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DHH is a tech group listed on the Italian Stock Exchange. We in-
vest in companies in the web hosting, SaaS, and cloud computing 
industries across Southern Europe. Our investment strategy fo-
cuses on enabling companies within our group to expand rapidly 
while maintaining their profitability. 

Since we created our group we made several international deals, 
from investments in startups to acquisitions of more mature 
businesses and in this learning experience, for the good or the 
bad, we became a specialist in tech turnarounds – one of the few 
companies having this expertise in our region.

This eBook has been written to explain the concept of pivoting, 
why it is important, what it means in concrete and how we ap-
proach to this topic. We hope that you enjoy reading it.

****
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Venture capital funding in Europe is booming. In the 12 
months to 30 June 2017, €17.5 billion was raised by Eu-
ropean companies. The tech sector is dominated by the 
UK, France, and Germany, but startups in other European 

countries are raising increasingly larger volumes of capital.

There are dozens of European unicorns, startups that are val-
ued at US$1 billion or more. Spotify, a music, podcast, and vid-
eo-streaming service that was launched in 2008 from Stockholm, 
currently has a valuation of about US$16 billion. Supercell Oy, a 
mobile game development company based in Helsinki and Germa-
ny’s e-commerce giant Zalando, have US$10 billion+ valuations.

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

2013 2014 2015 2016 2017

0.6 0.5 0.5 0.6 0.8 0.9 1.2 1.3 1.5 1.8 1.8 1.9 2.0 2.3 2.6 2.7 2.7 2.5
4.6 4.7 4.6 5.2 5.6 6.4 8.5 9.0 10.5 11.5 12.1 13.2 13.8 14.1 13.4 13.6 13.5 15.1

RECORD €17.5 BILLION RAISED BY EUROPEAN 
COMPANIES IN THE 12 MONTHS TO 30 JUNE 2017

Rolling last twelve months VC funding (in billion €)

Source: dealroom.co

Israel
Europe

Total

5.1 5.2 5.1 5.8 6.4 7.3 9.7 10.3 12.0 13.3 13.9 15.1 15.8 16.4 16.0 16.3 16.2 17.5 

Excludes buyouts, secondary transactions, debt, lending capital, grants.

17.5 
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WAITING IN THE WINGS

Although a large number of Europe’s tech companies have met 
with great success there are hundreds more that have the po-
tential to become unicorns. Consider Monzo.com, a fintech based 
in London that is attempting to revolutionise personal banking. 
Founded in February 2015, the company already has 400.000 
customers. It provides users with a free UK current account and 
free transfers to other Monzo customers. The Monzo app allows 
spending patterns and financial activity to be tracked automati-
cally.  In April 2017, the firm received a full banking licence.

Another startup, Ravelin, which was established in 2014 and has 
raised £4.3 million so far, provides a unique fraud management 
technique. It analyses online behaviour in real time to prevent 
payment-related fraud. Ravelin’s client list includes Deliveroo, 
Karhoo, and Easy Taxi. The startup has been successful in reduc-
ing online fraud for its customers by over 50%.

Starship Technologies, a startup headquartered in London with 
its engineering development office in Estonia, specialises in 
building robots for local delivery. Skype co-founders Janus Friis 
and Ahti Heinla founded it in 2014 and they have already raised 
£13.4 million in startup funding. Amazon’s much-hyped drones 
need permission to operate from several regulatory authorities. 
Meanwhile, Starship’s six-wheeled delivery robots have com-
pleted tests in 16 countries and the firm has entered into tie-ups 
with Just Eat and Domino’s Pizza.

The three startups listed above hardly represent the diverse busi-
ness sectors that Europe’s new tech firms are targeting.  One great 
advantage is that there is no dearth of startup capital. Here’s a 
graphical representation of the most active venture capital inves-
tors in each country. A list can be found in Annexure 1.
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EUROPE: VENTURE CAPITAL CONTINENT
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WHAT DOES IT TAKE TO SUCCEED AS A STARTUP?

Unfortunately, there is no secret sauce that ensures that a start-
up will succeed. But there are several factors that are common to 
successful tech firms:

• A product that meets the demand in the market – while this 
seems to be a very obvious condition for success, it is surpris-
ing how many entrepreneurs lose touch with their customers. 
The problems arise when you get so engrossed in development 
and in creating the “perfect” product that you forget to verify if 
anybody would be willing to pay for it. 

It’s absolutely essential to get market feedback at every stage 
of product development. Many successful startups begin with 
a bare-bones product and then add features on the basis of the 
feedback that they receive from customers.

• An ability to cater to the requirements of different markets – 
when JitseGroen launched Takeaway.com in 1999, it provid-
ed online food ordering and home delivery services only in its 
home market of Holland. Subsequently, the firm expanded into 
Belgium and Germany. Today Takeaway.com operates in ten 
markets across the world. The list includes Portugal, France, 
Switzerland, Austria, Luxembourg, Poland, and Vietnam.

What does Groen have to say about providing services in differ-
ent markets? “… we have pretty much started from scratch in 
every market. You can also guarantee that consumers in every 
country will behave in a slightly different way. … Cultural change 
is much more difficult than moving someone’s order online.”

This ability to adapt to local market conditions is an important 
reason for Takeaway.com’s success. The company is listed on 
Euronext Amsterdam and has annual revenues of €138 million 
and a market cap of €2,11billion.

• A high-performing team that doesn’t lose focus –a startup, es-
pecially in its early stages, can’t afford a compartmentalisation 
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of roles. Each team member has to wear several hats and work 
to achieve the company’s goals. If the function of the lead de-
veloper is restricted to writing code and if the marketing direc-
tor only works on promoting the firm’s product, it is likely that 
the startup could flounder. 

• Getting your timing right –what is the most important reason 
behind a startup’s success? Bill Gross, an American investor, 
fund manager, and philanthropist, has an insightful answer to 
this question. He says that a startup’s ability to raise capital, 
the quality of its business model, or even the calibre of its top 
management team, is not the most critical factor for success.

Then what is? According to Gross, a new firm has to enter the 
market at just the right time. Take the example of Airbnb. Many 
investors thought that its business model was faulty. Who would 
be willing to rent out rooms to a stranger? But as the company 
was launched during the recession, there were many homeown-
ers willing to let out rooms in their homes on a temporary basis 
to raise cash.

Similarly, Uber gained traction because, it too, started in the 
recession. Many people thought that providing a taxi service on 
a part-time basis was a good way to earn some extra money.

Recently, First Round Capital, a venture capital firm that spe-
cialises in providing seed capital to tech companies, published 
a report based on its analysis of successful startups. Its records 
include details of over 300 companies and nearly 600 founders. 

The study found that high performing startups have at least one 
female founder. Additionally, younger founders seem to do better 
than older ones. First Round Capital’s research also discovered 
that many successful startups have founders from elite schools. 
The venture capital firm defines these as the Ivy League colleges, 
Stanford, and MIT.

One final factor that seems to play a role in a tech firm’s ability to 
meet its business goals is the work experience that its founders 
have had. Those who had worked at Amazon, Google, Facebook, 
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Apple, Microsoft, or Twitter had a greater chance of doing well in 
their entrepreneurial ventures.

MOST STARTUPS FAIL

It’s a well-established fact that a large percentage of startups 
don’t achieve their stated objectives. Startup “failure” can be de-
fined in several ways. A tech venture could be considered to have 
failed if it has to liquidate its assets leading to losses for inves-
tors. An inability to meet the projected return on investment is 
another type of failure. A third variation is when a declared target 
or projection is not achieved.

A study by Shikhar Ghosh, a professor at Harvard Business School, 
found that the percentage of startups that fail is: 

Of course, the 5% or 10% of tech ventures that do meet their busi-
ness targets can provide a staggering level of returns to investors. 
Accel Partners, who reportedly invested US$14.8 million in Face-
book in 2005, is said to have made a return of US$5.6 billion. 

But what is the reason that a large majority of startups fail?C-
BInsights, a company that specialises in market intelligence, lists 
the top 20 reasons. This analysis is based on a post-mortem of 
101 failed startups.

 

30% - 40%

70% - 80%

90% - 95%

Liquidation of assets, losses for investors

Inability to meet projected return on investment

Falling short of a target or declared projection

Failure rateCategory of startup failure
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42%
29%
23%
19%
18%
17%
17%
14%
14%
13%
13%
13%
10%

9%
9%
8%
8%
8%
8%
7%

no market need

ran out of cash

not the right team 

get outcompeted

pricing/cost issues

poor product

need/lack business model

poor marketing

ignore customers

product mis-timed

lose focus

disharmony in team/investors

pivot gone bad

lack passion

bad location

no financing/investor interest

legal challenges

don’t use network/advisors

burn out

failure to pivot

THE TOP 20 REASONS STARTUPS FAIL
based on an analysis of 101 startup failure post-mortems

Source: CBINSIGHTS

https://www.cbinsights.com/research/startup-failure-reasons-top/


It’s important to remember that CBINSIGHTS conducted inter-
views with the founders of tech companies that closed down/
changed tack midway to survive. Some of the information pro-
vided by these entrepreneurs is very revealing.

For example, Patient Communicator, a tech firm that specialises 
in providing a communication platform for medical practitioners 
to stay in touch with their patients, reworked its strategy when 
it realised that it was on the wrong track.  In its interaction with 
CBINSIGHTS, the firm noted, “I realised… that we had no cus-
tomers because no one was really interested in the model we were 
pitching. Doctors want more patients, not an efficient office.”

Instead of fulfilling a market need, the company was building a 
solution to a problem. Unfortunately, this was not a product that 
anyone was willing to pay for. 

Speaking of building a product that nobody wanted, another en-
trepreneur pointed out, “…We had great technology, great data 
on shopping behaviour, a great reputation as a thought leader, 
great expertise, great advisors, etc., but what we didn’t have was 
a technology or a business model that solved a pain point in a 
scalable way.”

Another reason that a startup can close down is lack of money. Ev-
ery tech company founder has to calculate the startup’s burn rate 
and the length of its runway. Your burn rate is the speed at which 
you are depleting your cash before your business operation actu-
ally starts making money. This will determine the length of your 
runway, the time that you have before you exhaust your cash.

The CBINSIGHTS study found that 29% of the startups that it 
polled, failed because of a lack of money. This was the #2 reason 
for failure after “no market need” for the product that the startup 
produced.

Reason #3 for startup failure is not having the right team. Your 
human capital needs to be absolutely top-notch and more im-
portantly, function as a cohesive unit. This is essential when you 
need to grow your business from the concept stage and start gen-
erating increasing revenues. 
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Daniel J. Weinfurter, a serial entrepreneur and adjunct lecturer of 
management and organisations at the Kellogg School Manage-
ment at Northwestern University, says, “…while the product or 
service remains important… what ends up driving the ability to 
scale is not the product or the service per se, but the team of peo-
ple that are put in place to serve the clients and build the product 
or service.”

Remember that there is a big difference between starting a com-
pany and running one. Someone has to do the “boring” bits, the 
process-driven activities, which are the nuts and bolts of the 
business. 

At this stage, it is common for founders to bring in professional 
managers. But very often, the founders remain involved in the 
nitty-gritty of running the company. They insist on taking steps 
that they think to be correct. By doing this, they could be harming 
the firm. Even if they are right, their style of functioning may re-
sult in undermining the authority of the manager that they have 
recruited. 

DON’T BE EVIL

That was Google’s motto – “Don’t be evil.” It was introduced 
around 2000. When Google restructured itself in 2015, the motto 
was changed to “Do the right thing.” For all practical purposes, 
the meaning remains the same.

Why should a fuzzy concept like doing the right thing be im-
portant? Paul Graham, one of the founders of Y Combinator, an 
American seed accelerator, advises startups to “be benevolent.” 
Maintaining a compassionate and kind-hearted attitude towards 
customers and employees is crucial even if it is not in the short-
term interests of the company.

A startup that takes a hard-headed and unsentimental approach 
at all times may see morale within the company dipping. Graham 
points out, “If you’re benevolent, people will rally around you.” It 
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will be easier to generate new ideas and improvements and your 
firm will benefit from word-of-mouth marketing.

THE CONCEPT OF THE “PIVOT”

The three essential ingredients of a successful startup are getting 
the product right, conserving cash, and having the right team. But 
there are times when, despite the best intentions of the founders, 
the company starts going downhill. Sales don’t pick up and the 
few existing customers that the startup has managed to generate 
drift away or do not renew their contracts.

The company’s failure could be due to any one of dozens of rea-
sons. But at some stage, the founders understand that their busi-
ness model just isn’t working. It’s no use flogging a dead horse. 
At this point in time, one option is to simply discontinue opera-
tions. Tell the investors that you are closing down and that they 
have lost most or all of their money.

But there is another option that many startups adopt. The “pivot” 
has rescued many new firms and saved them from oblivion. In 
fact, the number of highly successful companies that pivoted at 
some stage of their development is surprisingly high.

What exactly is a pivot and how does it work? The word is com-
monly used when a company changes its market or its strategy. 
A pivot is also used to describe a change in technology that is ad-
opted to meet business objectives. Any major change in direction 
can be referred to as a pivot.

Here is how some well-known companies have executed success-
ful pivots:

YouTube – formerly a dating site

YouTube is immensely successful today. It has a staggering 1.5 
billion users every month. The average time that they spend on 
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the site every day exceeds one hour. Over 300 hours of video are 
uploaded to the site every minute.

But when three former PayPal employees, Chad Hurley, Steve 
Chen, and Jawed Karim, launched the company in 2005, its ob-
jective was very different. It started off as a video dating site. 
YouTube’s slogan at the time of its launch was “Tune In, Hook 
Up.” Unfortunately, the site did not attract any attention.

Then the firm got a lucky break. Founder Jawed Karim upload-
ed a video of himself at the zoo and he described elephants as 
having “really, really, really long trunks.” The popularity of the 
video got the company’s founders thinking and they repositioned 
themselves as a video site where users could upload silly videos 
of themselves.

Nintendo – taxis and love hotels

Nintendo is a Japanese multinational consumer electronics com-
pany. It has annual revenues of over US$6 billion and a mar-
ket capitalisation of US$55 billion. It is famous for its top-sell-
ing games that include Mario, Pokemon, The Legend of Zelda, 
and Donkey Kong. Its Wii game console has sold over 100 million 
units.

But prior to the 1970s, when it got into the video games business, 
it was involved in a host of other ventures. These included taxi 
services, “love hotels,” and even playing cards.

How did it make the transition to video games? In 1959, it entered 
into a marketing deal with Walt Disney and realised that cartoon 
characters presented a good business opportunity. 

Nokia – clearly in need of another pivot

In its heyday, Nokia was a market leader in smartphones. To-
day, the company is clearly a has-been, but in 2007, every second 
smartphone customer bought a Nokia product.
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However, the Finnish firm did not start off as a communications 
company. It did not even have any expertise in electronics. Nokia 
was a conglomerate producing timber, tyres, and rubber boots 
and Finland was in the midst of a recession. The company’s man-
agement realised that mobile phones, which started off as being a 
product targeted at business people, would gain wide popularity.  

It went on to capture the smartphone market. In 2000, the firm 
accounted for 4% of Finland’s GDP.

Twitter – started off as Odeo

Odeo was a website that could be used to subscribe to podcasts 
from around the world. Its business model failed when it had to 
compete with Apple’s iPod. Twitter founders Jack Dorsey, Biz 
Stone, and Noah Glass developed an SMS group-text communi-
cation system for internal communication.

Twitter, as it was known then, got a big boost when it spread the 
news about an earthquake in San Francisco. Today, the company 
has over 330 million active users and is one of the world’s top 
social media networks. 

THE LEAN STARTUP AND ITS IMPLICATION 
FOR TECH COMPANIES

In a seminal article in the Harvard Business Review, serial-entre-
preneur and academician Steve Blank describes the lean startup 
methodology. He points out that the founders of new businesses 
spend a great deal of time in developing their business plans. Very 
often, this is an important consideration for the venture capital 
firm that they approach for finance.

But in Steve Blank’s experience, business plans suffer from sev-
eral inherent flaws:

• Many plans are crafted without reference to the customer. They 
lay excessive focus on the product and on the assumptions that 
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the founders make about the market.  A business plan often falls 
apart when the product is presented to paying customers.

• Business plans make projections that estimate sales and profits 
for years into the future. Most of these figures are based on as-
sumptions that may not be true at all.

• A successful business plan has an altogether different approach. 
At every stage of the development process, customer opinion is 
sought. Imperfect products are launched and altered to satisfy 
the needs that customers specify.

Founders translate 
company ideas into 
business model 
hypotheses, test 
assumptions about 
customers’ needs, 
and then create a 
“minimum viable 
product” to try out 
their proposed 
solution on cus-
tomers.

SEARCH 

LISTEN TO CUSTOMERS
During customer development, a start-up searches for a business model 
that works. If customer feedback reveals that its business hypotheses 
are wrong, it either revises them or “pivots” to new hypotheses. Once 
a model is proven, the start-up starts executing, building a formal 
organization. Each stage of customer development is iterative: A start-
up will probably fail several times before finding the right approach.

Start-up continues 
to test all other 
hypotheses and tries 
to validate custom-
ers’ interest through 
early orders or product 
usage. If there’s no in-
terest, the startup can 
“pivot” by changing 
one or more hypoth-
eses.

The product is refined 
enough to sell. Using 
its proven hypotheses, 
the start-up builds 
demand by rapidly 
ramping up marketing 
and sales spending, 
and scales up the 
business.

Business transitions 
from startup mode, 
with a customer 
development team 
searching for an-
swers, to functional 
departments exe-
cuting its model.

1 2 3 4

EXECUTION

CUSTOMER 
DISCOVERY

CUSTOMER 
VALIDATION

CUSTOMER 
CREATION

COMPANY 
BUILDING

Source: Harvard Business Review
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Steve Blank provides the example of a startup, Blue River Tech-
nology, which was founded by Jorge Heraud and Lee Redden, who 
were his students at Stanford. They planned to build robotic lawn 
mowers for commercial spaces. They thought that golf courses 
would be very interested in purchasing their product.

They spoke to over a 100 customers in a period of ten weeks, but 
realised that they had misunderstood their target market. How-
ever, when they approached farmers, they saw that there was a 
demand for their product. The robotic vehicles could be trans-
formed into weed-killers that worked without using chemicals.

Blue River Technology executed a successful pivot and within ten 
weeks it built a prototype that could be used on farms. The com-
pany soon received $3 million in venture funding and went on to 
build a commercial product.

A MAJORITY OF TECH STARTUPS FUNDED 
BY VCS ARE RIPE FOR A PIVOT

A large majority of venture capital-funded tech startupsfail. The 
VC business model is built on this premise. The few new compa-
nies that do well, make the venture capital business viable and in 
many cases, immensely profitable.

But how do VCs convert a startup into a unicorn? What are the 
techniques and practices that they use to promote rapid growth 
within the companies that they finance?

If a VC funds your tech startup, you can be sure that they will 
push for rapid growth. You will be told to expand business vol-
umes and revenues at the cost of all else. Profitability will be giv-
en low priority. That can come later. This makes absolute sense 
from the VC’s point of view. 

If your company does not grow quickly enough, the VC’s objective 
will not be met. They want to produce unicorns, not firms that 
register steady profitable growth. In the process, if your compa-
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ny fails, that’s merely one more loss-making investment. In any 
case, the VC knows that 75% of the firms that they finance will 
not survive.

If you want to get a sense of how VCs work, look at Uber. The 
company was founded by Travis Kalanick and Garrett Camp in 
2009. Over the last eight years, it has grown rapidly and captured 
market after market. Of course, it has had its share of failures, the 
Chinese market was a notable example of this, but overall, it has 
been tremendously successful.

Here is a list of the investors who have financed Uber. Note that 
the latest funding round has been completed as recently as Sep-
tember 2017.

Seed Round

Angel Round

Series A

Series B

Series C

Series F

Series D

Series E

Debt Financing

Series E

Series F

Private Equity Round

Private Equity Round

Series G

Series G

Debt Financing

Funding Round

Funding Round

Aug. 2009

Oct. 2010

Feb. 2011

Dec. 2011

Aug. 2013

May 2014

June 2014

Dec. 2014

Jan. 2015

Feb. 2015

July 2015

Aug. 2015

Feb. 2016

May 2016

June 2016

July 2016

April 2017

Sept. 2017

Transaction NameDate
No. of 

Investors Money Raised Lead Investors

$200,000

$1,250,000

$11,000,000

$37,000,000

$363,000,000

N/A

$1,4000,000,000

$1,2000,000,000

$1,6000,000,000

$1,000,000,000

$1,000,000,000

$100,000,000

$200,000,000

N/A

$3,500,000,000

$1,150,000,000

N/A

N/A

2

29

6

11

4

N/A

9

8

1

10

6

1

1

1

1

4

2

4

Garrett Camp, Travis Kalanick

First Round Capital

Benchmark

Menlo Ventures

GV

N/A

Fidelity Investments

Glade Brook Capital Partners

Goldman Sachs

Glade Brook Capital Partners

N/A

Tata Capital

Letterone Holdings SA

N/A

Saudi Arabia’s Public 
Investment Fund
Morgan Stanely

N/A

Didi Chuxing, Softbank, 
Dragoneer Investment Group

Source: The Motley Fool
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The company has raised a total of US$11,56 billion dollars over 18 
funding rounds. It is currently valued at U$68 billion, making it 
the most valuable unicorn in the world. 

Revenues have also grown. In the third quarter of 2017, Uber re-
ported sales of US$2,10 billion, an increase of 17% over the last 
quarter. But what about profits? 

According to a report in the Financial Times in June 2017, Uber 
made operating losses of US$3,3 billion over the immediately 
preceding four quarters. These losses are before accounting for 
interest, tax, and share-based compensation.  In the calendar 
year 2016, its losses were to the tune of US$2,8 billion. In 2015, 
the loss was reportedly US$2 billion.

What’s going on? Why are investors pumping money into a com-
pany that is continuously bleeding? 

For investors, the losses are not necessarily bad as long as the 
company keeps growing. In the first two decades of its existence, 
Amazon, another darling of investors, was largely unprofit-
able. Even now, its core e-commerce business makes losses. In 
the third quarter of 2017, Amazon made an operating profit of 
US$347 million. But if the figures from its Amazon Web Services 
(AWS) are excluded, its operations resulted in a loss of US$824 
million.

Mike Walsh, an early Uber investor says “There are many compa-
nies, Amazon as an example, that invest heavily in the early years 
and hit profitability only after a company IPO. I have no idea if 
this is Uber’s strategy, but it could be.”

However, most tech firms do not have the luxury of an Uber or 
an Amazon. They will not find an endless stream of investors to 
provide funds for their expansion. In most instances, VCs have a 
limited time horizon. The money that they raise to finance your 
venture has to be paid back in ten years. Your firm will have to 
become profitable and expand rapidly within that timeframe. 
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Of course, there is the option of raising fresh capital from new 
investors. But to do this, your company must be able to convince 
them that it has the potential to capture a greater share of the 
market. 

Here are several reasons why venture capital may not be suitable 
for your company:

• You may be in a business where it is difficult to rapidly scale up 
operations.

• You don’t want to lose control over your business. It is very like-
ly that the VC will play an increasingly greater role in the man-
agement of your company. This is especially true if your growth 
projections are not being met.

• A VC may actually give you more cash than you need. This 
could influence you to take up projects that you don’t want to 
or to spread yourself too thin. In any event, the expectations 
of investors will rise with the amount of financing that they 
provide.

What if you are one of the majority of VC-funded companies that 
didn’t make it? Is there any option other than to simply close op-
erations? If you are to pivot and make a success of yourself, you 
would require additional financeand inputs and support in many 
areas.

Here is an example of how a tech startup successfully pivoted 
and resurrected itself. At DHH, we are turnaround specialists. The 
takeover of Tophost and its subsequent revival is a good exam-
ple of how we work with the management of tech firms and help 
them to realise their full potential.

Our focus is always on supporting and encouraging the existing 
management team and providing them with the means to expand 
and boost their profits. The following paragraphs explain how we 
did this at Tophost and the results that we obtained.
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CASE STUDY - TOPHOST

Tophost is a web hosting company that had gone into a state of 
terminal decline. Its customer count went down from 51.235 in 
January 2015 to 47.263 in May 2016. The firm’s average custom-
er acquisition costs (CAC) were out of proportion to the lifetime 
value (LTV) that a customer provided. 

A search on the internet for web hosting services would not list 
Tophost on the first page.  In fact, search results would throw 
up negative reviews for the company. A survey conducted at the 
time the company was faring badly revealed that clients thought 
of Tophost as a cheap and unreliable company. 

After carrying out a detailed due diligence exercise, DHH took over 
the management of Tophost. Immediately after this, an exercise 
was initiated to calculate customer LTV for each of Tophost’s 
products. A detailed review was also conducted of the company’s 
main competitors and the manner in which they operated. 

Upon gaining an understanding of the issues confronting the 
company, the following corrective measures were initiated:

• An exercise to improve Tophost’s search ranking was started. 

• A policy decision was taken to limit the customer acquisition 
cost to less than 50% of LTV. Distribution of discount coupons 
to affiliates was curtailed. Instead, discount coupons were made 
available on Facebook and on the company’s newsletter.

A review had revealed that the combination of discount cou-
pons and affiliate commissions had resulted in CAC exceeding 
€10. Reducing the issue of discount coupons had an immediate 
effect on profitability.

• An action plan was evolved to tackle negative reviews about 
Tophost on the first page of search results. Direct contact was 
made with each of the authors who had posted disparaging re-
marks about the company.
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The effort met with success. The complaints were attended to 
satisfactorily and the negative comments removed. In fact, a 
few of the authors even became affiliates for Tophost.

• To address the issue of Tophost’s poor reputation, an indepen-
dent third-party was engaged to monitor the company’s uptime. 
The company’s homepage began carrying a claim of 99.9% up-
time with a direct link to the third-party uptime monitor.

What were the results that were achieved by taking these steps? 

Tophost bookings improved dramatically:
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Additionally, there has been a marked improvement in the av-
erage lifetime value that a customer brings to Tophost. The LTV 
for Topnamehas improved from €0,88 in the first quarter of 2017 
to €4,56 in August-October 2017. Similarly, Topweb’s LTV has 
improved from €14,27 to 28,63 in the same period. TopnameCom 
registered a rise in LTV from -€1,63 to €2,62.

The positive outcomes were the result of several measures taken 
to improve customer retention rates. Specifically, the following 
steps were taken:

• A new feature was introduced in response to customer demand. 
WordPress can now be installed with a single click from the 
control panel. Although this is a minor change, it has resulted 
in a significant increase in customer satisfaction.

• It is now possible for customers to renew multiple subscrip-
tions simultaneously. This has resulted in greater convenience 
for Tophost’s large customers. This feature has been very well 
received. 
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• Tophost has now started providing free SSL and https support.

• A new product, Topweb Plus, was introduced in September 2015. 
Although it was a superior product that provided 10x of the per-
formance of Topweb, its rollout had a serious flaw. 

A customer who purchased the product had to manually migrate 
to it. This was inconvenient and an annoyance. A new system 
that permitted automatic migration was implemented.This re-
sulted in greater ease of installation. It also led to more custom-
ers opting for Topweb Plus.

• Through dedicated efforts, the company ensured that clients re-
ceived an improved webmail experience.

• Tophost uses a proprietary QoS algorithm that limits resource 
intensive websites. In the past, this had been a cause of dissat-
isfaction, as users frequently didn’t understand the manner in 
which it worked. 

A dedicated program was undertaken to explain its features to 
clients. As a result, customer complaints on this count have 
been significantly reduced. 

• A new system to retain customers who did not renew their sub-
scriptions was introduced. Each client who discontinued ser-
vices received an automatic email requesting a renewal. This 
simple practice has resulted in a conversion rate of 6%.

Several steps were taken to improve profitability. For example, 
allowing clients to renew multiple subscriptions simultaneously 
has resulted in a significant reduction in PayPal fees. 

A fee has been introduced for the renewal of expired domains. 
This is a new practice that has resulted in an average of €20 being 
paid by each customer on renewal. On an annual basis, this gen-
erates about €96.000 in additional profits. 

As a result of all these efforts, Tophost is now a self-sustaining 
enterprise and is well on itsway to profitability. 
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THE WAY FORWARD FOR TECH STARTUPS THAT NEED TO PIVOT

Many startups have an excellent product and a great top manage-
ment team. But due to any one of several reasons they are unable 
to successfully implement their business model. This could be be-
cause they run out of cash. They may also need expertise in mar-
keting or in promoting their product in a certain market or area.

Very often, the problems that a tech startup faces are caused by 
the aggressive stance taken by the VC that has financed them. 
Many businesses cannot be scaled up rapidly. It may be necessary 
to proceed at a pace that is unacceptable to the venture capital 
firm. But the pressure applied by the VC could result in the start-
up taking steps that are not in its long-term interest. 

In such situations, it is possible that the new venture could run 
into problems. Customer issues may be ignored in the rush to 
acquire new clients. Complaints may remain unattended and lead 
to dissatisfied clients. These issues may not be addressed ade-
quately. 

A firm that falls into this trap will see its customer retention fig-
ures falling. But its high decibel marketing campaign and the 
rapid addition of new clients may mask the fact that most cus-
tomers do not renew their contracts.

A company that is facing these issues could be turned around very 
quickly. A few simple changes in management policy could result 
in vast improvements. In most instances, the top management 
of such companies is already aware of what needs to be done to 
improve performance. But implementation may not be possible 
because of a lack of cash. 

The investors who have provided finance may prevent a firm from 
taking the decisions that are in the startup’s best long-term in-
terests. At times, a startup’s functioning is severely hampered by 
slow decision-making. The venture capital firm that is calling the 
shots may delay the approval of an important expenditure. It is 
also possible that the VC may not have the required level of ex-
pertise or domain knowledge.
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At DHH, we are not scared of taking up a challenge. Our experi-
ence of working in various tech businesses gives us the expertise 
to judge whether a firm that is struggling can be revived. If our 
due diligence exercise tells us that a company has the potential 
to be turned around, DHH will step in with money, management 
inputs, and the specific skills that are needed to put the company 
back on track to growth and profitability. 
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Source: World Economic Forum
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