company should deliver to a customer. Osterwalder & Pigneur (2010) has a clear idea 
of existing value proposition, it could either focus on ‘getting the job done’, cost reduction for 
the customer, risk reduction for the customer, usability, performance or customization. 
However it is important to consider the related PSS factors in order to align the BM to the PSS 
context. Hence, these PSS factors will need to be considered when deciding upon how to 
develop the value proposition so that it results in the desired outcome (Tukker, 2004). It is also 
important, when developing the value proposition, to determine if the value proposition is 
based on product- use- or result-oriented PSS, which will conclude how the architecture of 
value creation is handled. The correlation between PSS factors and a company’s value 
proposition is clarified in the literature, however it is important to find further empirical 
evidence to justify this conclusion and answer the second RQ. In order to do so, the empirical 
objective for this framework is to investigate how Koneo and BAES GCS relates to each PSS 
factor in the table above. More specifically, if their value proposition is based on product-, use- 
or result-oriented PSS approaches and how the architecture of value creation is balanced and if 
the concept of value in use is used in a wider extent.  

When a company is transitioning to a PSS there are both potential benefits to achieve and 
barriers to overcome. A main benefit, achievable when creating a proper value proposition is 
the possibility of a competitive edge. This is a core advantage of PSS, which starts from the 
ability to provide added value to customers through services. Hence, the architecture of value 
creation along with the value proposition can increase the total value of each customer offering 
and thus improve the competitive edge (Baines et.al 2007). However there are also a number 
of barriers to overcome when designing a value proposition. The value proposition has the 
potential to overcome risks through contracting of responsibilities between provider and 
customer (Rojo, Roy & Shebab, 2010) and state the providers degree of risk according to the 
product-service ratio (Baines et al., 2007). A high service ratio often entails a larger risk for the 
provider and thus it is important to consider to what extent the provider is ready to absorb the 
risks, which the value proposition has the potential to regulate (Meier, Roy, & Seliger, 2010; 
Baines, et al., 2007). 

The value proposition is often related to the possibility to meet a customer demand. However, 
customers are often associated with a complicated demand and buying behavior. Meier, Roy, & 
Seliger (2010) argues that the customer’s demand is a complicated barrier, which is important 
to understand. To overcome this barrier it is important to design value propositions that can 
meet these demands, which could require extensive knowledge about the customer.  

 Framework for customer relationship 4.2.2
As mentioned, the customer relationship BM building block is in a PSS context important to 
consider. In PSS literature, value in use and close co-operation are two factors that could be 
related to the including components of the customer relationships building block (Ng & Yip, 
2009; Prahalad & Ramaswamy, 2004; Vargo & Lusch, 2004; Grönroos, 2008). Moreover and 
according to Spring & Araujo (2009), information asymmetry can exists between companies 
that offer bundled products and service to customers and thus a problem referred to as the 
principal-agent problem. The table is further elaborated upon to give a deeper understanding 
for what it intends to contribute with and furthermore how the gathered data, related to the 
table, will be analyzed in order to help answer the second RQ. 
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Table 9 – Framework for BM customer relationship 

Customer 
relationship 

Source PSS and related 
theories 

Source Empirical 
objective 

Personal 
assistance 
 
Dedicated 
personal 
assistance 
 
Co-creation 

 

Osterwalder & 
Pigneur (2010) 

Value in use and 
close co-operation 

Ng & Yip 
(2009), Prahalad 
& Ramaswamy 
(2004), Vargo & 

Lusch (2008), 
Grönroos (2008) 

To what extent 
does co-creation 

exist in the 
current customer 
relationship and 

how is it 
handled? 

How is the value 
in use concept 
handled in the 
relationships 

with customers? 

Principal-Agent 
theory 

Spring & Araujo 
(2009); Snyder & 

Nicholson 
(2008) 

 

Does any 
conflicts related 
to information 

asymmetry exist 
between your 
company and 

your customers, 
if so, how is it 

handled? 
 
To be able to design the BM and the customer relationship building block with regard to a PSS, 
it is of interest to examine to what extent co-creation exists with customers and how this 
relationship is handled (Ng & Yip, 2009; Tukker, 2004). Moreover, it is of importance to 
examine how or if the value in use concept is handled in a customer relationship context (Ng 
& Yip, 2009; Prahalad & Ramaswamy, 2004; Vargo & Lusch, 2004; Grönroos, 2008). However, 
within this it is also of interest to examine whether the benchmarking PSS companies are 
focusing on the factors in the customer relationship building block, namely; personal assistance, 
dedicated personal assistance, or co-creation. In literature related to PSS, it has been stated that 
conflicts can occur between a company offering a combined product-service offering and its 
customers, referred to as a principal-agent problem (Spring & Araujo, 2009; Snyder & 
Nicholson, 2008). Due to this, it is interesting to get an understanding if the benchmarking 
companies have noticed this problem and moreover how they in such case have handled the 
issue. To clarify, if for example dedicated personal assistance is used to handle customer 
relationship, it is in a PSS context of interest to see how close co-operation, value in use is 
handled, as well as if any principal-agent problem has occurred and how it was/is handled. The 
reason for why this data collection approach has been chosen is due to the fact that the 
correlation between customer relationship components and PSS factors is clarified in the 
literature. However, it needs further empirical justification in order to design a successful PSS 
BM. 

According to Baines et al. (2007), Kuo et al. (2010), and Tukker (2004), a PSS could lead to a 
competitive edge for the PSS provider, which is seen as one of the main benefits a PSS could 
result in. Baines et al. (2007) states that a competitive edge could be gotten in a PSS 
environment due to the increased customer focus, which therefore becomes interesting to 
examine in this case as well. Furthermore, Mont (2002), Tukker (2004), and Kuo et al. (2010) 
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describe that a PSS evolves from a strong emphasis on customer’s demands, and that strong 
connections between customers and PSS providers exist. Hence, this is seen as a benefit for a 
PSS, namely; an improved customer relation. This thesis will therefore examine whether the 
benchmarking company also have noticed this and how the customer has perceived it. 
However, even though that benefits with a PSS exists, there are barriers to consider when 
embracing a PSS. More specifically, and in relation to the customer relationship building block, 
barriers such as organizational culture, as well as close co-operation is to be considered. The 
reason for this is due to that a PSS requires a close integration between the customers and the 
PSS provider, which will affect the organizational culture (Baines, et al., 2007; Mont, 2002; 
Meier, Roy, & Seliger, 2010). It is therefore of interest to examine if these barriers have been 
occurred and moreover how these in such case were handled. 

 Framework for revenue streams 4.2.3
Revenue stream as a BM building block is in the PSS context one of the main concerns to 
decide upon since the value proposition either could be based on product, use, or result 
(Tukker, 2004). Depending on the chosen value proposition, the revenue stream varies based 
on pay for product/service, pay for availability, and pay for outcome (Yoon, Kim, & Rhee, 
2012; Tukker, 2004). Hence, in relation to the BM building block presented by Osterwalder & 
Pigneur (2010), there are four different revenue streams to chose among, asset sale, usage fee, 
renting/leasing, and licensing. Since the revenue streams mentioned by Osterwalder & Pigneur 
(2010) are different compared to the ones presented in the PSS literature, it is of interest to 
examine this. The table below illustrates the revenue streams mentioned in BM literature, and 
the related PSS revenue streams, and moreover how this will be measured in order to answer 
the second RQ. 

Table 10 - Framework for BM revenue streams 

Revenue 
streams 

Source PSS and related 
theories 

Source Empirical 
objective 

Asset sale 
 
Usage fee 
 
Renting/leasing 
 
Licensing 

Osterwalder & 
Pigneur (2010) 

Pay for 
product/service 

Tukker (2004); 
Yoon, Kim, & 
Rhee (2012) 

How is the 
revenue stream 

generated? 

Pay for availability 
Tukker (2004); 
Yoon, Kim, & 
Rhee (2012) 

How is the 
revenue stream 

generated? 

Pay for outcome 
 

Tukker (2004); 
Yoon, Kim, & 
Rhee (2012) 

How is the 
revenue stream 

generated? 
 
To decide upon the most desirable revenue stream depends, as earlier mentioned, on the 
chosen value proposition. However, according to Osterwalder & Pigneur (2010), it is 
important to choose the most appropriate revenue stream in order to maximize the potential 
income, and thus be able to take advantage of the entire organization as a revenue mechanism. 
In a PSS context it is of interest to examine how the revenue stream is generated for the 
chosen value proposition (Tukker, 2004; Yoon, Kim, & Rhee, 2012). This specific framework 
will therefore be of use when examining the benchmarking company in order to form an 
understanding for how the PSS companies Koneo and BAES GCS have generated their 
revenue streams, which will help answer the second RQ. 

In the PSS literature, it is described that PSS can provide a higher possibility of a continuous 
cash flow and thus higher revenues (financial benefit) through a more extensive offering 
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(Meier, Roy, & Seliger, 2010; Mont, 2002). In the context of revenue streams it is of interest to 
analyze whether the chosen revenue stream has resulted in the financial benefits a PSS could 
lead to. However, this could be hard to examine if the benchmarking companies (Koneo and 
BAES GCS) have used the same revenue stream as when they started. Even though, financial 
benefits will be analyzed in order to draw conclusion regarding if a specific revenue stream 
could lead to higher financial benefits or not. Baines et al. (2007), Meier, Roy, & Seliger (2010), 
and Rojo, Roy & Shebab (2010) describe that one barrier that a PSS provider needs to consider 
is the one related to pricing. It is in PSS literature described that companies pricing a PSS offer 
need to gain experience in how to actually price the offering in order to benefit and thus earn a 
profit, which in a large extent involves knowledge regarding cost estimations (Rojo, Roy & 
Shebab, 2010). While examining the benchmarking companies, it is of interest to get an 
understanding of how they have handled this barrier, or if they consider this as a barrier at all. 
Another barrier mentioned by Meier, Roy, & Seliger (2010), Baines et al. (2007), and Rojo, Roy 
& Shebab (2010) relate this to risk absorption in a PSS context. Since the PSS provider takes 
over responsibilities that the customers previously accounted for results in a higher risk 
towards the PSS companies. Depending on the chosen revenue stream, the responsibility 
assumed by the PSS provider increases and thus the risks, which therefore need to be 
considered in order to overcome a higher risk and lower profits. This barrier will therefore also 
be examined at the benchmarking company so that information regarding potential 
counteractions could be gotten. 

 Framework for key activities 4.2.4
In order to benefit from the chosen value proposition and moreover to handle the decided 
customer relationship, internal and external activities need to be considered in a BM context 
(Osterwalder & Pigneur, 2010). For this reason, it is in the key activities BM building block of 
interest to identify key activities that could enhance the creation and delivery of the value 
proposition. Osterwalder & Pigneur (2010) elaborate on two activities to focus on in the key 
activities building block; problem solving and production. However, in a PSS context, it is 
described that a main concern to consider is related to the management of lifecycle costs and 
proactive management in order to enhance the success of the PSS (Datta & Roy, 2010; Meier, 
Roy, & Seliger, 2010; Rojo, Roy, & Shehab, 2010). The table below therefore illustrates a 
framework that will facilitate the data gathering and the data analysis.  

Table 11 - Framework for BM key activities 

Key activities Source PSS and related 
theories 

Source Empirical 
objective 

Problem solving 
 
Production 

Osterwalder & 
Pigneur (2010) 

Management of 
lifecycle costs 

(LCC) 

Datta & Roy (2010) 
Meier, Roy, & Seliger 

(2010) 
Williams (2007) 

How is lifecycle 
cost managed? 

Proactive 
management 

Datta & Roy (2010) 
Rojo, Roy, & Shehab 

(2010) Sandborn (2004) 
Windahl, Andersson, 
Berggren, & Nehler 

(2004) 

How is proactive 
management 

used? 

 
Deciding upon the crucial activities for the BM in order to create a chosen value proposition 
requires that internal activities as problem solving and production are considered (Osterwalder 
& Pigneur, 2010). In relation to PSS literature, it is important to be able to handle lifecycle 
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costs, which for example involves having a throughly emphasis on cost during product 
development phases as well as during the whole lifecycle (Williams, 2007). In order to handle 
concerns that could arise when embracing a PSS concept Rojo, Roy, & Shehab (2010) argue 
that proactive management is an approach to use especially when handling associated lifecycle 
costs. Due to this, it is of importance to examine key activities the benchmarking companies 
are focusing on and moreover if they manage the lifecycle costs, as well as if proactive 
management is used. This will help answer the second RQ.  

The use of a PSS will change the need of key activities. With regard to this, the organizational 
culture will be affected and could according to Mont (2002), and Meier, Roy, & Seliger (2010) 
be seen as a barrier for a successful implementation of the PSS. As a PSS business approach is 
relatively different compared to a traditional transactional business approach, this will affect 
how key activities are performed. Hence, it is of interest to examine if the benchmarking 
companies have noticed any difficulties or barriers regarding the organizational culture.   

 Framework for key partners 4.2.5
Key partners are in relation to BMs and to the literature in PSS an important factor to focus on. 
It involves how a company deals with the issue of cooperating with partners in order to 
achieve advantages. Key partners could according to Osterwalder & Pigneur (2010) involve 
having a strategic alliance, coopetition between competitors, joint ventures, or a buyer-seller 
relationship. With regard to PSS, it is important to forge a close partnership with suppliers and 
other external actors to achieve benefits and thus be able to deliver the PSS offer (Meier, Roy, 
& Seliger, 2010; Tukker, 2004; Lockett, et.al., 2011; Yao, Leung, & Lai, 2008). Furthermore 
and within PSS, it is of interest to establish a relationship in order to share the risks that a PSS 
business approach results in (Rose-Anderssen, et.al, 2008; Scott, Hedenryd, & Buxton, 2005;  
Lazonick & Prencipe, 2005). According to Spring & Araujo (2009) any type of partnership 
could involve an information asymmetry, which means that it is of interest to study this issue 
in relation to the literature related to principal-agent theory presented by Snyder & Nicholson 
(2008). To describe how key partners should be handled for a PSS provider, it is therefore 
important to consider PSS factors related to key partners in the BM. These are presented in the 
table below and will facilitate the discussion about the second RQ.  
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Table 12 - Framework for BM key partners 

Key partners Source PSS and related 
theories 

Source Empirical 
objective 

Strategic alliances  
 
Coopetition 
 
Joint ventures 
 
Buyer-Seller 
relationship 

Osterwalder & 
Pigneur (2010) 

Partnership in a 
PSS supply 

network 

Meier, Roy, & 
Seliger (2010); 
Tukker (2004); 
Lockett, et.al., 

(2011); 
Yao, Leung, & Lai 

(2008) 

How is a 
partnership in 
a PSS supply 

network 
handled? 

Risk-Revenue 
sharing 

partnership 
 

Rose-Anderssen, 
et.al. (2008); 

Scott, Hedenryd, 
& Buxton (2005); 

Lazonick & 
Prencipe (2005) 

Does any risk 
and or revenue 

sharing 
partnership 

exists and how, 
if such case, is 

it handled? 

Principal-Agent 
theory 

Spring & Araujo 
(2009); Snyder & 
Nicholson (2008) 

 

Does any 
conflicts 
related to 

information 
asymmetry 

exist between 
your company 

and your 
partners, if so, 

how is it 
handled? 

 
When the BM building block related to key partners is designed, it is of interest to examine if a 
specific partnership exists and moreover how that specific partnership is handled (Osterwalder 
& Pigneur, 2010). In relation to PSS, it becomes even more important to examine this area 
since the risks in a contract increases with more responsibilities. The reason for this is to be 
able to spread the risks with the suppliers while increasing the profits since the suppliers 
becomes a part of the value proposition and thus the PSS organization (Yao, Leung, & Lai, 
2008). Due to this, it is of interest to examine how and if the benchmarking companies have 
handled this issue. To clarify, if for example strategic alliances exist between the PSS provider 
(benchmarking companies) and their suppliers, it is in a PSS context of interest to get an 
understanding how this partnership is handled. In a PSS supply network risk-revenue sharing 
partnership can exist between a PSS provider and its suppliers and therefore it is also 
interesting to examine this partnership in a PSS context (Lazonick & Prencipe, 2005). 
Furthermore and since partnerships are important in a PSS business approach, it is of interest 
to study the relation between conflicts and partnerships with regard to the principal-agent 
theory presented by Snyder & Nicholson (2008). To get an understanding if and how the 
benchmarking companies have regarded this type of partnership it would be an interesting 
input to the analysis presented in chapter 6. This foremost relates to the fact that risks 
increases when a more comprehensive service offering is used.  

 Framework for cost structure 4.2.6
In a BM, the cost structure constitutes of the most important costs incurred when operating a 
business. It deals with low cost-driven and value cost-driven classes of cost structures and 
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relates to different type of costs occurring as fixed and variable costs (cost base) (Osterwalder 
& Pigneur, 2010). However a PSS imply that companies need to emphasize costs during a 
products entire life cycle, which affects the cost structure and makes it more complex (Datta & 
Roy, 2010). In order to compose a cost structure for a PSS provider it is therefore important to 
consider PSS factors related to the cost structure, presented in the table below.  

Table 13 - Framework for BM cost structure 

Cost structure Source PSS and related 
theories 

Source Empirical 
objective 

Low cost-driven 
Value cost-driven 
Cost base 

Osterwalder & 
Pigneur (2010) 

Lifecycle costs 
 

Datta & Roy (2010; 
Meier, Roy, & 
Seliger (2010) 

How is lifecycle 
costs handled in a 

BM context? 

Datta & Roy (2010) 

How is the 
ownership of costs 
handled (does the 
PSS provider or 

the customer bear 
the costs)? 

Markeset & Kumar 
(2001); 

Williams (2007) 

How is the focus 
on cost during the 

products 
development and 

lifecycle? 
 
In order to identify the cost structure of a BM and the costs associated with it, the affecting 
PSS factors need to be concerned. The PSS provider will experience costs in every part of the 
lifecycle since the ownership of the products remains in there possession. This is associated to 
the ownership of costs that will depend on whether the PSS is product-, use- or result-oriented 
(Datta & Roy, 2010; Meier, Roy, & Seliger, 2010). However a throughout cost emphasize in 
the lifecycle can minimize associated cost to the provider and this approach is therefore 
important to consider (Markeset & Kumar, 2001; Williams, 2007). To find further empirical 
evidence it is important to investigate Koneo’s and BAES GCS’s, cost structure and more 
specifically if they take the product lifecycle costs into account. Since Koneo and BAES GCS 
are seen as PSS providers it is also of interest to investigate how they relate to the ownership 
of costs and if they account for cost emphasizes during the whole lifecycle. These empirical 
findings would facilitate the answer of the second RQ and thus answer how a PSS-BM could 
be characterized in relation to cost structures.  

If the BM could take the affecting PSS factors into consideration there are good possibilities to 
reduce the barriers and hence absorb risks and facilitate pricing. Risk absorption is furthermost 
concerned with the financial risk of taking over customer responsibilities (Datta & Roy, 2010), 
while pricing comprises the problem to identify all costs related to a value proposition, which 
is directly related to the cost structure (Rojo, Roy, & Shehab, 2010) The issue of pricing occurs 
because of the difficulty to estimate all cost in an offering and it is therefore important to 
identify the whole lifecycle cost to remain profitable (Meier, Roy, & Seliger, 2010). 

A methodological approach to answer the second research question has now been elaborated 
through a framework connecting BM building blocks to related PSS factors. The literature of 
both BM and PSS creates the foundation to answer the second RQ, while the need of further 
empirical evidence is needed to justify the literature and further develop conclusion regarding 
the alignment between PSS and BM. When this is finally concluded the possibility to answer 
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how a BM applicable for a PSS company can be characterized. This will be done in the third 
RQ, and the approach for answer this RQ will be presented in the next section of this chapter. 

4.3 Methodological approach for answering RQ 3 
RQ3: How can differences and similarities between a current business model, and a business model for a 
Product-Service System be characterized? 

The third RQ aims to answer what differences and similarities a current BM, in this case 
BAES’s, have in comparison with a BM applicable for a PSS provider. The comparison is 
made possible through a cross-case study, where findings in RQ one and two are compared in 
order to conclude the relation between them. This approach is visualized in the figure below. 

 

Figure 7 – Methodological approach for the third RQ 

The figure presents how the result from RQ one and two are examined in relation to each 
other to find out what a company undergoing a transition towards PSS can bear in mind when 
designing its BM. This third RQ will therefore elaborate on the literature and empirical 
evidence found in RQ one and two and further facilitate the answer to the overall research 
problem.  

4.4 Chapter summary 
This chapter has presented the methodological approach for answering respectively research 
question by an elaboration on the data collection and analysis approach each research question 
will use. In relation to each research question, relevant literature has been presented to further 
justify the choice of framework. To answer respectively research question, different 
frameworks has been compiled to give a better overview for what each research questions aim 
to achieve in a perspective of data collection and analysis. The next chapter includes the 
presentation of the data gathered at both the primary case study company BAES, as well as the 
benchmarking companies Koneo and BAES GCS. The data is presented in accordance to each 
research question starting with the fist research question.  
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5 Data presentation 
This chapter includes the data presentation for the interviews conducted for this thesis. This is the empirical 
findings that constitute the foundation for the data analysis and is based on both empirics in the area of business 
models and product-service systems. 

5.1 Presentational approach 
The presentational approach for this thesis is divided into BAES current business model 
(RQ1) and a business model applicable for a PSS company (RQ2). In the first research 
question the data is presented through the building blocks of Osterwalder & Pigneur’s (2010) 
BM canvas that this thesis consider. That will separate the empirical findings and facilitate the 
analysis.  

5.2 BAES current business model 
The data presented in this section is related to the first research question and more specifically 
BAES’s current business model. The data is based on the interviews conducted with different 
business professionals at BAES (see 3.4.1 Primary data) and summarized in the different 
building blocks of a BM that the thesis focuses on.  

 What value proposition does BAES offer 5.2.1
An overview of the data collected related to the value propositions that BAES currently has, is 
presented in table 14. This serves as a summary of the data and is further elaborated upon 
below the table.  

Table 14 – Summary of the data collected related to the value proposition building block for RQ1 

Empirical finding related to the value propositions that BAES offers 
• Service portfolio 

o Maintenance services 
o Supply chain services 
o Training services 
o Technical services 

• Value in offering (reactive) 
o Provide an availability of the customers vehicles through maintenance services 
o Maintain a vehicles capability through the delivering of expertise in technical services 
o Improve performance of the vehicles through a restoration conducted by service 

technicians 
o Maintain fleet availability through the provision of the entire service portfolio (on a 

transactional basis) 
• Bundle of products and services in the value proposition 

o More products due to the high level in sales of spare parts 
• Customer needs that the value proposition solves 

o Tailored for each customer segment 
 
The value proposition that BAES offers differs according to the specific customer and how 
mature they are (i.e. how interested they are of outsourcing activities to private actors). The 
customers are still doing many activities themselves and BAES offers spare parts and training 
services on a transactional basis to most customers. To other customers BAES is offering 
services including, maintenance, modification and repairs to increase the capability of the 
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vehicles, while other customers are more interested in BAES competence and expertise. The 
service offerings can be summarized into BAES service portfolio, which are: (1) maintenance service 
including performing maintenance, damage assessment, repairs, recoveries etcetera, (2) Supply 
chain services, including spares supply, inventory management, optimization etcetera, (3) Training 
services including training delivery, training systems, skills monitoring, certification and (4) 
Technical services, which relates to providing customer support through, support offices, 
supportability data and technical information etcetera.  

When delivering expertise and competence the main problem that BAES intends to solve for 
the customer is to let them maintain a capability of using the vehicles, through BAES expertise in 
the area. That allows the customer to use the products and equipment regardless if anything 
changes in the system or similar. These offers are mainly a pure service since it is support 
contracts that BAES deliver. This means that the bundle of products and services in the value 
propositions mainly consists of products due to the high level in sales of spare parts. The 
vehicles are already delivered and the value proposition is only related to the sales of expertise 
to maintain a vehicles capability.  

Some of BAES customers are willing to let BAES take over more activities, letting BAES 
provide them with spare parts as well as maintain and service the products. Due to this, BAES 
solves the problem related to the maintenance of vehicles, which the customer lacks 
experience in or because it would be too costly for them to do it themselves. Furthermore, 
BAES can also provide a service to ensure that the vehicles are adapted to a specific situation 
where they are to be used in. For example, if the vehicles are to be used in Afghanistan, they 
need to be adapted to meet the requirements that this environment requires. Hence, the value 
propositions are tailored for each customer segment. Mostly, the value in these cases is attached to 
provide an availability of the customer’s fleet of vehicles through the provision of the entire service 
portfolio.  

BAES can also accept take-back agreements were old vehicles (near end of lifecycle) could be 
taken back to BAES to be restored to the original design with additional improvements. For 
example, BAES could take back a number of vehicles to increase their protection, enhance the 
ability to freight larger volumes, attain responsibility for that the vehicle is safe to use (in terms 
of safety related to driving as well as regarding laws and regulations), as well as to restore the 
vehicle into its original design. This value is bundled in the specific service related to the 
restoration of vehicle and helps the customer to improve the performance of the vehicles.  

The transition to a more extensive value proposition, where BAES takes over responsibility for 
the customers’ activities is nevertheless approaching. This is also something that the customer 
demands, but it is important for them that BAES can handle it (show a track-record), because 
they cannot afford a low availability of a vehicle fleet in battle. The problem BAES will try to 
solve through these offers is to have a determined number of vehicles on place at a certain 
time. This kind of value proposition includes much more services then before but also a lot 
more measurable goals, so called KPI:s (Key Performance Indicators). Therefore, it becomes 
more important for BAES to maintain a good result since it is easier to evaluate their 
performance (e.g. support in 4 days or 90% availability of spares in stock). 

 What kind of relationships exists between BAES and its 5.2.2
customers 

The table below is a summary of the data gathered related to the customer relationships that 
BAES has with its customers. The data is further elaborated upon in the text below the table.  
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Table 15 - Summary of the data collected related to the customer relationship building block for RQ1 

Empirical finding related to the customer relationship that BAES has 
• Dedicated sales manager and project manager in close collaboration with the customers project 

manager 
o Important to establish close relationships early in the collaboration 
o Relationships at a close working level 
o Professional relationships are built upon trust and a mutual respect 

• Integrated project teams  
 
BAES has a dedicated sales manager for each specific customer and a project manager in close 
collaboration with the customer’s project manager. In some countries, BAES has even integrated project 
teams together with the customer. It is important to establish close relationships early in the 
collaboration since many contracts are built up through an exchangeable process between 
BAES and its customers. This is done in order to understand what the customer wants and for 
BAES to stay open minded throughout the early processes, when defining the customer’s 
needs. In some cases the customers’ pay for a dedicated contact person at BAES. This person 
has a full-time job providing the customer with information and it facilitates the cooperation 
with the customer. This is very appreciated since it enables the customer to have full feedback 
on the development and continuous information.  

The relationships that BAES needs to establish with each customer must be on a close working 
level and this is especially important towards the people responsible for the procurement of the 
product/services that BAES offers. In a large extent, these professional relationships are built 
upon trust and a mutual respect for each other. It is important to be clear about that these 
relationships are ethical and professional relationships. If there is a lack of trust and respect, 
this could affect the delivery of the value proposition in terms of reaching its potential 
outcome. To deal with this, BAES could have sales directors integrated in the customer’s 
organization. Although, the relations with the customer are different according to each country 
it is preferable to establish personal relations that last for a long period of time. Due to this, it 
is important that BAES not change the people involved in the project organization towards the 
customers. Even though all relationships with the different customers are not that 
comprehensive, the main intention from BAES is to deepen the relation with each customer 
and develop together with the customer in joint projects. 

It is very costly to create and maintain a relation with the customer since it often takes a lot of 
time to establish trust with the customer. Due to this it is important to not change the point-
of-contact at BAES, since the personal relation and the trust often needs to be re-created as a 
result. It is more costly to establish a new relation than maintain an old one and it is also hard 
to reach the customer if the one that is to deliver the product/service is unknown at the 
customer’s organization. However, the relationships could not be seen as costly in relation to 
the size of the contracts. BAES has statistics that proposes that the revenues will decrease if 
the contact with the customer is poor. Investment in marketing and business development is 
therefore essential to maintain good customer relationship. The optimal situation is that the 
customer pays BAES to integrate personnel in the customer’s own organization. However, this 
is not possible in all cases.  

 What revenue streams are BAES using 5.2.3
As the first RQ involves characterizing BAES current BM and due to this their revenue 
streams, this part of the data presentation involves the data gathered related to BAES revenue 
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streams. This data is summarized in the table below and further elaborated upon to give a 
deeper understanding.  

Table 16 - Summary of the data collected related to the customer relationship building block for RQ1 

Empirical finding related to the revenue streams that BAES is using 
• Pay per spare 
• Pay per service (man-hours, number of tasks, number of training sessions etcetera) 
• Pay when an entire contract has been fulfilled 
• Lump payment in a fixed agreement  

 
Depending on which value proposition BAES delivers to their customers, the revenue stream 
they are using varies. However, in most cases BAES receive payments when they have sold a 
particular spare part, a service such as a maintenance activity, a training session, or when they 
have updated a technical manual. These revenue streams are described as pure transactional 
since BAES invoices the customers after a certain product or service has been delivered. To 
clarify, BAES gets paid when they have delivered a certain product or service but also when 
they have fulfilled an entire contract. If BAES gets paid when they have delivered and fulfilled an 
entire contract, the cash flow suffers since payments could be delayed until all products (spare 
parts etcetera) and services are delivered.  

Within these different revenue streams, BAES either sell a service or an asset in terms of a 
product, such as a spare part. The spare parts that BAES sell to their customers are considered 
as most contributive, in BAES’s entire product/service portfolio, to the revenues. In some 
customer contracts, BAES receives a lump payment in a fixed agreement for preparing necessary 
production equipment and materials on the customer’s site.  

When BAES and their customers is to decide on a specific contract, the prices and all 
including products/services are negotiated. One of the reasons for this is that BAES is 
competing in a ‘public’ sector where public procurements take place. When a negotiation take 
place, the customer does in some cases share their budget (preferable) and thus makes it easier 
to unify about a certain price. The negotiation is however not necessarily an extended price 
discussion since the customer typically has a fixed price according to their budget. In addition, 
government pricing rules also apply for non-competitive work, which restricts BAES in terms 
of price flexibility and allowable profit. The costs are derived internally and these costs often 
create a base for the price offered. The costs will determine the components and services that 
BAES can include and the cost calculation is also a point where BAES can reflect over what to 
include in the offering in relation to the customers needs. 

To further clarify the different revenue streams that BAES is using, it can be said that the 
customers pays BAES in exchange for maintaining the vehicles capability. This can be done 
through either the delivery of spare parts, maintenance, and training sessions, to update 
technical manuals etcetera.  

 What key activities are BAES focusing on 5.2.4
Key activities is a building block in the BM to consider since it involves the most prominent 
activities to focus on in order to deliver a value proposition and moreover to be profitable. 
The data gathered with regard to BAES’s key activities are summarized in the table below and 
further elaborated upon.  
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Table 17 - Analysis of the key activities building block 

Empirical finding related to the key activities that BAES is focusing on 
• Information gathering 

o Non-added value activities 
o Essential in order to conduct other activities 

• Supply chain activities 
o Lead-time, respond to quotes etcetera 
o Risk management 

• Purchasing department 

 
It is important for BAES to gather information from the customers to be able to understand the 
environment where the equipment is being used. In this matter, it is the sales managers 
responsibility to gather information from the customers in terms of how the vehicles are being 
used and how they in the future intend to be used.  This is especially important since this 
information is a necessity for future analysis procedures at BAES, which relates to how they 
will need to maintain, upgrade and configure the vehicles adapted for certain environments. It 
is described that BAES will need to improve in this particular area so that each configuration, 
upgrade, maintenance task is based on reliable and valid data from the actuality. However, the 
customer’s consider this information exchange as additional non value-adding activities. By getting 
this information, BAES could perform activities related to the value propositions so that a 
higher value is delivered to customers and information gathering is therefore essential for doing 
other activities. This could involve a reduction of lead times, as well as a reduction of costs.  

There are also many important activities related to SCM and the risk in the supply chain. As a 
company, BAES can perform a lot of activities that does not add value to the customer and it 
is important to understand these parts. This is often related to activities in the supply chain 
that is not performed well enough and the value often decreases due to inefficiency (time it 
takes to process something in the organization). For example, if a customer buys a new rubber 
track they will get a better performance of the vehicles and it will cost less to drive the vehicle. 
If the lead-time is to long, they will need to hold larger stocks, which increases the cost and 
decreases the value. Hence, this is seen as a non value-adding activity and it is important for 
BAES to understand that.  

Since the value propositions in a large extent involves the sales and delivery of spare parts, the 
purchasing department has a key responsibility in continuously gather information on prices of 
spare parts purchased from suppliers.   

 Does BAES have any important key partners 5.2.5
As previously mentioned, key partners is one of the components of a BM that this thesis 
focuses on. With regard to this, the data gathered in relation to BAES’s current BM is 
presented. The table below summarizes the partners that BAES consider to be key partners in 
their BM.  
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Table 18 - Analysis of the key partners building block 

Empirical finding related to the key partners that BAES has 
• Customer as a key partner 
• Suppliers 

o Provide with knowledge and activities 
• Key partners for specific segments 

o Counter-trade agreement (Offset agreement)  

 
In a large extent, BAES sees their customers (the user and the authorities purchasing from 
BAES) as key partners since all these are depending on a strong relation due to the length of 
the contract. The vehicles that BAES delivers to their customers has a lifetime of 
approximately 25-50 years which means that these need to be serviced during this particular 
time. The customer that BAES sell their vehicles to therefore becomes key partners since they 
often use BAES to maintain them during the entire lifecycle. This is due to the fact that BAES 
is the engineering authority and can offer the best service. Furthermore, BAES have a number 
of suppliers considered as key partners, which provide them with knowledge and activities. BAES 
cannot afford having all knowledge in-house and they need to outsource certain activities to 
partners.  

In relation to key partners, when BAES is doing business with a customer outside the national 
borders of Sweden, these contracts are often based on a counter-trade agreement (Offset 
agreement). This means that BAES needs to collaborate with a company in that specific country so 
that the country ‘re-invests’ their money in their own country.  

 What cost structure does BAES have 5.2.6
To be profitable in any organization, it is of interest to have a deep understanding of the costs 
inherent in the organization. Due to this, the costs that BAES consider to be the most 
prominent ones in relation to the value proposition are summarized in the table below and 
further elaborated upon. 

Table 19 - Analysis of the cost structure building block 

Empirical finding related to the cost structure that BAES has 
• Cost of spare parts 
• Costs of personnel 
• Lifecycle costs (LCC) 
• Cost of analyzing and making predictions 
• Costs of machineries, equipment, facilities  

 
When describing the cost structure related to the different value propositions, the most 
prominent cost inherent in BAES’s BM is the cost of components and more specifically spare 
parts. It is said that the costs of spare parts stand for large part of the total costs for driving the 
vehicles. However, typically 70% of the overall cost is spent within the supply chain (material 
and subcontracted services). Hence, BAES has a strong focus on the costs related to the 
deliveries of spare parts. Other large cost drivers in the value propositions relate to cost 
associated with BAES personnel. However, these cost are described as relatively easy to estimate.  

Costs of analyzing and making predictions regarding spare parts is something that BAES can 
improve in and thus be more energetic, which could lead to shorter lead-times and due to this 
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a lower possibility of exposing themselves for liquated damages. The reason for this is that 
BAES at todays date need to hold large stocks due to the long lead-times that exist. The costs 
for analysis and more specifically the analysis process itself will become even more important 
when BAES awards contracts on availability.  

Lifecycle costs (LCC) are something that BAES has a focus on, and this is more important in 
some cases than other. The reason for why LCC are more important in some cases depends on 
that if BAES delivers a product in terms of a component, LCC is one of the most important 
sales arguments. However, when BAES is to deliver pure services, LCC is not as important as 
when they sell products. This is something that BAES needs to get a deeper understanding in 
so that even when they sell a pure service (for example when they are selling expertise), LCC 
should be in focus throughout the delivery.  

In order to deliver the different value propositions presented, BAES further has to handle cost 
in machineries, equipment, facilities, logistics, cost in developing services and products (man hours). These 
costs are summarized as overheads and thus included in the price of the offering.  

As the data related to BAES’s current business model has been presented, the next section of 
this chapter will involve a presentation of the data related to the benchmarking of how a PSS-
BM can be characterized. This data is based on interviews with Koneo, as well as BAES GCS 
regarding how they have structured their business model in a PSS business approach.  

5.3 PSS business models in benchmarking companies 
In order to determine how a PSS business model can be characterized, two benchmarking PSS 
companies have been studied in order to find empirical evidence related to their business 
model. This information is presented in this section and moreover divided into the BM 
building blocks that the thesis focuses on, namely; value proposition, customer relationships, 
revenue streams, key activities, key partners, and cost structure.  

 What value proposition is used at the benchmarking companies 5.3.1
The value proposition for the PSS companies is presented in the table below, separating 
between the two companies and later presented in more detail. 
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Table 20 - Data presentation of BAES GCS and Koneo’s value proposition 

 BAES GCS Koneo 
V

al
ue

 p
ro

po
si

ti
on

 
• Value offered through support services 

o Design authority 
o Engineer authority 
o Competence and knowledge 

• Take over activities 
o Cost reduction 
o Improve performance 

• Input based to output based 
• Mostly service content 
• Satisfy needs 

o Reduce costs 
o Get spares available 
o Transfer risk to BAES 
 

• Make the customer secure in outsourcing 
activities to Koneo 

• Make sure that the customers activities are 
working in a way that they suppose to 

o Understand the customers 
organization 

o Improve the customers activities 
• Customized value proposition 

o Tries to get economies of scale 
through additional sales 

• Mostly service content 
o Products are “facilitators” for 

creating value when services are 
applied 

• Solution based value proposition 
• Barriers 

o Risk when taking over customers 
responsibilities 

o  Who is responsible for what 
• Reduce costs 

 
When creating value for the customers, BAES GCS proposes that this is created through support 
services. This is something that Koneo also describes, namely that the products just are facilitators 
for extracting value when the services are applied and the product itself does not create any value 
unless it is supported by services. The value is created through support services and BAES 
GCS describe that the value proposition is based on being a design authority since BAES GCS 
know how to deliver the service better than anyone else and second, an engineer authority since 
BAES GCS know how to provide a service better. In the value proposition BAES GCS is 
furthermost trying to compete on quality and thus price become secondary. The value created 
is based on BAES GCS’s competence and knowledge about safety and the IPR (Intellectual 
Property Rights). When delivering availability contracts it is important to gain experience that 
BAES GCS has. They can show a track record, benefits and savings for the customer every year. 
BAES GCS can also reduce the burden for the customer and take away activities from them, such 
as spare procurement, repairs, movement of material and tracing of spares. 

The value proposition that Koneo delivers to their customer mostly involves making the 
customers secure in outsourcing responsibilities to Koneo. In this, Koneo makes sure that the activities 
that they have taken over are working the way they suppose to. Within this, it is important to inform 
the customer what they actually are paying for and how large the cost would be. In order to 
develop and furthermore deliver a value proposition that can satisfy the needs of the 
customers, it is vital to get a deep understanding of the customer’s organization and how they perform 
their activities, what problem they might have and what they previously have done in order to 
become more effective and efficient. The need of a customer understanding is a big difference 
compared to how Koneo historically have conducted their business. The CEO at Koneo 
described that, when selling a solution compared to a separate product and service, it is more 
important to understand the customer since they have outsourced activities that they 
previously handled themselves. A relatively common need that most of Koneo’s customers 
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shares involves that they have an internal activity or function that is ‘good enough’, and that 
they want to improve it by using Koneo as a supplier. 

Koneo is focusing a lot around customers outsourcing of responsibilities, which is an 
important part of their value proposition. However, BAES GCS is also focusing on a take-over 
of customer activities to improve them. The interviewee mentioned, “Through these contracts, 
BAES GCS can save millions for the customer”. It is incentivized contracts for BAES since the 
customer do not pay for what BAES do, but for a service. The customer pay per kilometer so 
it is BAES’s incentive to reduce the work needed per kilometer and hence reduce the cost. 
However it is always more important to be reliable, which means that reducing the work 
needed cannot affect the reliability negatively. Through these contracts it could cost the same 
for one procurement department at the MOD (Ministry of Defense) but the overall savings for 
the MOD will decrease. It is therefore important for the customer to get the costs together 
and see the cost outside the direct budget. If spares could be managed better, it will reduce the 
amount of stock MOD must hold. At the moment, MOD has about 5 to 1 in stock (five times 
as much as they use in a year). With CFA (Contract for Availability) they can reduce it to 
somewhere between 1 to 1 and 3 to 1: “Imagine the cost reduction to get rid of 40 % of the warehouses”. 
One of the incentives for the customer with CFA is to get more value for the money. BAES 
GCS can improve customer’s performance while taking over their responsibilities and reduce 
the overall costs. It is therefore important to change the mindset of the customer. They need 
to understand that BAES GCS saves money outside the direct budget, since the cost reduction 
effects other departments. This is a unique challenge for BAES GCS, when improving these 
services.  

Koneo is adding value to their solutions through a customization to a specific customer. However, 
they are always trying to the sell these solutions to other customers and thus get economies of scale. 
This might however be hard sometimes, since all customers do not share the same needs and 
problems. In relation to the ratio between products and services in Koneo’s value proposition, 
it is described that they are selling more services than products. This is related to the value addition 
of services and the products role as a ‘facilitator’. The reason for that the services provide the value 
is that the customer’s want to be secure in that Koneo maintains, analyzes and makes sure that 
the products/services retains their capability. 

BAES GCS also mentions that the service content is larger than the product content. However, they try 
to see the value proposition as an overall service. The product is the spare but BAES GCS 
does not talk about spares as a product but rather what the spares plans to achieve. This is 
where the benefits are, if the vehicle is more available, the customer can do much more 
training etcetera. When BAES GCS delivers this service intensive value proposition 
(availability contract), they satisfy three in beforehand known needs for the customer. These 
are: 

1. Reduce costs (Customer pays less for a better service) 
2. Get spares available (Customer gets the spares when they need) 
3. Transfer the risk to BAES GCS 

These needs are known before signing the contract, but there are also more needs that can be 
identified during the contracts. One of them is to be really fast of changing the requirements, 
which is one way of improving the service during the contract. At this time, all contracts are 
used for spare parts availability and BAES GCS is responsible for every activity to the 
customer warehouse. Hence, BAES GCS can reduce the burden of the customer and eliminate 
risk outside their control, which is a great advantage of BAES GCS’s value proposition.  
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One of the competitive advantages that Koneo has received from the value proposition, the 
one related to selling a solution rather than a separate product or service is that the customers 
in advance know how much everything will cost, which attracts more customers. However, the 
CEO at Koneo mentioned that even though that there are advantages of using a ‘solution-based 
value proposition’, there are barriers as well. One of these relates to the risks that occur when the 
supplier takes over responsibilities that the customer previously accounted for. Hence, Koneo 
need to constantly monitor the systems, since if they were to break down, they would 
otherwise suffer from liquidated damages.  

Furthermore, another barrier that Koneo have occurred relates to being clear about stating 
what they are responsible for, and more important what they not will be responsible for. The reason 
for this is to reduce the risks of getting liquidated damages due to a miss communication 
regarding responsibilities.  

To clarify the value proposition, Koneo delivers a capability for the customers to use a 
solution, while BAES GCS delivers availability contract of spares to improve the vehicle 
durability. They are both aiming to reduce the costs in the customer’s organization, but BAES 
GCS has a problem since the customer has a hard time understanding the cost. Koneo can 
through their value proposition reduce the customers administration costs since they only 
invoices the customer once a month compared to historically when the customers received 
approximately 500 invoices per month. The customers can through these value propositions 
get a higher degree of availability of the products (i.e. copier machines or vehicles). However 
taking over responsibilities also transfers the risk to the supplier. This transfer of risk is seen as 
a satisfaction of a customer need for BAES GCS, while Koneo sees it as a barrier to overcome.   

 How is the customer relationship aspect handled  5.3.2
The data gathered from both Koneo as well as BAES GCS related to how customer 
relationship is handled is presented in the table below and further described below the table.  

Table 21 - Data presentation of BAES GCS and Koneo’s customer relationship 

 BAES GCS Koneo 

C
us

to
m

er
 r

el
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ns
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• Joint-teams 
• Close relationships 
• Customer need to understand what 

they pay for 
o Problems 
o Think of “stuff” instead of 

usage 

• Deep and strong relationships over a long 
period of time 

o Customer decision to let Koneo 
take over activities is a strategic 
one 

o Personal relation 
• Difference when selling functions and 

solutions 
• Co-creation and develop solutions together 

to improve value 
• Before contract  

o Relationship at commercial level 
o Define responsibilities 

• During contract 
o Dedicated people in close 

collaboration with the customer 
 
In order to create a contract with a customer, BAES GCS usually tries to establish a joint-team 
working in close relationship with the customer. This is said to be a good way of maintaining a 
good relationship but it also includes some risks. First of all, it makes it harder to say no when 
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interacting with the customers and sometimes BAES GCS promises things that they should 
not do and cannot fulfill. Furthermore, this type of relationship adds costs to BAES. In order 
to handle and maintain the relationship, BAES GCS needs to dedicate a person to a specific 
customer. The reason for this is that it is hard to share resources. Moreover, it is said that 
BAES GCS need an extra office within or close to the customers’ facilities, which also add 
extra costs. Due to this, it is both costly and time-consuming to establish this type of 
relationship and thus create a mutual trust. It was said that in order to maintain the trust from 
the customer, BAES GCS should not change the people involved in the joint-team or in the 
project organization since the relation is personnel. 

With regard to Koneo, they are trying to establish a deep and strong relation that could last over a long 
period of time. The customer prefers this type of relationship since they are outsourcing activities 
to Koneo, which they previously accounted for themselves. As Koneo is taking over customer 
responsibilities, the decision regarding this is taken at a strategic level in the customer’s 
organization. This means that Koneo needs to have a deep and strong relationship with the 
people (personal relation) in the customer’s organization that have the authority to decide on 
these issues. Hence, Koneo has a relatively good insight into improvement projects that the 
customer is going to conduct and that Koneo could be part of.  

Another reason for why Koneo wants to establish a deep and strong relation is due to the fact 
that when selling a function or a solution, this will be a commercial starting point. In a transactional 
relationship, the sales of a separate product and service will according to the CEO at Koneo 
have a time constraint (once the installation is performed the customer will handle 
maintenance activities etcetera). Therefore, it is seen as natural to have a stronger relationship 
with the customer since it from the customer as well as Koneo’s perspective is of interest to 
have the solution function properly all the time. To deliver more value-added to the customers, 
Koneo is constantly trying to enhance and develop the solutions together with the customers 
by a co-creational process. Within this, Koneo can get input from the customer and thus customize 
the solution to the customers’ needs. 

BAES GCS’s current revenue streams is something that their customers prefer since they will 
know what they are paying for (for example, 90% availability). However, one problem with this 
is that the customers in reality do not understand exactly what they are paying for. If BAES GCS has 
been awarded a 90% availability contract on spares, they will make sure that 90% of the 
necessary spare parts are available at all times. The customers however will become frustrated 
when they do not find their shelves fully stocked or want to focus on ‘inputs’ (e.g. people / 
material) rather than the outputs (i.e. 100% availability. Within this issue, the customer focus 
more in terms of ‘stuff’ instead of usage. One year, BAES GCS can be forced to replace 50 parts of 
a spare part to attend for the 90% availability. The next year, if vehicle reliability is improved 
for example, BAES GCS may not need to replace a single spare part since the vehicles are 
durable. Hence, it is common that the customers question what they actually are paying for 
since they not have noticed any replacements of the spare parts, even though the service level 
has improved. 

When Koneo is to establish the relationship before a contract and at a first occasion sell the value 
proposition to their customers, the relation is on a commercial level. During this phase, it is really 
important to be clear about which responsibilities that Koneo will be responsible for, as well as 
which activities they will not attend for. However, when the customer and Koneo have agreed 
on the contract, the relation continues by appointing a dedicated sales people that will be responsible 
for the delivery and the maintenance of the solution. This dedicated sales person is often 
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involved in meetings at the customer’s site in order to get input and thus be able to improve 
the solution.  

 What revenue streams do these companies have  5.3.3
BAES GCS as well as Koneo use a number of different revenue streams in order to receive 
payments when they deliver their value propositions. The table below summarizes the data 
gathered with regard to BAES GCS and Koneo’s revenue streams. These are further described 
below the table. 

Table 22 – Data presentation of BAES GCS and Koneo’s revenue streams 

 BAES GCS Koneo 

R
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m
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• Pay per unit of usage 
• Pay for fixed teams 
• Pay for driven kilometer 
• Hard to set price 

o Complex pricing 
o Revenue is fixed, costs differs 
o Maximum and minimum level 

of usage 
• Hard to cover development costs 

o New revenue streams 
 

• Depends on the contract 
• Pay per hour 
• Pay for fixed service agreements 
• Fixed amount per month 

o Solutions 
o Most preferable 

• Pay per usage (per printed paper) 
• Complex pricing 

o Estimate costs 
• Need information from customers about 

usage 
o They contract a ‘usage plan’ 
o Re-negotiation if an 

arrangements is not fulfilled  
 
The revenue streams that BAES GCS is using could be described by the following payment 
methods; pay per unit of usage, pay for fixed teams, and pay for driven kilometer. Moreover, BAES GCS 
also uses additional revenue streams that foremost relates to when they are sitting in the same 
area as the customers This is something that can be seen as a facilitator for the customer as 
their costs (payments) are based on availability. In future value propositions, BAES GCS will 
try to increase the availability to a lower price, which will make the value proposition more 
attractive for the customers and lead to higher revenues.  

It is hard to set a price on BAES GCS’s value propositions since it is based on availability (complex 
pricing) and therefore it is important to contract a maximum and minimum level of usage. If the 
vehicles are overused, the revenues need to increase, and if the customer uses them less than 
the minimum level, BAES GCS will still get paid the an appropriate level. It will otherwise be 
impossible to manage availability contracts and thus be profitable. Hence, it can be said that it 
is quite hard to set the price since the revenue stream is fixed but the costs change according to for 
example number of breakdowns.  

In relation to BAES GCS, the revenue streams that Koneo are using depends on the type of contract 
they have established with their customers. For instance, they could sell a separate product in 
which they get the contribution margin. Moreover, another revenue stream is when they sell 
services and gets paid for the hours they perform the specific activities related to the services. 
Furthermore Koneo have fixed service agreements by which they get paid for being responsible for 
maintaining a product or service during a specific period of time. The most profitable revenue 
stream is however the one related to the sales of solutions. In these agreements, Koneo gets paid 
a fixed amount per month in exchange of handling all activities necessary for the solution to 
function as contracted upon. To be profitable with the use of this specific revenue stream, it is 
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important to be able to estimate all the costs incurred in the agreement. The customers will 
know exactly how much they will be invoiced for every month, which makes this agreement 
preferable and beneficial for both parts. Furthermore, Koneo has another revenue stream that 
involves charging for every page the customer printout. 

If Koneo is to be profitable with the solution-based contracts they will need to have a lot of 
information about how the customers use the products. If Koneo assumes that the customer for 
example will print 10.000 pages during a month, but only reaches 5000, they will not profit 
from this contract. Hence, they will always need to have a usage plan in order to ensure that they 
will be profitable in all cases. Due to this, if an agreement is not fulfilled by the customer 
organization, they have stated that they can re-negotiate the contract. This is a way to spread the 
risk towards the customer organization.     

In relation to the costs of service development, BAES GCS has in the past covered these costs 
through customer payments. However, in use of the mentioned revenue streams, this type of 
cost coverage will be harder to get. BAES GCS will therefore need to find new revenue streams 
that can cover these costs.  

 What key activities do the benchmarking companies focus on 5.3.4
Depending on the structure of the value proposition, the activities necessary to perform are 
different. The table below presents which activities that BAES GCS and Koneo focus on in 
order to deliver their value propositions. 

Table 23 – Data presentation of BAES GCS and Koneo’s key activities 

 BAES GCS Koneo 

K
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• Gathering of information 
• Possibility to make accurate predictions 

o Diagnoses 
o Proactive rather than reactive 

• Clear structure 
• Constant monitoring process 
• Gather data 
• Good in problem solving 
• Reduction of costs in a LCC perspective 
• Creating an awareness that a customer 

‘problem’ is Koneo’s problem 

 
One of the most crucial key activities that BAES GCS needs to perform relates to gathering of 
information from customers. This involves usage data such as how customers use the vehicles, 
how they maintain them, store them etcetera. In order for BAES GCS to make accurate 
predictions and diagnoses on the vehicles, they will need to gather data from the customers. In 
relation to the delivery of a certain spare part, a maintenance task, a training session, they will 
need to have information so that they can develop a plan for how to conduct these activities 
and thus increase the value added. Most of these activities involves being proactive rather than 
reactive by having extensive information of the customer and base the decisions upon that. An 
extensive information base could lead to that BAES GCS can tailor every activity to the 
customers’ vehicles. However, it is hard to gather information of vehicles that are used in the 
field in various unpredictable environments. All this means that BAES GCS has to be 
‘symptom-driven’ to be as effective and efficient as possible in their deliveries of the value 
propositions.  

In even more comprehensive availability agreements, BAES GCS aims to perform all activities 
in continuous operations since the cost will be even lower. For example, if the vehicles do not 
work when they should, the revenues will be lower and BAES GCS could suffer from 
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liquidated damages. This could mean that BAES GCS must have a large warehouse of spare 
parts available and consider how the user of the vehicles is trained. When establishing 
availability contracts it is therefore important to consider the use of a product during the whole 
lifecycle. 

The key activities that the value proposition Koneo offers require having a clear structure. This 
means to have a structure that can handle the entire delivery of the solution. Koneo also need 
to constantly monitor the solution so that it functions the way it is suppose to. The CEO at 
Koneo describes that they need to be extremely good in problem solving. They need to be able to 
solve customer problems so that the customer never discovers that they have a problem. 
Hence, the key activities involve being proactive so that the customer never notices any 
problems. 

Another key activity that Koneo is focusing on relates to the reduction of costs in all phases of the 
product lifecycle. Therefore, a lot of the activities that Koneo performs relate to monitor the 
systems they have delivered to the customers in order to reduce the costs of break down, since 
Koneo accounts for these costs. It is also important to make the entire organization aware of 
that if the customer occurs a problem, it is actually not the customer that has a problem, it is Koneo 
since they are the one being responsible for the solution.  

 Does any specific partnership exists between the benchmarking 5.3.5
companies and their suppliers 

When examining how BAES GCS and Koneo relates to key partners when adopting a PSS. It 
is clear that both companies have key partners, however their characterization and purpose is 
quite different. The table below includes the data presentation for the benchmarking 
companies in relation to key partners.  

Table 24 – Data presentation of BAES GCS and Koneo’s key activities 

 BAES GCS Koneo 

K
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• Logistics provider 
o Supply chain services 

! Warehouse 
! Distribution 
! Local management 

• Key partners to provide a unique vital 
service 

• Finance company 
o Spread risks with the finance 

company 
• Konica Minolta (owner) 

o Supply partner 

 
BAES GCS’s key partner for delivering the value proposition is a logistics provider, who provides 
BAES GCS with comprehensive supply chain services (warehousing, distribution and local 
management). They are vital to the performance of BAES GCS’s availability arrangements in 
which deliveries need to be made regularly and close coordination is required with the 
customer’s own supply chain system. However, in relation to key partners, BAES GCS’s 
strategy when collaborating with key partners is to cooperate with them who could provide a 
unique, vital service that cannot otherwise be provided by BAES GCS internally. When focusing 
on BAES GCS’s service offerings, logistics is one such area where they consistently look to a 
partner rather than providing it in house. 

In Koneo’s case the customer do not want to own the machines themselves. Hence, Koneo 
will be responsible for the products. To do this, Koneo collaborates with an independent 
finance company that will purchase the products by which Koneo ‘leases’ to their customers. 
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Koneo thereafter pays the finance company a rental income and can through this arrangement 
spread the risks they undertake in this customer contract. The finance company will due to this 
be responsible for insuring the products. This is described in the figure below 

 

Figure 8 - Example of how Koneo gets payments from their customers and how they pay the finance 
company 

In addition to the finance company, which is an important partner for Koneo in order for 
them to conduct their daily businesses and spread their financial risks, they also have another 
partnership with Konica Minolta. This partnership has been developed due to that Konica 
Minolta has acquired Koneo’s entire organization. Konica Minolta could be seen as a supply 
partner because they provide Koneo with the product that is further on leased to the customers.  

 How is the cost structure managed and how does it look like 5.3.6
BAES GCS and Koneo has several costs that are associated with their business models. The 
most important costs are summarized in the table below and presented in detail later on. 

Table 25 – Data presentation of BAES GCS and Koneo’s cost structure 

 BAES GCS Koneo 
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• Manpower overhead 
• Optimal cost relation is 50/50 (indirect 

vs. direct overheads) 
• Hard to determine all cost drivers 
• Risk management as a substantial cost 

in availability contracts 
• Spare parts is considered as a cost 
• Idea of hidden costs but hard to 

estimate  

• Most prominent costs involves costs of 
monitoring tools and personnel to perform 
the monitoring 

• Costs of monitoring the products and 
analyzing the activities 

• LCC in a service as well as product 
perspective 
 

 
An important cost for BAES GCS is the manpower overhead. An optimal cost balance to achieve 
is to ensure that indirect costs (back office functions, procurement, shared services etcetera) do 
not outweigh the direct costs (customer materiel or products). It is however hard to determine 
all direct and indirect overheads and justify the costs for the customers. It also makes it vital to 
establish the break-even point where BAES GCS will make money. In relation to BAES GCS’s 
products, the largest costs are present in relation to the mid-life repair, where the vehicles need 
extensive maintenance and repairs. This is where the vehicles have reached the middle of their 
entire lifetime. 
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For Koneo, the most prominent costs are the ones related to monitoring tools as well as the 
personnel that performs these activities. It is extremely important to monitor the solutions that 
Koneo accounts for since they otherwise will face a hard time of being profitable. Hence, costs 
related to conducting these monitoring as well as analyzing activities are the most prominent costs 
that they need to consider. When BAES GCS talks about the cost of certain activities, it is 
mentioned that risk management will be a large cost base since they will take a much higher risk. 
This will set higher requirements for the internal activities for BAES GCS. This will also 
concern the comparison of different solutions and analyze the alternative costs.  

Koneo consider LCC in a large extent since they can increase their profitability by decreasing 
costs that incur during the product lifecycle. To do this, they monitor the solutions at all times 
and analyze the data so that they can improve the product by maintaining them correctly. 
BAES GCS tends to look at LCC in three different aspects, in relation to any particular 
procurement activity. (1) Total LCC: Which included everything – customer costs, training cost 
etcetera, i.e. the full spectrum over the support period. Then BAES GCS looked at (2) direct 
LCC, which tends to be pure billable/chargeable costs and (3) small cost-benefit analyses, 
which looked at LCC over the contracted period to work out how quickly an investment 
would pay back in savings.  

When BAES GCS contracts on availability, the spare parts will no longer be a source of revenue and 
instead turn into ‘pure’ costs. This will become a shift in the entire BM because the spare parts will 
be an important cost to decrease. It will change the view on how to manufacture vehicles in 
the future, since the optimal solution will be to produce vehicles that never break. Before 
contracting for availability the optimal situation was that the vehicles broke often enough to 
make money on spare parts while the customer does not get unsatisfied. The question stands: 
“should BAES GCS build more durable vehicles and should they, in that case, sell these (more durable) 
vehicles to a customer that does not demand availability contracts?”. 

When taking over responsibilities from the customer’s activities, it is possible to increase the 
availability to a lower cost. The more activities that BAES GCS can attain for, the more cost 
reduction is also possible. Thus it is important that the customer understand what drives their 
own costs and get an understanding of all costs associated with spare parts availability. In 
relation to the entire cost spectra, the hidden costs are something that BAES GCS is familiar with, 
but it is nevertheless hard to estimate. One hidden cost could for example be the cost due to 
bad training. If the driver does not know how to drive the vehicle properly, the risk of damage 
will increase.  

The BM that BAES GCS established is a usage based performance model. BAES is 
responsible for normal failure (spares etcetera), which is covered within cost per kilometer. 
However other damages as crashes, or land mines is the customer’s responsibility. BAES GCS 
does not accept the risk for a whole vehicle since it is way to expensive at the moment. 
However it is possible to accept that risk in training but not for the vehicles at the frontline. 
BAES GCS cannot manage that and it will be too expensive to insure the vehicles at the 
moment.  

The data presentation of both the first and the second RQ has now been presented in 
accordance to the different BM building blocks that the thesis focuses on. The first part of the 
data presentation has involved a presentation of the data gathered related to BAES’s current 
BM, and the second part includes a presentation of the data related to the benchmarking 
companies BM. The next chapter of the thesis will involve an analysis of respectively RQ with 
regard to the empirical data. 
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6 Analysis 
This chapter includes the analysis of the empirical information in relation to the theoretical framework presented 
earlier. It is divided into each research question where RQ1 and RQ2 are examined through a within case 
analysis. The third research question is analyzed through a cross case analyze between RQ1 and RQ2.  

6.1 RQ1: Current business model 
In order to characterize BAES’s current business model, the empirical information is 
compared with the theoretical information of a business model in order to analyze the data in 
relation to each other. More specifically, this means that literature that could be connected to 
the empirical findings will be placed in the right column of the tables. Hence, even though 
other BM theories have been presented in chapter 2 and 4, the ones presented in the tables are 
the ones having a correlation to the empirical findings. This is further divided into each 
building block of a BM that the thesis focuses on. 

 Value proposition 6.1.1
The value proposition is complex for BAES since the large contracts and different customers’ 
demands requires tailored solutions to meet the customers’ needs. In the table below the 
empirical information is presented in relation to the correlating business model theories.  

Table 26 - Analysis of value proposition building block (RQ1) 

Empirical information Business model theories 
• Service portfolio 

o Maintenance services 
o Supply chain services 
o Training services 
o Technical services 

• Value in offering (reactive) 
o Provide an availability of the 

customers vehicles through 
maintenance services 

o Maintain a vehicles capability 
through the delivering of expertise in 
technical services 

o Improve performance of the vehicles 
through a restoration conducted by 
service technicians 

o Maintain fleet availability through the 
provision of the entire service 
portfolio (on a transactional basis) 

• Bundle of products and services in the value 
proposition 

o More products due to the high level 
in sales of spare parts 

• Customer needs that the value proposition 
solves 

o Tailored for each customer segment 

• Performance 
o Create value through an improved 

product or service performance 
 

• Customization 
o Tailoring products and services to 

specific needs 
o Individual customers and 

customer segments 
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BAES offers a service portfolio that includes different products/services that the customer can 
choose to buy. The value in these offers differs according to the combination of 
products/services the customer is demanding and it could be customized to the customer’s 
different needs. The value that these products/services offers is different according to what 
bundle of products and services the customer intends to buy. However, the main intention 
when creating the value for the customer is to improve the performance of the vehicles, 
improve capability or maintain availability of the vehicles. This could be seen as a performance 
based business model where BAES improves the performance for the vehicles with upgrades, 
maintains the capability through maintenance, or sales knowledge and expertise so the 
customer can maintain the capability of the vehicles themselves. However, the business model 
is also characterized through an extensive value creation based on customization. According to 
Osterwalder & Pigneur (2010) this about tailoring products and services to customer’s specific 
needs, which is a feature of BAES’s value proposition.  

The bundle of products and services is hard to recognize but even though most of the offers 
included in the service portfolio is pure services, the content of products is determined to be 
higher. This is due to the fact that the sales of spare parts provide the overall largest revenue in 
comparison with services. Moreover the need that BAES solves through the value proposition 
is also related to the characterization of the value proposition, namely performance. BAES 
solves the need for the customer to maintain, increase and develop the performance of the 
vehicles. This is also related to the problem solving activity and the fact that each value 
proposition should solve a customer specific problem.  

 Customer relationships 6.1.2
In the defense market, it is very important to establish and maintain strong relationships with 
the customers. In the table below, BAES’s customer relationships are presented in relation to 
correlated theories. 

Table 27 - Analysis of the customer relationship building block (RQ1) 

Empirical information Business model theories 
• Sales and project manager in close 

collaboration with the customers project 
manager 

o Important to establish these 
relationships early in the 
collaboration 

o Close working level 
o Professional relationships are built 

upon trust and a mutual respect 
• Integrated project teams  

• Dedicated personal assistance 
o This relationship involves 

dedicating a customer 
representative to an individual 
client 

• Personal assistance 
o The customer can communicate 

with a real customer 
representative to get help during 
the sales process or after the 
purchase is complete 

 
BAES has a dedicated seller and project manager in close collaboration with the customers 
project manager during the contracts. This could be related to a dedicated personal assistance 
that is devoted to a specific customer or segment. It is important for BAES to establish these 
relations early in the collaboration and on a personal level since all relationships is built upon 
trust and mutual respect. In more extensive collaborations, integrated teams of personnel from 
BAES and the customer cooperate. In these teams, some kind of co-creation exists where the 
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customer and BAES together find solutions to specific problems. Some sales directors are 
responsible for many different customers, which means that these relationships are not as 
strong as when one specific customer is handled. This could be characterized as a personal 
assistance towards these customers, because the sales director communicates with different 
customers and is not dedicated to one in particular.  

 Revenue streams 6.1.3
The revenue streams that BAES currently is using are relatively transactional and could be 
divided into four sources depending on the type of sale that has taken place. These revenue 
streams are presented in the table below in relation to correlated theories presented by 
Osterwalder & Pigneur (2010).   

Table 28 - Analysis of the revenue streams building block (RQ1) 

Empirical information Business model theories 
• Pay per spare 
• Pay per service (man-hours, number of 

tasks, number of training sessions etcetera) 
• Pay when an entire contract has been 

fulfilled 
• Lump payment in a fixed agreement  

• Transactional revenues 
o Asset sale 
o Usage fee 

• Dynamic pricing 
o Negotiation 

• Fixed pricing 
o List price 

 
As mentioned in the data presentation, depending on which value proposition BAES deliver to 
their customers, the revenue streams they are using varies according to the chosen value 
proposition. One of the most common revenue streams that BAES is using is based upon sales 
of a spare part, a service in terms of man-hours, and number of tasks performed. In relation to 
the literature presented by Osterwalder & Pigneur (2010), the sales and revenues of such value 
propositions could be referred to as transactional revenues since the payments are received 
from one-time customer payments. Furthermore and since BAES is getting paid when they 
have sold a particular spare part, or a specific service, these type of revenue streams could be 
referred to as the sales of assets as well as usage fee according to Osterwalder & Pigneur (2010). 
It has in the data presentation also been described that BAES can receive payments when they 
have fulfilled an entire contract, which in the literature also can be referred to asset sales and 
usage fee depending on the contract. The payments in this specific revenue stream are often 
received through a lump payment that is based on a fixed agreement.  

When BAES is to decide upon the different revenue streams in their value propositions, this is 
either done by a dynamic pricing method and specifically through negotiation. The price that 
BAES charges the customers is in all cases, no matter the value proposition, based on fixed 
prices for individual products and services.  

 Key activities 6.1.4
The key activities related to BAES’s BM are information gathering, supply chain activities, as 
well as activities conducted by the purchasing department. This is presented in the table below 
in correlation with the related BM theories.  
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Table 29 - Analysis of the key activities building block (RQ1) 

Empirical information Business model theories 

• Information gathering 
o Non-added value activities 
o Essential in order to conduct other 

activities 
• Supply chain activities 

o Lead-time, respond to quotes 
etcetera 

o Risk management 
• Purchasing department 

• Internal actions to deliver a value 
proposition / maintain customer 
relationships / manage channels / revenue 
streams  

o Production 
o Problem solving 

 

 
Information gathering is important since it helps BAES to track how the customer uses its 
vehicles and determines the necessary service for them. This becomes essential for conducting 
other activities related to the service offerings. However the customer sees it as a non-value 
added activity, since they cannot understand the real meaning of it. Other activities are those 
attached to the supply-chain and the delivery of a value proposition. This relates to minimizing 
lead-times, handle risk etcetera. Most activities are related to problem solving, which according 
to Osterwalder & Pigneur (2010) often is common in service companies. Further, the 
purchasing department has an important role of analyzing prices from the suppliers, where it 
also is important to consider lead-times and supply chain activities related to the suppliers.  

Overall, the key activities are related to the attribute of problem solving where BAES’s 
activities tries to solve a customer specific problem. One reason to this is that the value is very 
service intense and much of the actual value is created through the delivery of knowledge and 
expertise in certain areas.  

 Key partners 6.1.5
The products that BAES sell to their customers has a lifecycle of approximately 25-50 years, 
which means that these products needs to be maintained during the lifecycle. To maintain 
these products, BAES provide services and thus knowledge for how to maintain them. Hence, 
BAES possess the knowledge about the products and the knowledge for how to maintain 
them during the lifecycle. The table below presents the correlation between BAES’s key 
partners and what has been stated in the literature within this matter. 

Table 30 - Analysis of the key partners building block (RQ1) 

Empirical information Business model theories 

• Customer as a key partner 
• Suppliers 

o Provide with knowledge and activities 
• Key partners for specific segments 

o Counter-trade agreement (offset 
agreement) 

• Network of suppliers to make a BM work 
• Acquire important resources or activities 
 

 
 

 
First of all, BAES sees their customers as key partners since all these are depending on a strong 
relation due to the length of the contract. The customers is however not key partner in terms 
of the provisioning of particular resources necessary for performing certain activities, but 
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foremost in the aspect of the length of the contracts. It can in this context further be assumed 
that the customers consider BAES as key partner since BAES possess extensive knowledge 
about the products that the customers has purchased. Hence, they need BAES to perform 
activities to make sure that the products maintains their capability, which other companies 
cannot perform since they do not have the knowledge about the products. 

Except the customer side of key partners, BAES consider some of their suppliers as key 
partners since they cannot afford having all the knowledge in-house. Therefore, they need to 
outsource certain activities. The activities that they outsource are mostly about the provision of 
components and not about a particular intellectual knowledge regarding how to maintain or 
repair the products. The outsourcing of activities to the suppliers is something that 
Osterwalder & Pigneur (2010) describe in the literature related to key partners in a BM (acquire 
important resources or activities, and network of suppliers to make a BM work). In relation to 
key partners, and especially to what has been presented in the literature, BAES has to fulfill 
counter-trade agreements (offset-agreements) when they are doing business outside the 
national borders of Sweden. This entails that they need to find a key partner to fulfill these 
commitments.  

 Cost structure 6.1.6
The costs inherent in BAES’s BM are to a large extent related to costs of material components 
as well as personnel. This is due to that BAES offer services (maintaining the vehicles, 
repairing etcetera) and within this necessary components in order to conduct these services. 
The table below presents the most prominent costs inherent in BAES’s BM and is compared 
to the literature presented by Osterwalder & Pigneur (2010) within this field.   

Table 31 - Analysis of the cost structure building block (RQ1) 

Empirical information Business model theories 

• Cost of spare parts 
• Costs of personnel 
• Lifecycle costs (LCC) 
• Cost of analyzing and making predictions 
• Costs of machineries, equipment, facilities  

• Low cost-driven 
• Value-driven 
• Cost base 

o Fixed costs 
o Variable costs 

 
BAES’s BM is considered as value-driven since it aims to create as much value for the 
customers as possible. In the literature, Osterwalder & Pigneur (2010) describe a value-driven 
BM as when a company is focusing on the value creation process instead of being concerned 
with specific cost implications that the BM could result in. However, BAES has to some extent 
also a low cost-driven BM since they are trying to minimize the costs so that they could be as 
profitable as possible (this is not however unique for BAES as a company and it can be 
assumed that most companies are trying to minimize the costs in exchange for a larger profit). 
One of the largest costs inherent in BAES’s BM involves the costs of spare parts. If BAES in 
some way could reduce these costs, they would be able to increase the margins and thus be 
more profitable. One way of doing this could be to reduce the lead-times of spares, which 
would lead to a more effective organization, a reduction of the risks and the costs in exceeding 
a date of delivery, as well as capital tied up in stock due to long lead-times. Cost of personnel is 
also a cost that is substantial in BAES’s BM.  

Lifecycle costs is important for BAES since it could reduce both costs for the customer, which 
could lead to more value-added, as well as costs in-house, which could lead to higher margins. 
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In this perspective, BAES is foremost focusing on LCC when they deliver a value proposition 
that involves a material component (a product), and not in a wider extent when it involves a 
service. To increase the value-added for customers, BAES should find a way to manage LCC’s 
in the value proposition that involves pure services since this would be a facilitator for creating 
more value for their customers. To focus on LCC’s in pure service deliveries will if BAES 
awards contracts on availability be even more important since this could be a sales argument. 
Another cost that is important for BAES in their BM is costs associated with analyzing and 
making predictions about the vehicles. This could be related to LCC since, if reliable 
predictions are made, the services can be conducted more effectively which in the long-term 
would reduce the LCC and thus increase the value-added. Costs of machineries, equipment, 
facilities and other costs are also important for BAES to focus on, however, these are not the 
large cost-drivers in their BM.  

 Summary of analysis RQ1 6.1.7
RQ1: How can a current business model be characterized? 

The current BM focuses on a delivery of better performance through the sales of spare parts 
and services. In addition, the value proposition also involves a customization of products and 
services to each customer in order to meet their needs. This is often necessary due to the large 
contracts between the customer and the supplier, which also requires close customer 
relationships. The relationships is established and maintained through personal assistance to 
the customer. The BM could be characterized through a transactional approach, where 
customers’ pay for a product and/or a service on a transactional basis. This is the most usual 
way of generating revenues from the value proposition. The key activities that is involved in 
this specific BM is information gathering in order to find ways to customize the value 
proposition to each customers and thus improve the performance. Another important activity 
is supply chain management because the importance of a quick respond to customers’ 
demands in a reactive manner.  

The importance of key partners is less, since BAES tries to handle many activities in-house. 
However, there is some need of partnerships related to counter-trade agreements where BAES 
is needed to collaborate with suppliers in other countries. In relation to the cost structure, the 
cost of spares and personnel is large cost bases. However, even though each spare is a large 
cost it will also generate a ‘direct’ revenue when sold. Finally, the BM is presented to be both 
value-driven and low-cost driven, because of the need of providing a high value together with 
a low-cost.  

As the analysis of the first RQ has been presented, the next section of this chapter will involve 
an analysis of the second RQ in order to form a basis for the comparison of the first and the 
second RQ. 

6.2 RQ2: Product-Service System Business model 
In order to characterize a BM in a PSS company, the empirical information from the 
benchmarking companies is combined (presented in Appendix 3) in order to create the 
combined empirical information presented in the tables in this section. This information will 
moreover be compared with the literature in the field of BM and PSS that has a correlation to 
the empirics in order to analyze the data in relation to each other. Hence, the correlated 
literature in PSS and BM is presented in the columns located on the far right of the tables. 
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 Value proposition 6.2.1
When embracing a PSS, companies tend to increase the value in terms of added services. 
However there is no specific value proposition that they offer to the customers, instead the 
value proposition that a PSS company offers includes several factors that Osterwalder & 
Pigneur (2010) presents. The table below presents the data gathered for the value proposition 
collected at the PSS companies in relation to BM theories and related PSS theories. 

Table 32 - Analysis of the value proposition building block (RQ2) 

Empirical information Related BM theories PSS and related theories 

• Value offered through solution-
based contracts and support 
services 

• Performance 
o Create value 

through an 
improved product 
or service 
performance 

• Customization 
o Tailoring products 

and services to 
specific needs 

o Individual 
customers and 
customer segments 

• Cost reduction 
• Risk reduction 
• ‘Getting the job done’ 

 
• Use-, and result-

oriented 
o Create value 

through an 
improved product 
or service 
performance 

• Value in use 

• Customized value proposition 
o Tries to get economies of 

scale through additional 
sales 

• Improve performance 
• Cost reduction 
• Risk transferring 
• Mostly service content 

o Products are “facilitators” 
for creating value when 
services are applied 

• Make the customer secure in 
outsourcing activities 
o Availability of spares and 

equipment 
 
The value propositions that the PSS companies offer is mainly done through solution-based 
contracts and additional support services. These solutions let the PSS companies add a lot of 
value added services for the customers. When taking over activities from the customers the 
companies can improve performance, customize the value proposition, take over risks and 
make the customer secure in outsourcing activities, managing activities that the customers use 
to attain for. This actually relates to five different value propositions that Osterwalder & 
Pigneur (2010) presents, namely: Performance, customization, cost reduction, risk reduction 
and ‘getting the job done’.  

When delivering these solutions the value added services will increase and so is the service 
content. The service will therefore constitute of the main content, while the product content 
will decrease. Products will instead act as ‘facilitators’ for creating value when services are 
applied. More specifically, a product let the company add services and therefore add additional 
value. Products could therefore still be named as ‘central’, since they are the reason for why 
services could be applied, while the service content in terms of value is larger. This relates to 
theoretical information regarding PSS and more specifically use- and result-oriented PSS, 
where services constitute the largest content. The value proposition that the PSS companies 
apply can be related to the use-oriented PSS approach since they facilitate the use of a solution.  

The theory related to value in use is to some extent covered by the PSS companies, however 
the connection is quite vague. Instead it is more related to customization of a certain value 
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proposition to meet a specific customer need. This often requires development of solutions 
and additional efforts that could be sold to additional customers to get economies of scale.  

 Customer relationship 6.2.2
The empirical information gathered for the customer relationship implies that PSS companies 
require close collaboration with the customers in order to deliver the desired value proposition. 
This could relate to the need of close relationships in order to take over the customers’ 
activities but also the need of additional communication when more services are added to 
provide value. The table below presents the empirical information in relation to BM and PSS 
theories. 

Table 33 - Analysis of the customer relationship building block (RQ2) 

Empirical information Related BM theories PSS and related theories 

• Close relationships 
o Customer decision is 

strategic decision since it 
involves outsourcing 

o Personal relation 
o Joint teams 

• Before contract 
o Relationship at commercial 

level 
o Define responsibilities 

• During contract 
o Dedicated people in close 

collaboration with customer 
• Co-creation and develop 

solutions together to improve 
value 

• Customer need to understand 
what they pay for 
o Problems 
o Think of ‘stuff’ instead of 

usage 

• Dedicated personal 
assistance 

• Personal assistance 
• Co-creation 

• Value in use 
• Principal-agent 

 
In order to deliver the desired value proposition, the PSS companies examined in the case 
study argues that it is important to have close relationships with their customers. One of the 
reasons for this is that the customer’s decision to outsource activities to a PSS company is a 
strategic one and thus requires close collaboration and a wide contact area that interact with 
the customer in different hierarchical levels. One way to maintain and establish a good relation, 
develop trust and make the customer secure in outsourcing activities to a PSS company, is to 
establish a personal relation. As well as the possibility of working in joint teams with the 
customer to meet their specific needs. This relates to the BM theories that Osterwalder & 
Pigneur (2010) presents regarding customer relationships. Both PSS companies provide the 
customer with some kind of personal assistance, furthermost connected to how the contract is 
established. Before a contract is established, the relationship is mainly at a commercial level, 
where the PSS provider offers a personal assistance that communicates with a number of 
customers in order to present and offer a desired value proposition. In this phase, it is 
important to define the responsibilities of both the PSS provider and the customer. If there is 
no clear definition of the responsibilities there are also hard to maintain a good relation since 
undefined responsibilities can easily create disagreements between both parts. Therefore it is 
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not just important to define what the PSS provider will do, it is also important to define what 
not to do. 

During contracts, the relationships are more intense and require a closer collaboration. This is 
facilitated through a dedicated personal assistance that the PSS provider offers. This, dedicated 
personal assistance is dedicated to a specific customer and allows a customer to have a clear 
point of contact with the PSS provider. As earlier mentioned, BAES GCS establishes joint-
teams integrated with the customer and this could also be seen as a dedicated personal 
assistance. However, this is mainly established within large contracts where many different 
activities are taken over by BAES GCS.  

Koneo mentions that co-creation is usual to develop solutions together with the customer and 
thus improve the value. When co-creating value with the customers, both parts puts in effort 
to create a value proposition that meet the customers requirements in a better way. This is also 
a way to increase the switching costs for the customer and thus avoid customer churn 
(Osterwalder & Pigneur, 2010). This also relates to the concept of value in use and mainly the 
co-creational aspect. The co-creational factor is mostly related to the PSS provider’s ability to 
let the customer interact in the development of services according to Koneo, and in relation to 
BAES GCS it is mostly the ability to customize the value proposition according to the 
customers needs. Value in use requires close integration with customers and it can only be 
made possible through close customer relationships. As a close relationship is established and 
maintained when providing a value proposition in relation to PSS, the possibility to provide 
additional services for value in use is also possible. Thus, a PSS provider could embrace the 
concept of value in use even more, and change the view of a customer to a value creator. This 
means that the customer becomes more active in the value creation process (Ng & Yip, 2009; 
Prahalad & Ramaswamy, 2004; Vargo & Lusch, 2008). This implies, that the value proposition 
that the PSS provider offers can be even more valuable and it becomes easier for the customer 
to achieve the actual benefit (Ng & Yip, 2009; Ngo & O'Cass, 2009). 

When the established contracts involve payment for availability it becomes very important that 
the customer understands what they pay for. This is usually a problem since the customer 
thinks of ‘stuff’ instead of usage. If they pay for an availability contract, they need to 
understand that they pay for a service and e.g. not for the amount of spare parts delivered 
etcetera and this makes it even more important to contract both what the PSS provider is 
obligated to do and what not to do. This could be related to the principal-agent theory 
presented by Spring & Araujo (2009) and Snyder & Nicholson (2008), which refers to that an 
information gap exists between the PSS providers and their customers. To be more accurate in 
the information exchange between the customer could be one way of handling this issue, 
which in result could lead to that the customers perceives a more value-added value 
proposition since they get what they expect without any misunderstandings.  

 Revenue streams 6.2.3
When considering the revenue streams that PSS companies gets paid through it often varies 
depending on the specific contract between the provider and the customer. However there are 
some factors that is commonly used in many contracts, these are presented together with 
theories in the table below. 
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Table 34 - Analysis of the revenue streams building block (RQ2) 

Empirical information Related BM theories PSS and related theories 
• Pay per (depends on the contract); 

o Unit of usage 
o Fixed teams 
o Driven kilometer 
o Fixed service agreement 

• Complex pricing 
o Revenue is fixed, costs differs 
o Maximum and minimum level 

of usage 
! Estimate costs 

• Need information from customer 
about usage 
o They contract a ‘usage plan’ 
o Re-negotiation if an 

arrangement is not fulfilled 
• Hard to cover development costs 

o New revenue streams 

 
 

 
 

 
 

• Usage fee 
• Renting/leasing 

 
 
 
 

 
 

• Pay for 
product/service 

• Pay for availability 

 
The revenue streams can generate income through different payments, in this case pay per 
units of usage, fixed teams, driven kilometer and fixed service agreements etcetera. BAES GCS 
are mostly concerned about usage fees, since the customer pays an agreed amount to use a 
specific service for a determined time. BAES GCS are therefore not concerned with 
renting/leasing agreements since it means that the product is still owned by the provider, in 
this case BAES GCS. Koneo on the other hand are both concerned with usage fees and 
renting/leasing since the customer both pays an agreed amount for usage and an amount to 
rent/lease the product (copier machine). When considering the related PSS theories it is also 
clear that both Koneo and BAES GCS furthermost is concerned with payment for availability, 
even though some contracts separates product and services in two revenue streams. A revenue 
stream in a PSS is an important factor since it is difficult to determine the right price. This is 
due to that the revenue streams are fixed (i.e. a payment is fixed for e.g. a unit of usage), 
however the cost may vary according to each unit of usage, which could affect the need of 
maintenance or repairs when a product breaks. This is due to that spares become costs when 
embracing payment for availability (see figure below). 

 

Figure 9 – Spares cost/income stair in PSS 

Since spare parts are considered as cost centers instead of result centers it is hard to estimate 
how the amount for each revenue stream should be set. However, it is not just the need of 
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spare parts that have to be estimated, the need of personnel, training etcetera are also 
important factors to consider even though they are easier to calculate. One way to solve this 
problem is to contract a minimum and maximum level of usage, which makes the estimation 
of costs easier. Hence, the revenue stream is very important to become profitable and so is the 
estimation of the right price. When contracting a minimum and maximum amount of payment 
the income will vary according to the unit of usage presented through cycles in the figure 
below.  

 

Figure 10 – Unit of usage 

As the unit of usage differs between maximum and minimum levels of usage the cost structure 
will also be affected since the impact of different cost centers will vary according to when the 
usage is maximum or minimum.  

The need of information from the customer is essential to predict accurate prices, especially 
when contracting large availability contracts. These contracts are often generated through 
extensive negotiations, where customers need to contract usage plans to achieve a specific 
price. This proposes that the pricing mechanism is dynamic according to Osterwalder & 
Pigneur (2010), which acquire certain negotiation skills or power in order to be successful. 
BAES GCS always elaborates on dynamic pricing and negotiation due to the size of the 
contracts, while Koneo both uses dynamic pricing in large contracts and fixed pricing in 
smaller ones. When contracting large offers, the customer usage plan becomes very important 
because it affects the entire possibility to be profitable. Therefore it is important to be able to 
re-negotiate the prices if the level of usage is not fulfilled.  

It is definite that the case companies propose that the revenue streams and pricing mechanism 
are important for them. Many different revenue streams are present, since there are hard to 
estimate one specific revenue stream for a specific contract. That is why the same contract can 
include both a payment for usage and e.g. a fixed payment for a training team. However, the 
customers often prefer one element of payment since it becomes easier for them to calculate 
the cost for a certain service agreement. Since these revenue streams only includes a payment 
for usage and not any payment for the selling and developing products, it becomes more 
important for the PSS companies to cover development costs. Therefore the need of 
additional revenue streams becomes important. That is hard to accomplish and one major 
concern in the future. 

 Key activities 6.2.4
The key activities that BAES GCS and Koneo is focusing on relates in a large extent to 
gathering of information as well as conducting predictions, diagnoses and analyses of how the 
customers use their products. However, there are also other activities that they are focusing on, 
these are summarized in the table below and connected to the literature within BM and PSS. 
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Table 35 - Analysis of the key activities building block (RQ2) 

Empirical information Related BM theories PSS and related theories 
• Gathering of information 
• Possibility to make accurate 

predictions, and to do 
diagnoses, solve problem in a 
proactive way 

• Clear structure 
• Reduction of costs in a LCC 

perspective 
• Creating an awareness that a 

customer ‘problem’ is the 
providers problem 

 
 

• Internal actions to deliver a 
value proposition / 
maintain customer 
relationships / manage 
channels / revenue streams  
o Production 
o Problem solving 
 

 
 

 
• LCC 
• Proactive management 

 
The gathering of data can be said to be one of the most important activities that both BAES 
GCS as well as Koneo has to focus on in their BM in order to be successful. The reason for 
this relates to the fact that their value propositions and contracts focus on availability, which 
means that if the products are unavailable, the revenues would decrease. To gather data related 
to how the products are being used and moreover if they need to be serviced is important, 
since accurate predictions, diagnoses and analyses of the data need to be conducted. According 
to Datta & Roy (2010), Rojo, Roy, & Shehab (2010), Sandborn (2004), and Windahl et.al. 
(2004), this relates to the fact that a PSS provider needs to be proactive and symptom-driven in 
their operations due to the costs and risks a more extensive service content results in. To focus 
on  proactive management could according to these authors be seen as a necessity in order to 
adopt a PSS business approach.  

A key activity that Koneo in a large extent focus on relates to having a clear structure and 
within this make the entire organization aware of what a certain value proposition requires in 
order to be delivered. This could be related to the organizational culture and the importance of 
making the entire organization customer-oriented. Within this, it is important to make the 
organization aware of LCC and how important they are in a reduction perspective since a more 
low cost-driven organization can result in a much larger profit. This is extra important when 
dealing with PSS since the ownership could change from the customer to the provider and 
thus the costs inherent in the deliveries. This is something that both BAES GCS and Koneo is 
aware of but it can be said that Koneo has a deeper understanding and knowledge of the LCC 
since they offer solutions that are less technical complex compared to BAES. The more 
technical complex a product or solution is, the harder it will become to estimate the LCC. To 
focus on costs and more specifically LCC as key focus areas could lead to reduction of these 
and thus higher profits, which both of the company’s have realized. As mentioned in the 
literature of LCC, a more extensive LCC focus can lead to fewer design iterations and thus a 
lower overall cost reduction.  

Another key activity that is considered to be important to focus on can be related to the 
organizational culture and more specifically to create awareness that a customer ‘problem’ 
actually is the provider’s problem. The reason for this relates to that the customers in most 
cases only pays a usage fee for having the products and services in their possession and not for 
the core product itself. Hence, this leads to that if the customer notices a problem with the 
product or service, it will not be their problem since they not have purchased the product or 
service but more specifically the usage of it.  
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Due to what has been presented, it seems that the more a company focuses on PSS, the more 
important will the internal activities become. This foremost relates to making accurate 
predictions, analyses and diagnoses of the products so that proactive measures can be taken in 
order to avoid breakdowns and decrease revenues. This can be related to Osterwalder & 
Pigneur (2010), which describe that key activities in a large extent relates to internal activities 
necessary in order to deliver a value proposition and to be profitable.  

 Key partners 6.2.5
A common way of managing a PSS supply network is according to the theory in PSS to 
establish partnerships with key actors in order to acquire competences and resources externally, 
while spreading the risks towards suppliers. In order to determine if that is correct, this analysis 
focuses on the key partners that have been a part of the case companies BM.  

Table 36 - Analysis of the key partners building block (RQ2) 

Empirical information Related BM theories Related PSS theories 
• Logistics provider 

o Supply chain services 
o Warehouse 
o Distribution 
o Local management 

• Key partners to provide a 
unique vital service  

• Finance company 
o Spread risks with the 

finance company 
• Supply partner 

• Strategic alliance 
• Buyer seller relationship 

• Partnership in a PSS 
supply network 

• Risk-Revenue sharing 
partnership (RRSP) 

• Principal-Agent theory 

 
When BAES GCS offered availability contracts their main partner where a logistics provider 
that supplied BAES GCS with competences and resources within supply chain services 
etcetera. This partner made it possible for them to provide the PSS service successful and the 
relation could be related to a buyer seller relationship because BAES GCS pay them to 
perform some activities.  

Koneo have two important partners in order to deliver their value proposition, these are a 
close integrated finance company that allows Koneo to spread their risks. This is furthermost a 
risk-sharing partnership and the connection to a RRSP is quite vague. However, a part of 
Koneo’s revenues will end up at the finance company result sheet in the form of a paid interest 
rate. In this case, risks and some ‘revenues’ are still partly divided between the actors, even 
though it is not exactly the same approach as described in the theory (Scott, Hedenryd, & 
Buxton, 2005). In addition to that partnership Koneo also have a supply partner in the PSS 
supply network. This partner delivers the product to Koneo in order for them to be able to 
lease it to their customers. This relates to a buyer seller relationship where Koneo buy the 
product through with help from the finance company.  

It appears that key partners are important when a company offers PSS services. This is due to 
the additional activities that a PSS provider has to manage successful (Lockett, et.al., 2011). In 
order to deliver the value proposition it becomes more important to have partners in the 
supply network and other partners in order to share risks, activities and acquire the right 
resources and competences that the PSS provider does not have in-house. Koneo and BAES 
GCS have different types of partnerships (logistics provider vs. finance and supply partner) 
and this means that there is no definite partnership that is preferable for a PSS provider. 



80  

Instead it is more that the PSS provider needs to collaborate with partners that can provide 
them with resources and competences that are unavailable in-house. BAES GCS partners with 
a logistics provider since they are leaders in their industry in delivering logistics services. 
Koneo on the other hand partners with a finance company and a supplier to secure delivery of 
supplies and financial ability.  

However, key partners could be a mean to an increasing profit throughout the entire supply 
chain (Yao, Leung, & Lai, 2008). Therefore it is important that a PSS provider manages their 
partnership well in order to create greater value for the customers (Lockett, et.al., 2011). In 
order to manage these partnerships it is important to be able to have an effective information 
sharing across the PSS supply network (ibid.). This is something that the PSS provider must 
consider since a partnership can only be successful if the suppliers/partners can access the 
relevant information and thus support the value proposition (ibid.). 

In relation to the literature presented by Spring & Araujo (2009) and Snyder & Nicholson 
(2008) regarding the principal-agent theory, the data collected does not show that any 
information asymmetry exists between the benchmarking companies and its suppliers. This 
could be an issue that has to be taken under consideration when forging a partnership. This 
could, if the partnership is not based on trust and transparency, otherwise lead to that  
suppliers perform the activities they have attained for in a fraudently way and charge for 
activities that not are observable. However, this is an assumption based on the literature 
presented in relation to the princiapl-agent theory.  

 Cost structure 6.2.6
The costs associated and inherent in the BM used by the benchmarking companies relates in a 
large extent to LCC since the ownership of costs stays at the PSS provider. Within this, costs 
of monitoring products and equipment are prominent in the BM and important to consider in 
order to profitable. However, there are also other costs that the benchmarking companies 
focuses on, these are presented in the table below and further analyzed and elaborated upon in 
relation to related BM and PSS literature.  

Table 37 - Analysis of the cost structure building block (RQ2) 

Empirical information Related BM theories Related PSS theories 
• Manpower overhead as well as 

costs for monitoring tools are 
prominent costs 

• Optimal cost relation is 50/50 
(indirect vs. direct overheads) 

• Hard to determine all cost drivers 
• Risk management as a substantial 

cost in availability contracts 
• Spare parts is considered as a cost 
• LCC in a service as well as 

product perspective, but hidden 
costs are hard to estimate 

• Costs of monitoring the products 
and analyzing the activities 

 
 
 

 
• Low cost-driven 
• Value-driven 
• Cost base 

o Fixed costs 
o Variable costs  

 
 
 

 
• LCC 
• Proactive management 

 
As mentioned in the section of key activities, both benchmarking companies are focusing on 
analyzing, diagnosing and making predictions regarding when to maintain and repair the 
products since they are responsible for that the products are durable at all times. Due to this, 
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costs of monitoring the equipment is prominent cost drivers and something that both firms 
are aware of and consider as a necessity in order to be successful as a PSS provider. In relation 
to Osterwalder & Pigneur (2010), this type of cost focus could be referred to as value-driven 
since the two companies are trying to maximize the value offered to their customers by 
continuously analyzing the use of the products. Even though that the two BM’s are value-
driven, they are to some extent also low cost-driven since if they can make sure that the 
products are durable at all times, both Koneo and BAES GCS can reduce costs and thus 
increase the profit margin. Moreover, a broader focus on analyzing, diagnosing and making 
predictions about the products could be related to the literature within the area of LCC that 
has been presented in relation to PSS. Furthermore, a deeper focus on monitoring the 
products is a way of being proactive and symptom-driven rather than reactive, which entails 
that more resources and costs need to be allocated to fulfill this. However, it is stated that it is 
hard to determine all cost drives within the BM, which could be related to the fact that many 
of these costs are hidden costs inherent in the LCC. To get a deeper understanding of these 
costs could result in a possibility for increasing the profit margins and thus be more successful. 
Moreover, a deeper understanding of these costs could lead to that more value-added could be 
offered and delivered to the customers since more accurate predictions could be conducted, 
which in the long-term could lead to more durable products.  

One part of LCC relates to the mid-life repairs that take place at BAES GCS. The fact that the 
vehicles have a life-time on approximately 25-50 years, BAES GCS need to maintain and repair 
them in order to utilize the potential capacity in terms of life-time. However, during this mid-
life repair, the costs increase rapidly since substantial activities are performed. More specifically, 
this could be related to the fact that some of the parts of the vehicles have become obsolete 
and need to be redesigned etcetera. This is illustrated in the figure below and further 
elaborated upon. 

 

Figure 11 – Cost increase due to mid-life repair  

As the figure illustrates, the costs for performing mid-life repairs increases rapidly in relation to 
other costs inherent in the BM and to the value propositions offered. If a stronger emphasis 
on LCC, and more specifically during the entire lifecycle, this mid-life repair cost increase 
could potentially be divided across the lifecycle of the vehicles. This would entail that the 
decrease in profit margin would be counteracted and divided across the lifecycle. Moreover, 
this could result in a more stable cash flow during the entire lifecycle, which in return could 
lead to a reduction of costs. By spreading the costs during the lifecycle and thus reduce the 
cost at the mid-life repair stage could lead to that more resources could be allocated across the 
lifecycle to increase the potential of providing a more value-added service to the customers.  

As BAES GCS and Koneo are focusing on availability contracts, it means that the more the 
customers use the products/services, the higher will the revenue be and vice versa. In relation 
to costs, this would lead to that during the time when products/services are used less, the 
profit margin will decrease since the personnel and the vehicles are still ‘idling’. This is 
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illustrated in the figure below and further elaborated upon to give a deeper understanding of 
this issue.   

  

Figure 12 – Unit of usage in relation to variable and fixed costs 

It has been presented that an optimal cost relation would be 50 percent variable and 50 percent 
fixed. If the fixed costs would be higher than 50 percent, these would in relation to the 
revenues received from the minimum level of usage be relatively high, which would affect the 
profitability negatively. Therefore, this has to be taken into consideration when estimating the 
costs involved in a specific value proposition. Furthermore and due to the fact that the 
revenues are variable as the unit of usage changes, as well as the costs, this would entail that 
the break-even point will be hard to determine. Hence, a stronger LCC focus could result in 
that more accurate estimations related to the costs could be conducted and thus, to some 
extent, counteract on this issue.  

 Summary of analysis RQ2 6.2.7
RQ2: How can a business model for a Product-Service System be characterized? 

The BM for a PSS company involves a lot more value-added activities due to that a PSS 
company attains for activities that the customer earlier was responsible for. This affects the 
value proposition that will be much more comprehensive. This also affects the customer 
relationships, which need to be a lot deeper in order to deliver the value proposition. In 
addition a more comprehensive value proposition requires several revenue streams in order to 
achieve payment for the products and services. This means that the pricing mechanism will be 
very complex when a PSS company gets paid for e.g. usage, since it is really hard to estimate 
the price to become profitable.  

In order to be profitable, the PSS companies need to focus on a certain key activities, including 
LCC management, proactive management, gathering information etcetera, to embrace a more 
proactive mindset and thus become more ‘symptom-driven’. One way of minimizing the 
burden for a PSS company is to acquire competences and resources through key partners. This 
is also a way of spread risks to other actors since they can manage some of the activities that a 
PSS company cannot handle in-house. Finally, the cost structure will also be more complex 
due to that the revenue streams will stay fixed in relation to usage, while costs differ from each 
time. Therefore the cost-ratio will differ and the break-even point will be hard to distinguish. 
Moreover, and in relation to a BM for a PSS, the BM will be value-driven in order to maximize 
the value to the customer.  

As the second RQ has been summarized, the next part of this section will involve a cross-case 
analysis between RQ1 and RQ2 to characterize the differences and similarities between a 
current BM and BM applicable for a PSS. 
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6.3 RQ3: Differences and similarities between RQ1 and RQ2 
In order to get an understanding of what the differences and similarities between RQ1 and 
RQ2 are, and thus be able to form a deeper insight into how a BM in a PSS could be 
characterized, this section of the chapter will involve a comparison of RQ1 and RQ2 with 
respect to each building block in a BM previously presented. The information to answer RQ3 
has been identified in the analysis of RQ1 and RQ2, presented earlier. Moreover, RQ3 will 
form the basis for answering the overall research problem presented in the first chapter of this 
thesis.  

 Value proposition 6.3.1
Regarding the value proposition building block, it has been concluded that there are more 
differences between RQ1 and RQ2 in relation to the similarities between the two of them. 
This foremost relates to the fact that the companies examined in RQ2 adopt a PSS business 
approach, which entails another way of looking at value offered to the customers. The 
differences and similarities are presented in the table below and then further elaborated upon. 

Table 38 – Differences and similarities of the value proposition building block between RQ1 and RQ2 

RQ1  RQ2 Differences Similarities 
• Performance 
• Customization 

o Reactive 
• Service portfolio 
 

• Customization 
• Risk reduction 
• Getting the job 

done 
• Cost reduction 
• Performance 
• Proactive 
• Value through 

solution-based 
contracts 

• Value in use 

• Reactive/proactive 
• Risk reduction 
• Getting the job done 
• Cost reduction 
• Value through 

solution-based 
contracts/service 
portfolio 

• Value in use 

• Performance 
• Customization 

 
The most prominent difference between the value proposition described in RQ1 and 2 relates 
to the actual value offered. In a PSS company (RQ2), the value is based on solution-based 
contracts, which could be related to use-, and result-oriented PSS, while more transactional 
value propositions are used in RQ1. Due to this, the value propositions tend to involve more 
factors, which in return could enhance the value to the customers. This foremost relates to risk 
reduction, ‘getting the job done’, and cost reduction. Hence, companies adopting a PSS 
business approach focuses more extensively on creating value for the customers through 
reducing risks and costs, to make the customers secure in outsourcing activities and to deliver 
the desired availability or outcome. Another difference between RQ1 and RQ2 relates to the 
concept of value in use. In PSS companies, value in use is to some extent adopted with the 
approach of customizing the products and services in a wider extent compared to RQ1.  

With this in mind, it can further be concluded that in a PSS company, more proactive 
approaches of delivering value exists, which is a reason of the use of solution-based contracts. 
In RQ1, the value propositions are more reactive and the reason for this relates to the fact that 
value is created through the deliveries of tangible products and services (spare parts etcetera). 
Regarding the similarities between RQ1 and RQ2, these are foremost related to the factors 
included in the value propositions and namely the ones involving performance and 
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customization. In both RQ1 and RQ2, the companies tend to create value through increasing 
the performance of the products/service as well as to customizing the products/service so that 
these are adapted to the requirements of the customers.  

 Customer relationship 6.3.2
With regard to customer relationship in a generic BM and a BM used in a PSS company, there 
are not as many differences compared to the value proposition building block. However, it can 
be concluded that a PSS company focuses more on creating value together with the customers 
than a generic company. The differences and similarities between RQ1 and RQ2 are presented 
in the table below and further described.  

Table 39 – Differences and similarities of the customer relationship building block between RQ1 and 
RQ2 

RQ1  RQ2 Differences Similarities 
• Integrated project 

teams 
• Dedicated 

personal assistance 
• Personal assistance 
 

• Co-creation 
• Dedicated personal 

assistance 
• Personal assistance 
• Value in use 

• Co-creation 
• Value in use 
• Integrated project 

teams 

• Dedicated 
personal 
assistance 

• Personal 
assistance 

 
In a BM for PSS companies, the customer relationships vary in comparison to a generic BM. 
This foremost relates to the concept of value in use and more specifically to the co-creational 
aspect of creating value together with the customers. When co-creating value together with the 
customers, as the companies in RQ2 do, it could be assumed that these companies have some 
sort of integrated project team in the customers organization. Due to this integrated project 
teams and co-creation are quite similar but co-creation focuses more on creating value together 
with the customers. While integrated project teams involves integrating a team from the 
provider’s side within the customer’s organization to help them solve their problems and thus 
create value through this approach.   

Regarding the similarities between RQ1 and 2, these foremost relates to how the different 
companies assign personnel to the customers. In a BM for a PSS company, and a generic BM, 
the companies tend to use both dedicated personal assistance, and personal assistance when 
handling the customer relationships. However, in a PSS BM, these relationships need to be 
deeper since a more extensive information sharing and collaboration is seen as a necessity. In a 
PSS company, and when using proactive value propositions that are based on availability and 
outcome, it becomes more important to establish close and deep relationships with the 
customers in order to share information between the parties. Within this, it is also important to 
state which responsibility that the PSS provider will attain for, and moreover which activities 
that not will be attained for. Hence, a closer relationship is seen as a necessity.  

 Revenue streams 6.3.3
Selling a product/service and selling a solution to a problem differs a lot in terms of how 
revenues will be received and what affects the revenue streams used in a BM. In a large extent, 
the main difference between a generic BM and a PSS BM relates to that the payments are 
based on a usage fee and on availability, and moreover that they are recurring revenues instead 
of transactional. However, there are other differences and similarities as well, which are 
presented in the table below and further described. 
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Table 40 – Differences and similarities of the revenue stream building block between RQ1 and RQ2 

RQ1  RQ2 Differences Similarities 
• Negotiation 

o Fixed pricing 
• Pay per spare 
• Pay per service 
• Pay for entire 

contract 
• Fixed agreement 
• Transactional 
 

• Negotiation 
o Max/Min level 

of usage 
o Complex 

pricing 
• Recurring revenues 
• Usage fee 
• Renting/Leasing 

o Pay for 
product 
/service 

o Pay for 
availability 

• Transactional 
/recurring revenues 

• Usage fee (pay for 
availability) 

• Complex pricing 
• Max/Min level of 

usage 

• Pay for product 
/ service  

• Negotiation 

 
As mentioned, in a PSS company (RQ2), the revenue streams primarily used are based on a 
usage fee through a rental/leasing agreement. This means that the PSS companies will receive 
recurring revenues since the customers pay a fee for using the products/services. Due to this, 
it will be more complex to price the offer compared to when selling a product or service 
through a transactional approach. The reason for this is that the customers might use the 
product/service less during one contractual period, and more during another. When selling a 
product/service in a transactional manner, the company (RQ1) will receive payments based on 
the marginal on the production costs, which makes this approach easier to do. However, in a 
PSS company, it is said that there is a need for having a maximum and minimum level of usage 
to counteract on this issue. This is something that is different compared to the revenue stream 
building block in RQ1.  

Regarding RQ1 and 2 with respect to similarities, it can be concluded that a generic as well as a 
PSS BM uses revenue streams that are based on the payments of a specific product or service 
through a transactional basis. The reason for why a PSS company also uses this approach, even 
though that they to a wide extent are using usage fees, depends on the fact that different 
customer groups might favor different payment methods. Moreover, when deciding on the 
actual price and payment methods for the chosen value proposition, both RQ1 and RQ2 has 
shown that a negotiation take place.  

 Key activities 6.3.4
The differences and similarities of the key activities in relation to RQ1 and RQ2 is presented in 
the following table and further elaborated below.  
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Table 41 – Differences and similarities of the key activities building block between RQ1 and RQ2 

RQ1  RQ2 Differences Similarities 
• Information 

gathering 
• Supply chain 
• Purchasing 

department 

• Information 
gathering 
o Proactive 

management 
• LCC 
• Problem solving 
• Customer ‘problem’ 

is the providers 
problem 

• LCC 
• Information 

gathering (Proactive 
management) 

• Customer ‘problem’ 
is the providers 
problem 

• Problem solving 
• Supply chain 
• Purchasing 

department 

• Information 
gathering 

 
The focus on LCC in RQ2 will be a key activity because the needs of a more comprehensive 
focus on cost during the whole life cycle to be profitable. This will also affect the information 
gathering, and furthermost the size of the information need. A focus on PSS implies more 
extensive information gathering in order to facilitate proactive management. Even though 
information gathering is a similarity between RQ1 and RQ2, the importance will differ.  

When a company embraces PSS, the mindset in the organization will have to change since the 
customers ‘problem’ will be the provider’s problem. As a difference, the key activities will 
therefore involve changing the mindset in the organization. This is important because PSS 
implies that the provider needs to take over customer activities and handle them as their own. 
This also implicates the problem solving ability, which will be important in order to handle 
these activities successful. In a generic BM it was found that all supply chain activities are 
important in order to deliver a value proposition. Even though, it is stated as a difference, it 
can be assumed that this is an important activity even in a PSS company. The reason for this is 
that BAES GCS has acquired a key partnership with a logistics provider that handled all supply 
chain activities, because BAES GCS did not have enough competence in this area in-house.  

In a generic BM, the purchasing department will constitute the base for supplying material in a 
reactive way and it becomes important that the purchasers can work effectively. In a PSS 
environment where the mindset becomes more proactive, the purchasing department does not 
become as important. Instead the proactive management becomes a mean to handle purchases 
in beforehand and thus purchase parts before they are needed.  

 Key partners 6.3.5
The differences and similarities of the key partners in relation to RQ1 and RQ2 is presented in 
the following table and further elaborated below.  
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Table 42 – Differences and similarities of the key partner building block between RQ1 and RQ2 

RQ1  RQ2 Differences Similarities 
• Suppliers 
• Offset 

agreement 
• Customer 
 

• Logistics provider 
o Buyer seller 

• Finance company 
o RRSP 

• Partnership in a PSS 
supply network 
o Supply partner 

 

• Logistics provider 
o Buyer seller 

• Finance company 
(RRSP) 

• Partnership in a PSS 
supply network 

• Customer 

• Offset 
agreement 

• Supply partner 

 
Key partners will differ because the need of deeper collaboration when embracing a PSS. This 
will furthermost affect how the partnerships are characterized, which has been the case with 
the logistic provider and the finance company. In a BM for a PSS company the importance to 
have a partnership in the PSS supply network increases. This means that a BM for a PSS must 
be able to handle more collaborative partnerships. In the generic BM (RQ1), the customer has 
also been presented to be a partner due to the close collaboration with them.  

In addition to the differences, the similarities relates to the partners that is needed due to offset 
agreements. However, this only occurs in contracts with foreign countries. In both RQ1 and 
furthermost RQ2 it has been concluded that partnerships are important, however in relation to 
a generic BM the supply partners (suppliers) is the only similarity. This means that it is usual to 
partner with suppliers in both BMs but in a BM for a PSS the collaboration often becomes 
more comprehensive and with additional actors despite suppliers.  

 Cost structure 6.3.6
The cost structure and related factors has some differences and similarities depending on if the 
company embrace a PSS or not. These are presented in the table below. 

Table 43 – Differences and similarities of the cost structure building block between RQ1 and RQ2 

RQ1  RQ2 Differences Similarities 
• LCC 
• Spare parts 
• Analyzing & 

predictions 
• Personnel 
• Low-cost driven 
• Value-driven 
 

• LCC 
• Proactive 

management 
• Risk management 
• Spare parts 
• Monitoring & 

analyzing 
• Low cost-driven 
• Value-driven 

• Proactive 
management 

• Risk management 

• LCC 
• Monitoring & 

analyzing 
• Spare parts 
• Low-cost & 

value-driven 
• Personnel 

 
The major differences are that a PSS company’s cost in relation to proactive management and 
risk management will increase. These are activities that companies need to put a lot emphasize 
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in when the BM is applicable for a PSS. In relation to the similarities, both LCC and 
monitoring & analyzing become inherent costs. However, even though the costs for these 
activities are usual in a generic BM, the costs will be even higher in a BM for a PSS. This is due 
to that the ability to handle LCC becomes more important because of a PSS companies strong 
emphasize on a product during its entire life cycle. This will also affect monitoring & analyzing 
and even though the costs in relation to that activity are inherent in both BMs the amount will 
increase for a PSS company, since the need of analyzing and predictions is much larger when a 
company changes focus to be more proactive.  

Another large costs both BMs are the cost of spare parts. However, the spare parts will 
generate direct revenue in a generic BM and be a ‘pure’ cost in a BM for a PSS company. In 
addition to this both BMs tend to be low-cost driven and value-driven, which concludes that 
companies try to create a large customer value, while cost minimization is important. Another 
large cost that has been identified is personnel cost, which is a usual cost for both types of 
BMs. 

 Summary of analysis RQ3 6.3.7
RQ3: How can differences and similarities between a current business model, and a business model for a 
Product-Service System be characterized? 

The differences and similarities between RQ1 and RQ2 are quite evident. The factors that are 
similar in RQ1 in comparison with RQ2 often have more basic characteristics in RQ1 because 
of the need of more comprehensive actions to provide products and services in a PSS. A BM 
for a PSS company need to embrace more extensive value-added solutions, which requires 
more focus on each building block, i.e. more comprehensive value proposition, deeper 
customer relationships etcetera. The main differences is often related to that the PSS provider 
need to take over more responsibilities from the customers, which will affect each building 
block and make them more complex. 
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7 Findings and conclusion 
In this chapter, the authors will present the findings and conclusions that the thesis has led to. This will include 
the answers to each research question in descending order, which is based on the analysis given in the previous 
chapter.  

RQ1:  How can a current business model be characterized? 

In this thesis, the primary case study company has been BAES Systems Hägglunds, which the 
first RQ refers to. To characterize BAES’s current BM, the following figure has been compiled 
in accordance with the analysis of RQ1 presented in the previous chapter. The figure is further 
elaborated upon to give a deeper insight into the answer. 

 

Figure 13 – Characterization of BAES’s current business model 

 
According to Osterwalder & Pigneur (2010) a BM can be based and driven from five different 
perspectives; resource, offer, customer, finance, and multiple-epicenter. Based on this, it can 
from the analysis of the different building blocks be concluded that BAES’s BM is customer 
driven. The reason for this is that BAES base the offerings on their customer’s needs and 
more specifically the budget constraint that the customer has. To clarify, depending on the 
needs that the customer has, and the budget that they have in order to solve these needs, 
BAES need to adapt their value proposition with regard to this. Their BM can therefore be 
considered as mainly customer driven. Due to this, the other building blocks of the BM needs 
to be adapted to the needs that the customers has, and the value proposition that BAES 
decides to offer their customers. Hence, BAES need to have a deep understanding of how 
different customers needs change the value proposition and thus the other parts of the BM. To 
be profitable, it is therefore important to have a deep insight regarding how the other parts 
should be designed in order to enhance the BM. 
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RQ2: How can a business model for a Product-Service System be characterized? 

Based on the literature presented in the area of BM and PSS, as well as the interviews 
conducted with the benchmarking companies, the answer of this RQ has been formed. To 
characterize a BM for a PSS, the figure below presents each building block with the related 
factors found. This figure comprises each building block that this thesis covers and could thus 
be characterized as a BM for a PSS company. 

 
Figure 14 - Characterization of a BM for a product-service system based on benchmarking companies 

 
As the figure shows, a BM for a PSS involves a lot of different factors in each building block 
and in relation to the value proposition, the benchmarking companies are trying to increase the 
value-added to their customers by a broad and diverse offer. Moreover and due to this, it can 
be concluded that a PSS company focuses on activities related to proactive management, and 
LCC in order to deliver the value propositions. In order to do so, customer relationship is a 
vital part to focus on since they need to gather information from the customers in terms of 
how they are using the products, and furthermore to some extent develop products and 
services together with the customers. With regard to this, a BM in a PSS can be characterized 
as customer-driven, as well as offer-driven since most activities and building blocks in the BM 
are adapted either by customer needs or by the specific value propositions offered. 

The research has also shown that risks in a PSS offer increases due to that more customer 
activities are attained for. To handle this, companies adopting a PSS business approach tend to 
focus on reducing and spreading the risks for themselves through partnering with suppliers 
and other external actors in the supply chain. In a PSS BM, the revenue streams are as the 
figure shows based on usage fees and renting/leasing. Due to this, it has been found and 
concluded that a maximum and minimum level of usage need to be considered when setting 
and negotiating about the prices of the offering. This is to make sure that the value 
propositions neither are under or over-used, which would affect the profitability.  
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RQ3: How can differences and similarities between a current business model, and a business model for a 
Product-Service System be characterized? 

In order to characterize the differences and similarities between a current BM (RQ1) and a BM 
for a PSS company (RQ2), this section will present the most evident differences. The BM for a 
PSS company tends to be more complex since it focuses on the delivery of additional value 
through additional service content. Moreover and in relation to a BM for a PSS company the 
transactional focus has transitioned to a relationship focus, where both customer relations and 
partnership becomes more important. This more comprehensive value offer also affects the 
revenue streams, cost structure and key activities, which changes the entire way of doing 
business. Companies incorporating PSS need to be more proactive, embrace several revenue 
streams and analyze the associated costs more extensively in order to be profitable. 

The thesis has concluded that a BM for a PSS company has a stronger focus on proactive 
management and within this LCC. To be profitable in the deliveries of value propositions that 
focusing on availability, a stronger emphasis on costs around the products lifecycle need to be 
considered. Furthermore, another difference that a PSS company focuses on relates to the risk 
part of the offering. With relation to a generic BM (RQ1), a PSS company tries to handle risks 
through partnering with suppliers and other external actors to spread and share the risks. 
Within this, risk and revenue sharing partnership is something that could, according to the 
literature, be considered in order to handle both risks and to incentivize partners to be part of 
these partnerships.  

As the findings and conclusions of the research have been presented, the overall research 
problem can now be answered.  

RP: How can a company’s business model be designed in order to exploit the potential of a 
Product-Service System (PSS)? 

When a company transitions towards a business approach where the central part involves 
delivering a solution to a problem through a combination of products and services, it can from 
the thesis be concluded that many components of the BM needs to be changed in order to be 
in alignment with this new business approach. To exploit the potential of a PSS, each building 
block focused on in this thesis will be elaborated upon. 

First of all, when a transactional business approach is used, it involves a lot less value adding 
propositions in relation to a PSS business approach. When transitioning towards a PSS, more 
value adding components needs to be included in the value proposition. Furthermore, when 
delivering these, it has been concluded that the entire BM needs to be more proactive. The 
reason for this is that when delivering a value proposition that is either based on usage or 
outcome (availability contracts), the ownership of the products could stay at the provider, 
which means that all costs related to maintenance and repair also stays at the provider. It 
therefore becomes essential to be proactive in all activities and thus focus on proactive 
management throughout the entire value chain. If this is not considered, the potential of a PSS 
would decrease and it therefore becomes one of the most essential parts when adopting PSS. 

Secondly, as PSS involves taking over activities that the customers previously accounted for, it 
is important to have an even stronger relationship with the customers (compared to a 
transactional business approach) since they rely on the PSS provider to attain for these 
activities. Within this, it has been concluded that the PSS provider needs to co-create the 
products/services together with the customers in order to increase the value added to the 
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customers. Moreover, a higher degree of information sharing needs to exist since the PSS 
provider attains for more activities. This also relates to that a PSS provider has to focus on 
proactive management, which means that the customers need to confide information on how 
they use and intend to use the products. Hence, the PSS provider needs to establish deeper 
relationships with the customers where trust and transparency are important.  

Third, it has been concluded that a PSS provider need to use different revenue streams 
compared to a transactional business approach. This relates to that the value propositions in 
PSS differ and more specifically are based on either a usage or outcome. Due to the fact that 
the PSS provider will receive payments based on how much the customers are using the 
products, the revenues will vary accordingly. Hence, it is important to consider a minimum and 
maximum level of usage when negotiation about the contracts so that the products neither are 
over-, or under-used since the profitability would suffer otherwise.   

Fourth, it has been concluded that both a transactional business approach as well as PSS needs 
to involve information gathering regarding how the products are being used. However, in a 
PSS, it becomes even more essential since the provider attains for both risks and costs related 
to maintenance and repairs. Within this, the activities performed by the PSS provider need to 
be based on proactive management since it otherwise would affect the costs and later on the 
profitability. Proactive management therefore becomes a key activity that every part of the 
organization needs to be aware of and furthermore focus on. This also involves making the 
entire organization aware that a ‘customer problem’ in fact is the PSS provider’s problem. One 
part of proactive management and another key activity that a PSS provider need to focus on, 
compared to a transactional business approach, involves LCC. To be profitable in the long-
term, a more extensive focus on LCC need to be handled throughout the organization since 
LCC will affect the ability of being proactive and thus the profitability.  

Fifth, in a transactional business approach partnerships with suppliers and other external 
actors are not as essential as in PSS. Hence, to exploit the potential of a PSS, a wider focus 
need to be put on establishing partnerships in the supply chain. This is a way of spreading the 
risks that the value propositions results in. One way to incentivize suppliers to be part of these 
partnerships is to form a risk and revenue sharing partnership. To form partnerships with 
suppliers is also a way of acquiring resources and competences that the PSS provider not have 
in-house, and that are too costly to obtain themselves.  

Sixth, as PSS involves taking over responsibilities from the customers, this will lead to that 
more costs will be inherent in the BM. These are costs related to proactive management, risk 
management, and LCC. Hence, to exploit the potential of a PSS, it is important to focus on 
these costs in order to be profitable. As presented, a PSS business approach requires a wider 
focus on proactive management, which means that costs of gathering data, making predictions, 
diagnoses, and analyses need to be considered in the BM.   

The answer to the overall research problem has now been elaborated upon which means that 
the purpose of the thesis have been fulfilled. The next chapter of the thesis will involve a 
discussion of obstacles occurred during the thesis process as well as suggestions on how to 
conduct further research and what to consider within this. 
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8 Discussion and further research 
When conducting interviews and trying to characterize a company’s BM there are a risk that 
the BM will be perceived differently with regards to each respondent. There are always a 
possibility that different people will e.g. perceive their company’s value proposition or key 
activities different since they could have a perception that something are more important than 
others. In order to minimize the risk of a mismatching BM, the interviewees were chosen with 
care, which could facilitate that the characterization would be as near the reality as possible. In 
addition to this it is hard to determine that each respondent will have the same level of 
description in relation to the questionnaires in each building block. This meant that some 
interviewees described each building block deeper than others. However, the respondents 
complemented each other quite good and the common picture of the BM was therefore on a 
similar level of description. 

When answering RQ2, the empirical evidence is based on two companies that embrace a PSS. 
A within case study between these companies created a common ground, but even though a 
multiple case study has a larger generalizability, it is safe to say that an investigation of even 
more empirical evidence would create a more generalizable characterization. Due to the time 
constraint it was not possible to collect additional empirical material. However, in order to 
counteract this, the empirical material was triangulated with theories in order to justify the 
conclusions. 

In this thesis, the primary objective has been to examine how a business model in a PSS can be 
designed, the thesis have looked at a BM through Osterwalder & Pigneur (2010) canvas and 
the including BM building blocks (except to the ones delimitated). Due to this, and since each 
BM building block in reality is quite complex and comprehensive, further research should be 
conducted in respectively building block in order to generalize the findings even more. Hence, 
the building blocks focused on in this thesis; value proposition, customer relationship, revenue 
streams, key activities, key partners, and cost structure should each be investigated in order to 
get a broader understanding of how each building block should be designed in order to fit a 
PSS business approach.  

Moreover, it has been concluded that lifecycle costs, proactive management, partnerships (e.g. 
RRSP), risk management and co-creation of value are vital fields in a PSS BM. Due to this, 
each of these factors should be further investigated in a BM perspective with regard to PSS in 
order to get a broader overview for how to design a BM in a PSS business approach.   
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Appendix II: Interview guide for RQ2 
PART A – INTRODUCTORY INFORMATION 
1. What is the total number of employees working for your company? 

 
2. Have your company been operating the same way since it was founded? 
 

i. If not, how has it changed? 
 

3. How many offices does your company have? 
 

i. If you have more than one office, is it managed in a centralized or decentralized way? 
 

4. How does your product/service portfolio look like? 
 

5. What are your total revenues? 
i. Percentage of revenues gotten from each product/service segment 

 

6. Based on your product/service portfolio, How is your customers divided by those 
products/services? 

 

PART B – BUSINESS MODEL and PRODUCT-SERVICE SYSTEM 

Business model related questions for value proposition 
i. What is the value that you deliver to your customers? 

 
ii. Which of the customer’s problem are you trying to solve? 

 
iii. What is the bundle of products and services offered to each customer? 

 
iv. What need (or needs) are you satisfying for your customers? 

 
Product-Service System related questions 

v. How is Product-, Use-, and Result-oriented PSS’s used in the value proposition? 
 

vi. How is the architecture of value creation (i.e. product-service ratio) combined to create a 
value proposition? 
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vii. How can the concept value in use be used in the design of a value proposition? 
 
Business model related questions for customer relationships 

viii. What kind of relationship do your customers expect you to establish and maintain? 
 

ix. How is the relationships right now characterized? 
 

x. How have you integrated the relationships in the rest of the business model? 
 

xi. Are the relationships costly and how costly are they? 
 
Product-Service System related questions 

xii. To what extent does co-creation exist in the current customer relationship and how is it 
handled? 
 

xiii. How is the value in use concept handled in the relationships with customers? 
 

xiv. Does any conflicts related to information asymmetry exist between your company and 
your customers, if so, how is it handled? 

 
Business model related questions for revenue streams 

xv. For what value are the customers prepared to pay for? 
 

xvi. For what do they pay for right now?  
 

xvii. How do the customers pay you right now?  
 

xviii. What kind of payment method is preferable for them?  
 

xix. How large proportion of the overall revenues is related to each revenue stream? 
 
Product-Service System related questions 

xx. How is the revenue stream generated? (based on pay for product/service) 
 

xxi. How is the revenue stream generated? (based on pay for availability) 
 

xxii. How is the revenue stream generated? (based on pay for outcome) 
 
Business model related questions for key activities 

i. What key activities do your value proposition require? 
 

ii. Customer relationships? 
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iii. Revenue streams? 
 
Product-Service System related questions 

iv. How is lifecycle costs managed? 
 

v. How is proactive management used? 
 
Business model related questions for key partners 

i. Do you have any key partners? 
 

ii. Do you have any key suppliers? 
 

iii. Are you acquiring any key resources from partners? 
 

iv. Do your partners perform any key activities? 
 

Product-Service System related questions 

v. How is a partnership in a PSS supply network handled? 
 

vi. Does any risk and revenue sharing partnership exists and how, if such case, is it handled? 
 

vii. Does any conflicts related to information asymmetry exist between your company and your 
partners, if so, how is it handled? 

 
Business model related questions for cost structure 

vi. Which are the most important costs in your business model? 
 

vii. Which key resources are the most expensive? 
 

viii. Which key activities are most expensive? 
 
Product-Service System related questions 

ix. How is lifecycle costs handled in a BM context? 
 

x. How is the ownership of costs handled (does the PSS provider or the customer bear the 
costs)? 
 

xi. How is the focus on cost during the products development and lifecycle? 
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Appendix III: Combined data collection 
In order to determine how a BM for a PSS company can be characterized, this appendix aims to 
describe how the empirical information from the multiple-case study (available in the data 
presentation) has been combined in order to create the foundation for the data analysis. More 
specifically, the information collected at BAES GCS and Koneo have been combined to create a 
mutual empirical view of a PSS BM, presented in the data analysis and below. 
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