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Praise for THE ART OF

OPPORTUNITY

"The Art of Opportunity is all about creatively discovering new growth

opportunities for your company and crafting a collaborative strategy that will

get you there. Not only is the content powerful, the design is stimulating for
the eyes as well as the mind. Read this book and start innovating!”

—Ken Blanchard, Coauthor, The New One Minute Manager®

and Collaboration Begins with You

“The Art of Opportunity will help trigger strategic renewal inside your organi-

zation. Creative, inspiring, fresh, and empirically grounded, this playbook to

growth is bound to be an executive reference for many years to come.”
—Deryck J van Rensburg, President, Coca-Cola Global Ventures

"From the coffee table to the conference table—The Art of Opportunity chal-

lenges our traditional business models and mind-sets while providing a path
and approach to success.”

—Paul Snyder, Vice President, Corporate Responsibility,

InterContinental Hotels Group

"I love this book. Whether you're pushing an idea inside a large corporation,

or creating your next big deal, this book gives you the framework, the tools,

and the right questions to ask—not just to get you started—but to keep you

going. In short, this book tells you how to organize your thinking with clarity,
vision, precision and vigor.”

—Richard Black, Chief Data Architect, Deutsche Bank;

Former Chief Technology Officer, Bank of England

“Clear, artful, and inspiring. A highly readable, practical, step-by-step guide
for anyone who wants to identify, design, and launch strategic growth
initiatives.”

—Dave Gray, Founder, XPLANE

“Innovation-obsessed visual thinkers, unite! This book may be your bible.”
—Sunni Brown, Chief Human Potentialist; Best-Selling Author,
Gamestorming and The Doodle Revolution

"The Art of Opportunity presents compelling evidence, based on extensive
experience, for the application of business design thinking by combining stra-
tegic innovation with inspiration from others. Their pragmatic approach offers
existing businesses a framework to innovate or adapt in complex changing
environments. Loved it!”

—Anne Bartlett-Bragg, PhD, Managing Director, Ripple Effect Group

"The Art of Opportunity is not just a book, but a road map helping to guide

companies as they venture down the innovation path in search of new growth

opportunities. It offers readers an actionable lens that includes the vital com-

ponents of storytelling and what it means to take a user-centered approach in
the new world of business model design thinking.”

—Saul Kaplan, Founder and Chief, Catalyst Business Innovation Factory;

Author, The Business Model Innovation Factory

"The Art of Opportunity is not just another book on strategy! Sniukas, Lee, and

Morasky created a practical tool to design future businesses. It is easy to read

and use and spiced with brainstorming sessions you can run with your team. By

using the book, I'm willing to bet companies can save fortunes on consultancy.
Every business that wants to grow should go through this process.”

—Domenico Traverso, President, Work Function Division,

Danfoss Power Solutions

“Visually beautiful, The Art of Opportunity is a fresh, new take on design
thinking that offers practical tools for strategic innovation.”

—Mark Polson, Vice President Creativity and Strategic Capability Building,

Estée Lauder Companies

“This book will dramatically alter both your business and personal life as you

experience the very useful approach to innovation and strategy. Get on board
and enjoy this inspirational journey.”

—Dr. Bob Lorber, CEO, The Lorber Kamai Consulting Group;

Coauthor, Putting The One Minute Manager to Work

and Doing What Matters

"The Art of Opportunity is not your typical strategy book. It offers a fresh ap-
proach to designing growth strategy with methods that are equally valuable
to leaders of established businesses and new ventures.”

—Jeff Wright, Vice President, Strategy and Marketing, Autodesk

"Opportunities abound. We confront them every day, but they rarely appear
as opportunities and do not come with labels to identify them as opportuni-
ties. As a blind person myself, I'm excited that the authors of this book use
visualization as a tool to bring opportunities into our businesses and lives.
Read, learn, and imagine.”

—Jim Stovall, Best-Selling Author, The Ultimate Gift



"The Art of Opportunity is a concise, richly detailed primer for organizations
seeking growth through innovation, and change through disruption.”

—Jay Samit, Best-Selling Author, Disrupt You: Master Personal Transformation,

Seize Opportunity, and Thrive in the Era of Endless Innovation

"Refreshingly pragmatic advice for business growth and development. This

visualization approach was successful in aligning resources to solve my com-
plex business issue.”

—David Lary, Vice President, Commercial Channel Partner Development

and Programs, Print and Personal Systems, Hewlett-Packard

"The Art of Opportunity humanizes business innovation in its approach and
accessible, visual presentation. A must-read for entrepreneurs who aim to dis-
rupt industries.”

—Chip Joyce, CEO & Cofounder, Allied Talent

“In my job | am expected to know this information, but this book presents all
necessary information so clearly, it's a piece of art! | am convinced that The
Art of Opportunity will help thousands of managers gain knowledge much
quicker than they could ever have done so in their working life. Well done,
and thank you so much for the effort!”

—Silvester de Keijzer, Board Member, Swiss Made Im.

"The Art of Opportunity presents a clear field guide for creating new value for
organizations. The methods and stories affirm that the most valuable parts of
business are more art than science. Ignore at your own risk.”

—Michael Graber, Managing Partner, Southern Growth Studio

" A wonderful new tool for those feeling ‘stuck’ with old approaches and busi-
ness processes that are no longer effective.”
—Max Thelen, Former CEO, Filter

"Proven strategies from market innovators? Check. Step-by-step guides to

structure your exploration? Check. Innovative visual explanations to engage

and inspire? Triple-Check. If you're a market-maker, don't miss this book.”
—Kevin Tate, Cofounder, StepChange Group

"The Art of Opportunity is an innovation cocktail with a nice twist of visual
thinking that will inspire application and growth.”

—Jim Wallace, Global Head of Agency Strategy and Management,

Hewlett Packard

"What a bold and compelling book! It offers a thought-provoking new per-
spective on strategy and some important food for thought on how to discover
and seize new opportunities. The strengths of The Art of Opportunity lie in
its practical approach to validate strategies. It does not just claim that exper-
imentation is important but shows how you can actually validate a strategy
through experimentation. Bravo!”
—Anja Foérster and Peter Kreuz, Best-Selling Authors,
Entrepreneurs and Angel Investors

"A fresh approach to business design thinking that should give executives,
decision makers, and leaders of strategic initiatives plenty of ideas for im-
proving outcomes and delivering value.”

—Aaron Smith, Editor, ProjectsAtWork.com

"The Art of Opportunity is a beautifully crafted piece of work, so richly illus-
trated that at times | felt like | was reading a graphic novel. It is packed with
fresh and varied case studies, most of which | hadnt come across before. But
more importantly, this book is really useful. Whether you're an entrepreneur
in the first throes of wrestling with a business idea, or a seasoned strategist at
a large organization looking for new paths toward new opportunities, this is
one of those rare how-to guides that actually overdelivers on the how-tos. My
own copy will be well thumbed, for sure.”

—NMark Barden, Coauthor, A Beautiful Constraint

“Strategy made fun! An innovative way of making strategic innovation come

alive. This book will bring out the best of both the right and left half of your
brain. Great for novice strategists and old hands alike.”

—Ron Meyer, Professor, Corporate Strategy

Tias Business School, Tilburg University

"Growing a business is all about identifying and leveraging opportunities. But
where to start? How to know where to look? This book not only makes you
change your thinking, it gets you moving, too, with novel and practical exer-
cises that provide managers with a customizable pathway to growth.”
—Professor Helen Perks, University of Nottingham, UK

"How to make something challenging and complex easier to understand

[and], easier to do by breaking it down into manageable and clear tasks. This

book gives you very practical steps and advice on building new initiatives.”
—Stuart Curley, Vice President Enterprise Architecture, Northgate IS


http://ProjectsAtWork.com

"For anyone trying to navigate the complexities of value creation, The Art of

Opportunity gets to the heart of how to operationalize entrepreneurship and
innovation as the real engines behind strategic growth.”

—Wayne A. Simmons and Keary L. Crawford, Authors,

GrowthThinking: Building the New Growth Enterprise

"The Art of Opportunity provides a refreshing view on how to grow perfor-

mance in an increasingly visual and collaborative world. It is compelling and
simple and just what the business landscape needs. Worthy read.”

—Crystal Fernando, Head of Global Commercial Delivery,

InterContinental Hotels Group

"A fantastic and beautiful design-thinking manifesto for the visual learner in
all of us.”
—Matt Moog, CEO, PowerReviews

“Sniukas, Lee, and Morasky have crafted a beautiful, full-color journey to

innovation that takes you from beginning to end. The engaging visuals draw

you in to understand the approach, while the simple step-by-step instructions

get the thoughts out of your head and ready to execute. A must-read for
anyone looking to tackle an opportunity they have spotted.”

—C. Todd Lombardo, Chief Design Strategist, Fresh Tilled Soil;

Coauthor, Design Sprint

"Step by step, The Art of the Opportunity encourages a fresh, visual look at
how to deliver new value to customers.”
—Doug Van Aman, Principal, Van Aman Communications

"“Sniukas, Lee, and Morasky have artfully made complicated strategic design
principles accessible to anyone looking to grow or build a business. The Art
of Opportunity is a visually engaging guidebook that helps businesses of any
size tap into their creativity to develop effective business strategies.”
—~Catherine Palmer, Senior Industry Marketing Manager, Autodesk, LLC.

"Whilst managing Apple Education in EMEA, we discovered the power and

resilience of visual communications, giving us the ability to translate complex

digital engagement into simple, informative and meaningful illustrations and

graphics. Today, The Art of Opportunity helps move this work forward another
important stage.”

—Alan Greenberg, Former Apple Director Education EMEA

Currently Advisory Board of 8GT Fund

"The Art of Opportunity is a key innovation masterpiece that is going to help
me with our work with intrapreneurs at the largest entertainment media com-
panies in the world.”

—John Huffman IV, Founder, HUFFMAN CO

"The Art of Opportunity blazes a welcome trail to successful business growth.”
—Kevin O'Keefe, Business leader and bestselling author, The Average American

“Impactful and practical. An excellent guide for strategic reflection and
action.”
—Omar Baig, Head of Digital, Knowledge and Information Service, OECD

"Being, Knowing, and Doing are must-have disciplines for any team to suc-

ceed. This book helps guide teams with crisp insights and methodologies to
rapidly frame innovation projects.”

—Ed Soo Hoo, Industry Fellow, UC Berkeley Center for

Entrepreneurship and Technology

"The Art of Opportunity clearly details how to achieve success through prov-
en strategic innovation and visual thinking methodologies. The authors ex-
pertly plot a path along the journey based on years of experience in helping
companies realize significant growth. Let great things happen to you by read-
ing this book.”

—K.C. Teis, Vice President of Experience Design, Rackspace

“In working with over 150 SMEs in the last 12 months, | have found they want
business support that is practical, visual, and guides them to make the right
decisions by inspiration and example. The Art of Opportunity does this bril-
liantly. It brings key visual tools into one place and shows you how to use and
implement them at every stage for your business’ success. Excellent book, a
must buy.”
—Mark Copsey, Director, RedKite Innovations; Growth coach and lecturer,
Leeds Beckett University

"A clear and practical approach to uncovering growth opportunities hidden
within your business and how to make them a reality and driving the top line.”
—Robert McKinnon, Former SVP and Head of PMO,

InterContinental Hotels Group

"Destined to become ‘the bible’ of incorporating business design thinking
into building growth. It's a must-read.”
—Lars Crama, Chief Commercial Officer, InnoLeaps



"An easy-to-follow blueprint for customer-centric innovation to drive business
growth. Had | had this book 10 years ago, I'd have saved tons on agency
fees!”

—Heinz Waelchli, Chief Customer Officer at SnapAV

“It's not often a series of artful lateral choices are presented so elegantly that
they can be pragmatically implemented like science. A must-read for leaders
looking to innovate with their existing teams to create new value.”

—Shayne Smart, Founder, Geneva Conventions in Pictures

"Read this book with a pen in hand, because you'll want to start creating your
next strategic innovation straight away. This practical guidebook to business
design thinking will help you make the most of your customer opportunities.”

—Simon Terry, Chairman, Change Agents Worldwide

"Practical. Transformative. Actionable. Leaders should equip their staff with
this innovative guide. Follow the instructions. Your business will grow.”
—Michael Neil, Former Director, Digital Marketing, Franklin Square Capital Partners

"The Art of Opportunity brings you the artful innovation approach to helping
you discover new growth opportunities that you would expect given the title.
The book contains many useful tools including some nice approaches to cus-
tomer journey mapping and practical tools for workshop leaders. It also does
a good job of making design thinking and growth planning accessible for the
nonexpert innovator. Keep innovating!”
—Braden Kelley, Cofounder, InnovationExcellence.com,
Author, Charting Change and Stoking Your Innovation Bonfire

"The question of how to effectively develop innovative business models with
linkage to strategy innovation has remained unsolved—both in theory and
in practice. This is one of the few books that unites the three components
of strategy, business model innovations, as well as creativity techniques, by
providing useful methods for corporate entrepreneurs.”

—Dr. Daniel Liedtke, COO, Hirslanden Private Hospital Group

“Sniukas, Lee, and Morasky provide a powerful framework that encourag-

es and empowers readers to apply their own creativity to developing their
growth strategy.”

—Robert Shepherd, Chief Development Officer and

SVP Development, Design and Openings, Europe,

InterContinental Hotels Group

THE ART ﬂF ﬂPPﬂHT“NlTY is filled with new ideas

and information, but we couldn't fit everything into the book,
so we've added more content, resources, and downloads

on our site. Join the conversation, sign-up for updates, and
learn more by visiting us at:

www.theartofopportunity.net

And as a special offer to The Art of Opportunity readers,

we are offering a 50 percent discount on any package at the
Business Model Gallery:
www.businessmodelgallery.com/aoo

Just enter the coupon code: AAO201650

’ Business Model Gallery



http://www.theartofopportunity.net
http://www.businessmodelgallery.com/aoo
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FOREWORD

hen many of today’s leaders joined the workforce, “innovation” was synony-
mous with research and development or process efficiencies—the hallmarks
of traditional competitive advantage. Little did any of us know then, that
in our lifetimes an entire occupational discipline would emerge to keep companies
“innovative” or continuously inventive. Or that titles like “director of innovation” and
“chief innovation officer” or even “chief imagination officer” would decorate corporate
organization charts.

But it did. And for good reason. The relatively short span of time in which we've
seen some of the titans of industry displaced by “innovative” start-ups put the entire
business world on notice. And the message is clear: merely maintaining your position is
no longer sufficient. New growth, the kind associated with genuine innovation, that will
bring value to your customers, your business, and even the world around you is the only
way to ensure survival.

This urgency is not only felt by those with the word “innovation” etched into their
job titles, but from the top of the company to the bottom, we are now all corporate
innovators. With all these people focused on the problem, we should have it solved,
right? Well . .., no.

The problem is, finding and capitalizing on new growth opportunities is hard—
especially for established organizations that are often hampered by outdated mind-
sets, legacy business models, or large-scale bureaucracies. Core competencies can
morph into corporate rigidities if we're not strategically alert and careful. Under these

types of circumstances, the ability to “think outside the box” and create new growth



FOREWORD

initiatives is difficult. But with increased urgency comes the need to find a new path to
growth—one that isn't rocket science. What we need is a road map to help discover,
catalyze, and curate opportunities to deliver real growth. That's what this book helps
us do.

Marc, Parker, and Matt have authored a rich, compelling journey for anyone
pursuing new growth. In the process of introducing new ways of thinking about growth
strategy and strategic innovation such as noncustomers, essential customer needs, and
the building blocks of business and revenue models, they also introduce us to new ways
of working. Throughout the book visual thinking methodologies and other business
design thinking principles improve how you approach crafting and executing the
strategy to build your new growth business. And these are supported by visualizations,
tools, and templates that help you apply the approach to your own needs.

Additionally, they comfortably switch from well-known examples that illustrate
concepts to fresh, unpublished case studies that serve to inspire the reader. In the end,
they have created a provocative playbook grounded in rigorous academic research
combined with practical, immersive experience.

While “innovation” isn't new, The Art of Opportunity makes it much more accessi-
ble to everyone. And that's something every corporate entrepreneur searching for new

growth urgently needs.

—Deryck J van Rensburg, President, Coca-Cola Global Ventures

xi
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DO. OR DO NOT. THERE IS NO TRY.

—YODA Jedi Master



e wrote this book to answer the question:

How can established companies create

new growth strategies and businesses
from within their organizations?

By looking at how successful companies addressed this
question and overcame their growth challenges, we envisioned
and framed an approach that reduces risk, delivers results faster,
and has a higher likelihood of success. But our approach should
not be misconstrued as a guaranteed method. Finding and
seizing new growth opportunities is an art. And like any art, it
requires personal dedication, professional rigor, and a passion-
ate drive to succeed. Our experience has shown us that those
who apply the strategic and visual thinking methods described in
this book not only improve their chances of discovering growth
opportunities, but also are in a better position to realize the kind
of success experienced by today’s most innovative companies.

In writing and designing The Art of Opportunity, we have
applied many of the same processes and principles presented in
the book to our own work. Our collaborative process was greatly
accelerated by the same type of visual thinking activities and

methods for identifying, designing, and launching opportunities.
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We have also applied a diverse team-based approach, with
each author bringing a unique set of professional and cultural
experiences to broaden our perspective not only on the subject
matter, but also on the reader’s journey. Finally, we have followed
a system of active iteration, creating the book in cycles and
seeking input whenever possible to improve the content and
presentation.

Our thought has been inspired by the works of Gary Hamel,
Clayton Christensen, W. Chan Kim, Renée Mauborgne, David
Teece, Dave Gray, Don Kohlberg, Jim Bagnell, and David Kelley,
among others, and is informed by our professional work with
companies around the globe. The concepts we outline in this
book were cultivated over the last 20 years out of our own
original academic research and our experience applying what
we learned and developed to help organizations grow, innovate,

and transform.
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THE ART OF

OPPORTUNITY

READER'S JOURNEY

To help the reader better understand and, ultimately, craft new

growth opportunities, The Art of Opportunity has been structured ,

around the idea of a “Reader’s Journey.” This journey introduces . ’ Q

concepts, demonstrates principles, and presents activities in a

way that allows the reader to both understand and practice the

art of opportunity. While we recognize that there are virtually an ~.

unlimited number of routes to find new growth, we hope the

lessons learned along the way will enable the reader to more ARTFUL IIIIIEs\llI:IuIivIEIIl‘\f#I'IIm
successfully explore and create their own growth journey. INNOVATION OPPORTUNITY

The “Reader’s Journey” includes:

1. Core concepts: with supporting illustrations and diagrams.

WHAT IS STRATEGIC
INNOVATION?

the concepts into practice to generate breakthrough growth. WHAT IS BUSINESS
DESIGN THINKING?

UNDERSTAND YOUR

2. Inspirations: examples of how other organizations have put CUSTOMER & NONCUSTOMER

3. Sparks: tactics that encourage the reader to reflect on the

concepts in relation to their own growth journey. UNDERSTAND

4. Activities: “"Learn-by-doing” workshop-based exercises YOUR FIRM

designed to guide your team through the growth process.

5. Templates: simple visual formats (found at the end of
each section) for assembling and presenting key findings

generated during your growth journey.
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WE SEIZE GROWTH OPPORTUNITIES

IN A TARGETED WAY AND BENEFIT

FROM THE DYNAMIC DEVELOPMENT

OF NEW BUSINESS AREAS IN THE

LONG TERM.

— PROSIEBENSAT.1 MEDIA Annual Report 2014'



CHAPTER 1

hen Thomas Ebeling became the new CEO of ProSiebenSat.1
Media AG (Pro7) in 2009, he faced a familiar problem: how to
grow the business. Pro7 was the leading media company in the
German TV advertising market with their core business of free TV—financed by adver-
tising. Mr. Ebeling’s challenge was how to grow the business and achieve over €1 billion
in incremental revenues by 2018. Resorting to traditional strategic moves, expanding
existing businesses and offerings, would certainly not do the trick.

Pro7 crafted a unique strategy for a new business area making TV advertising
available to start-ups, and small and medium-sized companies, two customer segments
that traditionally couldn't afford TV advertising and were seen as unprofitable by the
industry. One year after the new business had been launched, it had already generated
€20 million in profit. Five years later, Pro7 had achieved tremendous success with its
new strategy. In fact, the strategy worked so well that in 2015, the €1 billion plus target
was increased to €1.85 billion.

Business professionals and scholars admire achievements like these and wonder
how Pro7 tapped into new markets and developed new business areas. Finding and
seizing opportunities for new growth is, after all, the Holy Grail of business. And if Pro7
didn’t use traditional growth methods, exactly how did they arrive at new offerings,
complete with innovative business models and revenue models, to reach entirely new

customer segments?
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HAT IS STRATEGIC
NOVATION?

THE ART OF OPPORTUNITY is about how strategic innovation and business design
thinking can grow existing businesses and create completely new ones by discovering
opportunities for new growth and crafting strategies to seize these opportunities.
Strategy is essentially about making choices about where to play and how to win.
Strategic management theories offer frameworks to guide our thinking, help develop
answers to these questions, and make such choices. The approach and concepts of The
Art of Opportunity provide fresh and modern ways to look at these questions, enabling
you to come up with more innovative answers than yesterday’s traditional strategic

management approaches might offer.
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TRADITIONAL STRATEGIC MANAGEMENT

TRADITIONAL
STRATEGY

i. Where to play
ii. How to win

v

ON A BUSINESS LEVEL, traditional strategic management?is
primarily concerned with where to play and how to win. Where
to play is framed as a choice of industry and product/market
combination. Simply speaking, you pick an industry, say air trans-
portation, and a market, for example continental flights in the
United States, and you define your offering within this market,
for example low-cost direct city-to-city flights.

How to win is mostly defined as achieving competitive ad-
vantage. Michael Porter’s classic generic choices?® about how to
achieve competitive advantage are to either (1) be a cost leader,
(2) differentiate your offering, or (3) focus on a niche. Treacy and
Wiersema* offer three choices to win: (1) product leadership
(offer the best product by focusing on product innovation);

(2) operational excellence (be a price and convenience leader

by focusing on low cost, lean and fast production, and speedy

Vs.

STRATEGIC
INNOVATION

i. Where to play
ii. How to play
iii. How to win

NV
\/

delivery); or (3) customer intimacy (win by creating loyal cus-
tomers through tailored offerings and focusing on customer
relationships).

Strategy development and execution thereby follow a linear
process of analyzing the situation and environment, followed by
developing a strategy, and finally executing it. The underlying
principle is that the development of the strategy has to be com-
pleted before the strategy can be executed.

To be clear: we don't suggest that these traditional strategic
management approaches do not work. For some organizations
and in certain industries, they work extremely well, if applied in
the right way. Yet a lot of companies also struggle when attempt-
ing to achieve their growth and innovation targets with these

traditional frameworks.
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STRATEGIC INNOVATION

v
HOW DOES OUR TAKE on strategic innovation differ from
these more traditional approaches?

First of all, we shift the objective from focusing on achieving
competitive advantage by simply being cheaper or different to
finding and seizing opportunities by creating value. Traditional
strategy is focused on the company, trying to position the com-
pany as being a cost leader, being different, focusing on a niche,
or something similar, as we have seen. But being cheaper or
different alone is simply no longer enough to be successful (if it
ever was). The Art of Opportunity takes an entrepreneurial stance,
looking beyond positioning your company to a larger holistic
perspective that involves creating value for your customer, your
firm, and your business ecosystem. Only by creating value for a
multitude of stakeholders does your company have the potential
to be successful. And creating value is achieved through more

than simply offering a cheap or different product, to include

products, services, the entire customer experience (CX), your
business model, and your revenue model.

Having described the differences, let's examine The Art of
Opportunity’s approach to designing your strategy. The book
offers a fresh perspective to look at three areas: (1) Where to

play, (2) How to play, and (3) How to win.



TRADITIONAL
STRATEGY

i. Industry /!
ii. Product
iii. Market

~

i. Price
ii. Niche
iii. Differentiation

Vs.

WHERE
toPLAY

HOW

t°PLAY

HOW
PWIN

STRATEGIC
INNOVATION
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i. Customer and Noncustomer
ii. Customer Experience

i. Offering
ii. Business Model
iii. Revenue Model

i. Customer Value
ii. Firm Value
iii. Ecosystem Value



8 THE ART OF OPPORTUNITY

STRATEGIC INNOVATION

i. Customer and Noncustomer
ii. Customer Experience

WHERE TO PLAY: Find Your Opportunity
Where to play is all about finding your new growth opportuni-
ties. Instead of focusing on industries, markets, and competitors,
we focus on exploring:

Customers and noncustomers,

Customer needs and expectations,
- The customer experience, including barriers to consumption

and hurdles to satisfaction.

Opportunities are a function of the chosen customer segment,
its needs, and expectations toward the solution offering, and
current barriers to consumption or hurdles to a satisfactory

customer experience.

w i. Offering
\ ii. Business Model

iii. Revenue Model
HOW TO PLAY: Craft Your Strategy
How to play is all about crafting the strategy and designing the
business required to seize these opportunities. Defining how to
play requires you to craft your:
Offering: The unique blend of products, services, and the
customer experience.
Business model: The necessary set of activities to create and
deliver your offering, in a specified sequence of these activi-
ties, employing the skills, capabilities, and assets necessary to
do so and identifying who provides them, plus how you work
with your partners.
Revenue model: The combination of your revenue streams,

pricing mechanisms, and payment schemes.



i. Customer Value
ii. Firm Value
iii. Ecosystem Value

N

HOW TO WIN: Create Value
Instead of simply addressing cost and pricing or product/service
differentiation, we focus on creating:
Customer value: Solving your customers’ needs better than
anybody else by removing barriers to consumption and hur-
dles to satisfaction.
Firm value: Crafting a strategy that will generate value for
your company in terms of opening up further opportunities
and operational and financial benefits.
Ecosystem value: Creating strategic, operational, and finan-
cial value for your partners and the larger ecosystem your

company is embedded in and relies on.

ARTFUL INNOVATION

Finally, we show how the process for strategy making and
execution and for building new growth businesses is neither
entirely linear nor completely iterative. Instead we will illustrate
how companies go through an iterative process consisting of
three phases characterized by a bias toward action over analysis

and planning.

9
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HAT IS BUSINESS
SIGN THINKING?

IF STRATEGIC INNOVATION FOCUSES on the content of your THE FIVE PRINCIPLES OF BUSINESS DESIGN THINKING:

new growth strategy and the process of crafting that strategy, 1. Keep a human-centered focus: Put people, not objects, at

business design thinking focuses on the practices that enable

your team to achieve success more effectively and efficiently.

In short, business design thinking is a collection of principles

the heart of your story. An empathetic, human-centered focus
creates value for not only the customer, but all stakeholders,

including employees, shareholders, suppliers, and vendors.

(of which visual thinking is a key methodology) to help under- 2. Think visually and tell stories: Visualization enables us
stand, address, and develop solutions to business problems. It to more easily and clearly share our ideas and develop

can also be considered a strategic mind-set (or way of working) them with others. Visual storytelling brings ideas to life and
that focuses on understanding audiences, visualizing ideas and creates the understanding and alignment that accelerates
information, working collaboratively, and learning iteratively, all decision making.

while keeping an eye on a holistic picture. This approach has 3. Work and co-create collaboratively: Bring together diverse

been proven to open new channels to creativity, actively engage perspectives. Creating solutions to a shared problem within

participants and stakeholders, build clarity and consensus, and a multi-disciplinary group builds support and can generate
accelerate speed to market. breakthrough ideas.
4. Evolve through active iteration: Build to understand.

lteration enables you to learn reflectively during the process
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Human-Centered Focus Visual Thinking

of creation. The result is quicker, more successful adaptation
and evolution of your ideas, solutions, and/or strategies.

5. Maintain a holistic perspective: View the organization as a
dynamic, open system of interrelated processes. This vantage
point can help you identify opportunities to break down silos,

improve efficiency, and create context for understanding.

The Art of Opportunity incorporates each of the five principles
of business design thinking to embody the practitioner’s way of
working. Most prominently we have incorporated visual think-
ing—from illustrations that accelerate understanding of new
ideas to visually based activities and templates to drive clarity,
spur collaboration, and build support. The process encourages
cyclical development that supports iterative learning and

we actively promote identification of value through holistic

perspectives.

Co-Creation

Iteration Holistic Perspective

Executives applying the business design thinking way of
working will develop capabilities and practices different from
those of their peers. We admit we're biased. We have seen how
businesses can apply business design thinking to create the
greatest value for their customers, employees, and ecosystems.
Employees feel empowered to use their judgment to make deci-
sions. They are trusted and supported to do the right thing and
rewarded for their creativity and initiative. Customers appreciate
the resulting quality and value provided by the firm’s products
and services, thereby increasing the firm’s financial and brand
value. Partners within the ecosystem gain value similarly, through

increased business and by association with the firm.



12 THE ART OF OPPORTUNITY

GETTING STARTED

v

OUR RESEARCH HAS FOUND that growth initiatives have

a greater chance of success when they share the following com-

mon characteristics:

- A dedicated, diverse team.

- Visible and acknowledged sponsorship of, and commitment
to, the initiative from the leaders of the organization.
Dedicated time, resources, funding, and physical space.
Clear goals and expectations, and time-bound parameters.
Open, continuous communication—to everyone, all the time.

Employ visual thinking and storytelling to manage complexity.

Of these characteristics, the most critical is a dedicated, diverse
team. You will need a mix of interdisciplinary thinkers represent-
ing key stakeholder groups to execute the strategic innovation

process. Seek individuals who can devote (or have been given

leave to dedicate) the required time and possess the following
business design thinking skills, characteristics, and capabilities:

- Applies an open mind and actively uses experimentation and

iteration to solve problems.

Empathizes with others and keeps the customer/user at the
center of every decision.

Sees the bigger picture—and finds connections between
seemingly unrelated points and processes.

Feels comfortable with ambiguity and uncertainty.

Can express themselves clearly (whether using visual thinking
or not) and engages in open, meaningful dialogue.
Co-creates and collaborates with individuals and teams.

Has a growth mind-set, which is a passion for learning rather

than a hunger for approval.®



Empathic + Holistic + Open-minded « Courageous - Visual + Collaborative
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THE FIRST PRINCIPLE OF FINDING

NEW GROWTH IS THAT YOU'RE

ALWAYS BETTER OFF GOING

AFTER CUSTOMERS WHO ARE

UNDERSERVED OR NEGLECTED.

— DAVID BELL Professor
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CHAPTER 2

here to look for new growth opportunities? There is a growing

body of evidence' suggesting that companies focusing on cus-

tomers as the starting point of their strategic innovation efforts
develop more successful and innovative offerings than those companies that start by
searching inside their own organization. Why is that? Only by gaining a deep under-
standing of customers, their true needs and expectations, as well as their satisfaction
or dissatisfaction with current offerings, will you gain the insights needed to develop
solutions that customers really will want to buy. Most companies, unfortunately, don't
know why customers do or don't do business with them in the first place.

In addition to understanding your customers, it still pays to have a sound, solid
understanding of what your goals are, where your company is coming from, and which
strengths it possesses that could be leveraged for new growth. And so, in order to
discover opportunities for new growth and strategic innovation, focus on the following
steps: (1) Understand customers and noncustomers; (2) Understand your company; and

(3) Frame your growth initiative.



18 THE ART OF OPPORTUNITY

THE CONVENTIONAL APPROACH to identify opportunities
dictates that you analyze the current situation, define your
objectives, and develop an approach on how to bridge the gap.
We suggest looking outside your company, focusing on better
understanding your customer and noncustomer, before looking
at your company and framing your growth initiative.

Why? Simply because your search for opportunities should
not be limited by your current position, assumptions, and any
objectives you might have, before exploring the universe of
opportunities that waits to be discovered.

Your journey to find your firm's new growth opportunity
begins with the customer, but not by using traditional customer
segmentation or market research methodologies. Growth arises
from a deep understanding of your customers and noncustomers,

their needs and expectations, what drives their choices, and the

DERSTAND YOUR
STOMER AND NONGUSTOMER

barriers to consumption and hurdles to satisfaction that hinder
these needs from being fulfilled in a satisfactory manner.

When looking at customers, most companies focus on their
best and often most satisfied customers, asking them what the
company could do to make them even happier. Lufthansa, for
example, interviews its first-class passengers and the members
of the top tier of its frequent-flier program every quarter, asking
them how satisfied they are with its services and what the airline
could do even better. While we applaud these activities to keep
one’s most valued customers coming back, focusing on them is
unlikely to result in exponential growth. They are already your
best customers, so clearly they think you've got it right. Increas-
ing your share of their wallet will take you only so far. Instead, we
suggest taking a different track, by looking to a set of four groups

of promising possible customers and noncustomers.2



MOST COMPANIES,

UNFORTUNATELY, DON'T

KNOW WHY CUSTOMERS

DO OR DON'T DO

BUSINESS WITH THEM.
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CUSTOMER AND NONCUSTOMER

THE UNSATISFIEDS

The first group of customers to explore for new growth we call
unsatisfieds, those people who are not contented with your of-
fering. These customers may not buy your product at all, or they
might consume it in small quantities, but only because there is
no alternative (if there were an alternative, they would be the
first to switch).

Imagine if a highly satisfying product, service, or customer
experience could be offered to these customers.

Two companies that have turned unsatisfied customers into
advocates are Nordstom and Zappos. Their strategy is based
on delivering exceptional service and exceeding expectations.
For example, Nordstrom's exceptional customer service comes
primarily as a result of its attention to detail as it applies to the

customer experience and the level to which it empowers its

employees. Employees are given this guideline for their behav-
ior: “Nordstrom Rules: Rule #1: Use best judgment in all situa-
tions. There will be no additional rules.” Zappos also has legend-
ary status when it comes to its customer service. The company’s
total devotion to providing quality service and listening to its
consumers has paid off. It has a legion of loyal customers who
evangelize about the outstanding service they receive from
Zappos, which enjoys having 75 percent of purchases coming
from repeat customers.

These firms have proven that going out of your way to
accommodate customers’ needs makes them feel important,
respected, and in control. Converting an unhappy customer
into a delighted one yields an incredibly loyal customer and
brand evangelist.



CUSTOMER TYPES

UNSATISFIEDS
Aware but don't like the offering.

PRODUCT  gopuct

pRrODUCT

WANNABES
Appealing but out of reach.

DISCOVER YOUR NEW GROWTH OPPORTUNITY

REFUSERS

Aware but don't see the relevance.

h"mt

UNEXPLORED

Completely unconsidered audience.

21
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CUSTOMER AND NONCUSTOMER

THE WANNABES

The second group of prospective customers is wannabes, who
are interested in your offering but cannot consume it for various
reasons. Wannabes have barriers to consumption to overcome.
Often, it is simply personal circumstances such being unable
to afford your product or to gain access to your services. Or
perhaps these customers may not possess the necessary skills
to buy or consume your product, or to engage in any business
activities with your company. An example of a company that
overcame this challenge is the Belgian theater chain, Kinepolis,
which realized that there was a large market of parents who
would love to go to the movies, but the hassle of getting their
children cared for was a barrier to ticket purchases. So, the
company designed a program called Kinepolis Kids, providing
activities and entertainment for children while their parents

enjoyed a movie.

THE REFUSERS

The third group of potential customers we call refusers. These

folks know about your product or service but simply refuse to
buy and consume it. Reasons for refusal can be seeing your
offering as irrelevant or without value to them, or as being too
expensive; or perhaps they perceive it as too complicated to
use or environmentally unfriendly. Younger generations often
refuse to buy cars, for example, as they no longer perceive the
car as a status symbol and they do not feel it is necessary to own
a car; they refuse to invest money in a car they seldom need to
drive. Businesses like Mercedes-Benz's Car2Go or Zipcar are
built on addressing these refusers and designing an offering that
nevertheless appeals to them and their occasional need for car

transportation.
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THE UNEXPLORED

The last group of potential customers is the unexplored. These
are prospects that your industry has never thought of serving.
The reasons you have never thought of serving these customers
might be that your firm always thought of them as uninterested
in your offering, belonging to a different industry, or not being
profitable enough for your company. Kim and Mauborgne? cite
the example of tooth-whitening products, which for years had
been thought of as the strict domain of dentists. Then oral-care
consumer product companies looked at the needs of some
noncustomers and found a latent demand waiting to be fully
mined by delivering safe, high-quality, low-cost tooth-whitening
solutions. Another example is the European media company,

ProSiebenSat.1. Start-ups and small and medium-sized
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companies had always been considered unprofitable and unable
to afford TV advertising; hence nobody ever considered them as
a potential customer segment.

The boundaries of these categories are not hard and fast.
From a customer’s perspective, he or she might be a wannabe,
but from your company’s perspective, that customer might be an
unexplored, because you always considered the customer group
to be unprofitable for your business. It does not matter. The
important thing is that you think about these various customer
and noncustomer categories and start exploring the dormant
opportunities that lie within them.

How can you tap the potential that lies within these custom-

er groups?
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CUSTOMER AND NONCUSTOMER

O UNDERSTAND CUSTOMER NEEDS,

EXPECTATIONS, AND CHOICE

Developing new offerings that will enhance your growth poten-
tial requires you to clearly identify the new prospective groups of
customers, as well as understand what drives their choices, what
their needs are, and what they expect of a good solution to fulfill
those needs.

The job-to-be-done framework is helpful in understanding
customer needs. The idea of focusing on the job to be done
was originally developed by the late Harvard Business School
professor Theodore Levitt, who is credited with saying, “People
don't want a quarter-inch drill; they want a quarter-inch hole.”
The concept was later picked up and further developed by con-
sultant Tony Ulwick, and popularized by Harvard Business School
professor Clayton Christensen.*

The basic idea is that customers do not buy products be-
cause they want to own the product, but because they have an

objective they would like to fulfill with that product. The product

is a means to an end. Expanding on Levitt's thinking, people
don't especially want a hole, but they do want to hang a picture,
for example. Understanding this need led German chemicals
company, Tesa, to develop self-adhesive hooks and strips to re-
place nails and screws, saving walls from holes and the customer
from having to buy an expensive drill, the hassle of drilling into
the wall, having to clean up the dust, the pressure of getting

the holes aligned, and so on. So, by job to be done, we mean
the problem of a given situation that needs to be resolved to a
desired outcome. Once you understand the need and its dimen-
sions and characteristics, along with the process to accomplish it,
you can identify and design a growth opportunity. The essence
of your growth strategy will be to satisfy your customers’ needs
and desires in a way that maximizes value for them, your organi-

zation, and other relevant partners.



So, should you just ask existing customers what they want
and need? The automotive industrialist, Henry Ford, is credited
with saying, “If | had asked people what they wanted, they would
have said faster horses.”

Instead of simply asking customers what they want, we
suggest inquiring about what they want to achieve, what their
needs are, which solution they use and why, and what they would
expect from a good or better solution. Understanding customer
needs is attained by focusing on the objective to be achieved,
the outcome to be attained, the customer experience, and the
process the customer goes through in order to come to this
outcome. Besides investigating the underlying need, also look at
which solutions, products, and services customers currently turn
to in order to satisfy these needs, and examine their motivation
for using these instead of others. What drives their choices?

Henry Ford's customers might have wanted faster horses,
but they probably also wanted something that was a bit more
comfortable and convenient, needed less maintenance, and
possibly was cheaper. Observing customers, trying the products
and services for yourself, and living the customer experience
often reveal characteristics like these, which open up new
opportunities.

For example, Clayton Christensen® tells about a fast-food

company that learned that the reason early morning customers

DISCOVERING THE NEED FROM

THE CUSTOMER'S PERSPECTIVE

These questions will help you uncover the essential
need of the customer:

What is the need, objective, or job to be done?
What is the outcome the customer wants to achieve?
What are the characteristics of the outcome?

What is important for the customer?

Where, when, and under which circumstances does
the need emerge?

Why does the need emerge?

Why is the need important to the customer?

DISCOVERING DRIVERS OF CHOICE

These questions will help you to understand the factors and
drivers influencing the customer’s choice.
Where, when, and under which circumstances does the
customer buy, use, and consume your offering? Where,
when, and under which circumstances is it bypassed?
Which products and services does the customer consume
when the need arises?
Why does the customer buy these products or services?
Which alternative offerings do the customers and noncus-
tomers consider, buy, and use? Why these? Under which
circumstances do they turn to these alternatives?
Which products and services do the customers not use?
Why not?
How do customers use the various offerings available?
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CUSTOMERS AND NONCUSTOMERS UNDERSTAND CUSTOMER NEEDS, EXPECTATIONS, AND CHOICE

bought milkshakes had nothing to do with the flavor, size, or
cup/straw design. Wanting to increase the sales at its stores, the
company had someone observe customers. The observer saw
that in the morning most customers would leave the store with a
milkshake in hand. Asked about why they bought a milkshake to
go (motivation) and what they did next (circumstances), the cus-
tomers revealed that their need was to have a drink and activity
that would make their long morning commute more interesting
and would satisfy their stomach until noon. And the milkshake
did a better job at fulfilling these needs than doughnuts, sweets,
fruits, or other alternatives.

You might want to look not only at the need, but also at the
circumstances when a product is being purchased or used. In the
milkshake example, the circumstances were the early morning,
and people leaving the store with their milkshakes in hand and
getting into their cars.

Understanding why and when customers buy a certain prod-
uct instead of another one opens up new ways of segmenting
your market. Instead of looking at typical segmentation criteria

like age, gender, income, and so on, the milkshake customers

might be segmented into “morning commuters” and possibly
something like “afternoon snack buyers in need of an energy
boost.” Segmenting according to needs and circumstances not
only renders your segments a lot less complex, but it also en-
ables you to create very targeted value propositions. Going to a
restaurant might mostly serve the need to get food, but it often
is also about socializing, spending a nice evening with friends,
or having a romantic time with your spouse. A key motivation for
using a smartphone is mostly to obtain or convey information,
but sometimes it is just to kill time while sitting in airports, wait-
ing in line, and so on to avoid being bored. Needs can hence
be categorized as being functional, social, or emotional. For
example, a car fulfills the functional need of transportation, but
also the emotional need to feel safe or comfortable while doing
so, and it might fulfill the social need for recognition by friends
and peers.

A great way to visualize the set of choices, needs, and expe-
riences of fulfilling them is through customer journey mapping.
Customer journey mapping helps structure what customers

actually want to achieve and the various steps they have to take



to reach their objectives. Typical steps in the customer journey
include realizing there is a need, becoming aware of potential
solutions, evaluating and selecting a specific product or service,
buying it, taking it home or getting it delivered, using it, main-
taining it, and possibly also disposing of it.

Each step in the customer journey bears the potential to en-
hance the customer experience, creating value for the customer;
to get the job done; and, if you do it better than anybody else,
to increase your potential for growth. Once you understand your
customers’ needs and the experiences they have when trying to
fulfill those needs, you can investigate what stands in their way

to having a satisfying customer experience.

DISCOVER YOUR NEW GROWTH OPPORTUNITY

THREE TYPES OF NEEDS

»—

FUNCTIONAL
Drill a hole.

r@;‘

8

EMOTIONAL

Hang a picture of loved ones.
THREE TYPES
OF CUSTOMER AND
NONCUSTOMER NEEDS

&

SOCIAL
Bring family together.

27
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NEEDS BASED CUSTOMER JOURNEYS

A FIND A PLACE TO EAT* ‘.

! Punctional B DU
! (satisfy hunger) Proximity
5 KRR ooy
- o G
{  Emotional R
¢ (eat healthy) Reviews Organic menu
Social g -
(find location) Word-of-mouth Complementary Romantic experience Atmosphere

*A nearly infinite number of paths are possible depending upon context, motivations, and constraints.

MAP THE CUSTOMER EXPERIENCE TO THE CUSTOMER JOURNEY
- -

Evaluation*

<

Selection

<

Purchase

<

Take Home Use

Solutions
. /Deliver

Positive (+)

Negative (-)
=== BARRIERS TO CONSUMPTION

=== HURDLES TO SATISFACTION

*During evaluation, expectations for the post-purchase experience are established.

OBJECTIVE
ACCOMPLISHED

Hunger satisfied

Marriage proposal

<

Maintain

<

Dispose
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O IDENTIFY BARRIERS TO CONSUMPTION

AND HURDLES TO SATISFACTION

Having gained a deep understanding of your customers and
noncustomers and the needs they have, you must figure out
what is keeping the customer segments you identified from
accomplishing the job to be done by utilizing the product or
service, and what is keeping them from a positive customer
experience.

The customer experience journey starts from the moment
customers encounter their need and become aware of your
product or service, and continues all through the buying cycle
until the product or service is no longer used. All along this path,
customers will encounter barriers, challenges, and roadblocks.
To convince existing customers and gain new ones, you need to
remove those obstacles.

Be sure to distinguish between barriers to consumption,

which keep customers from buying and/or using your offering

in the first place, and hurdles to satisfaction, which occur once

your customer is buying and/or using your offering.

Typical barriers to consumption include:
Financial barriers: Simply not being able to afford your
offering.

- Time barriers: Not having enough time to go through
the whole customer journey; for example, it might be too
time-consuming to search for your offering or get it delivered,
or delivery times might be too long.
Resource barriers: Not having the resources necessary to
find, evaluate, buy, transport, store, and maintain your offering;
for example, customers might not have a car large enough
to transport the new TV set home, or business customers
don't have the necessary warehousing capacity to store the

minimum amount of items you require them to buy.
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CUSTOMERS AND NONCUSTOMERS IDENTIFY BARRIERS TO CONSUMPTION AND HURDLES TO SATISFACTION

- Skill barriers: Buyers might not have the skills needed to
operate your product, or your online ordering system might be
too complicated for them to get through.

- Access: Buyers may not be able to gain physical access to
your offering.

Risk: Your products or services may be outside your buyers’
risk profiles; for example, relatively high cost or investment
for the user increases the risk of buying online without having
seen the product, booking a hotel where one hasn't stayed
before, and so on.

Knowledge: Buyers simply may not understand the product
or have the knowledge or education to appreciate your
product or service, or they lack the knowledge to make an

informed choice.

Barriers to consumption can easily be uncovered by asking
noncustomers why they are not choosing your offering, or what
other companies they are buying from and why.

How can you identify noncustomers? If your customers are
businesses, you probably have an idea which companies are
not buying from you that you would nevertheless like to have as
customers. Often you know that customers buy certain products
from you, while not buying others.

You can also look at other industries or strategic groups
within your industry to learn about alternative offerings that
customers turn to in order to fulfill their needs. If you are in the
hospitality business, for example, you might want to query cus-
tomers from other hotels in your category, but also make sure to
ask why customers trade up or down; why they turn to offerings
like couch surfing, youth hostels, or offerings like Airbnb; or why
they simply stay at home. (By the way, typical noncustomers for
a hotel are people living in the same city.) Look at your competi-
tors and ask their customers why they are not buying from you.

Hurdles to satisfaction typically arise around a less than
satisfactory customer experience (e.g., having to wait in line at
airport security, not sitting comfortably on the plane, etc.). In
essence, every touch point between the customer and your com-
pany and your offering provides an opportunity for increasing

either the customer’s satisfaction or the cause of disgruntlement.



In general, hurdles to satisfaction can be expressed in terms
of the three types of needs: functional, social, and emotional.
Think of how well the offering fulfills each of the needs in these
categories and what stands in the way of meeting these needs.
Typical hurdles to satisfaction for these categories include: the
offering does not fulfill the need, it is too complicated to use and
creates frustration, it presents a risk for the customer, it evokes a
bad conscience, it takes a lot of time to learn to use and oper-
ate, it is boring to use, and so on.

Hurdles to satisfaction can also be viewed through the
customer journey lens. At each touch point, ask how difficult,
costly (both financially and emotionally), and risky, or how easy,
convenient, and affordable it is for the customer to move along

the customer journey.

Typical hurdles to satisfaction include:

- Awareness and selection: Offering is difficult to find and com-
pare; it is complex; decision making is difficult, or too many
variants make it difficult to decide which one to buy.

Purchase: Difficult to find a point of purchase; difficult order-
ing process; inconvenient payment options, or delivery hard to
organize.

Usage: Complicated usage requiring special expertise or
skills, or demanding unreasonable effort or compromises from

the user.
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Supplements and maintenance: Offering requires supple-
ments for it to be operated reasonably well; supplements are
expensive and need to be bought separately; maintenance is
costly and can be done only by trained personnel.

Disposal: Using the product creates a lot of waste, which is
hard to dispose of; the product cannot be easily disposed of;
disposal creates cost (financial, time, emotional) and requires
special treatment; users don‘t know how or where to dispose

of the product after it has been used.

To identify hurdles to satisfaction, it is again important to have
understood the customer’s needs. Consider visiting a restaurant.
If your need is primarily functional (i.e., satisfying your hunger),
long waiting times are a hurdle to satisfaction. If, on the oth-
er hand, your need is social (i.e., you want to spend time with
friends), quick service can be disturbing, as you won't have time
to chat with your pals. It is only through understanding what
customers want to achieve and why they are consuming your
offering (or not) that you can identify the barriers to consump-
tion and the hurdles to satisfaction and then design an exciting
offering that will please them.

The two Inspiration case examples on the following pages
illustrate how understanding your customers’ needs, expecta-
tions, and frustrations with the current experience can lead to

new growth strategies.
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INSPIRATION

> EAHBINAI- HEAI-TH ENHANCING THE CUSTOMER EXPERIENCE

Cardinal Health has a long history of
finding and capturing opportunities
through strong user-focused attention
and unswerving focus on improving on
its customers’ experiences. The compa-
ny started in 1971 as a food distributor
in Columbus, Ohio. Four years after
adding pharmaceutical distribution in
1979, it went public. Cardinal continued
to expand its offerings and sold its food
distribution arm in 1987. Cardinal Health
is now ranked 26th in the Fortune 500,
and is a $103 billion health care services
company with 34,000 employees on four

continents.

Cardinal Health exploited barriers and hurdles in the
customer experience cycle of the hospital surgical kits delivery
business. The average surgical tool kit varies greatly with the
procedure and the doctor’s preferences and requires some 200
products. Traditionally, thousands of different items must be
stored in hospital stockrooms, handpicked before a procedure,
and transported on a tray to the operating room. The process is
expensive, time-consuming, and error-prone.

Cardinal developed an online ordering tool enabling
surgeons to walk through their procedures in advance, picking
the equipment and supplies they prefer. The multitude of items
needed for a particular operation are then shipped to the hospi-
tal on the morning of the procedure in a sterile kit, organized in
the precise sequence in which they will be used.

Cardinal enhanced the customer experience by offering a
solution—in this case a digital portal that can be customized to
customers' specific requirements—to make the ordering process
more convenient and less complex, and, hence, to better meet
its customers’ needs. The growth came from careful observation
of its customers’ experience journeys, observing customer
frustrations, and finding ways to help make their job to be done

easier, while having a better experience.
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KLINIK HIRSLANDEN - scovcrin customer neeos

Through careful listening to its ecosystem,
Klinik Hirslanden, a Swiss private hospital,
was able to evolve its business model to
better address the needs of its stakehold-
ers. When Dr. Daniel Liedtke became the
new managing director of the hospital,
he did two things. First, he conducted
about 70 semistructured interviews with
internal and external stakeholders of the
hospital during his first 100 days in the
office. Based on this assessment of the
organization, he decided it was necessary
to rethink its business model. To do so, he
put his management team on a journey
to understand who Hirslanden’s custom-
ers were and why they chose Hirslanden
instead of any of the roughly 300 other
hospitals in Switzerland.

Using a mix of personal interviews
with patients and doctors, patient feed-

back surveys, and secondary research

available on performance and satisfaction drivers in hospitals,
Hirslanden revealed three important insights. First, mostly the
family doctors and other referring doctors chose Hirslanden, not
the patients themselves. These referrers were defined as a new
customer segment, and special care was taken to inform them
about the services of the clinic and engage them more. Second,
referrers chose Hirslanden because of its excellent services and
reputation in areas of highly specialized medicine. As a result,

a business model was developed that ensured more specialist
surgeons would come work at Hirslanden. Third, Hirslanden
learned that once the patient was in the hospital, nonmedical
services like the quality of the food and personal services were
much more important to the patient’s satisfaction than the med-
ical treatment itself. As a result, hospitality services were added
to Hirslanden'’s offering. (More details on Klinik Hirslanden’s

strategy will be shared in Chapter 3.)
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HOW TO UNDERSTAND
YOUR GUSTOMER AND NONCUSTOMER

v

GATHER INFORMATION

How do you go about exploring and understanding your
customer and noncustomer? First, you will need to engage
and gather information, make observations and create themes,
and then transform findings into insights. Don't rely on tradi-
tional market research methodologies. Go out and talk to real
customers, observe them, be a customer yourself, and live the
experience. Personal engagement and interaction will be key
to really discovering the needs, motivations, experiences, and
frustrations of customers. We also suggest that you conduct in-
terviews yourself, instead of hiring a research company. You can
still supplement your own experiences with secondary research
or quantitative data collected through larger-scale surveys.
Customers will feel more valued if people from your firm get in

touch with them.

Many activities can help you to gather information, begin-
ning with interviews with individuals, groups, or experts. For
some direct real-world observation of your customers you can
go outside and watch customers in their environment. You can
also tap into networks of stakeholders in your customer’s com-
munity. Sometimes this can be an actual innovation network of
people, institutions, or companies that exist outside of your firm.
But, you might also have these networks inside your firm. An-
other more impactful observation technique involves immersing
yourself in the environment in question, a.k.a., being a “fly on
the wall,” or experiencing the user journey firsthand by partici-
pating in the customer’s actual process

The key point is to get outside! Seek inspiration in new
places. Look at the set of experiences, needs, and behaviors

associated with your opportunity. Consider where else and when



INFORMATION GATHERING ACTIVITIES
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o Ao Ty

Observation Immersion Interviews

these sets of conditions occur, and go observe that situation.
You might gain a completely new perspective and an invaluable
insight. This active engagement is a critical aspect of the process

of finding your opportunity.

MAKE OBSERVATIONS AND CREATE THEMES
Once you have explored your wide opportunity universe, create
observations and synthesize them into key learning and themes
through the Reveal Observation Headlines activity session.
Observations are the key ideas that stood out from your field-
work of gathering of information: simple stories, quotes from an
interview, notes from field research. Curate your many ideas with
your team, and organize a summary of points that can be used in
your workshop. This part of the process can take a bit of time.
You will collect and share the stories from your fieldwork,

and start making sense of all that information and inspiration.

Individuals

0

Groups Experts Expert Network Query

Then aggregate the most interesting observations of your field

research into theme-based categories.

TRANSFORM FINDINGS INTO INSIGHTS

Once you, and your teammates, have collected all the infor-
mation, you need to make sense of it and try to understand it.
There is a host of activities you can entertain to make sense of
the wealth of information you have gathered. To gain clear un-
derstanding of and empathy for the customer and noncustomer
segments, you can develop persona maps for the customer
types you observed. This is particularly useful in gaining insight
and building your strategy. By leveraging personas, you can use
storytelling and visualization to communicate the heart of the
customer’s needs, represent the barriers to be overcome and the

hurdles to satisfaction, and articulate the core job to be done.
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INSPIRATION

> HIPPI-E EFFEBT ﬁ“nup A HUMAN-CENTERED DESIGN APPROACH

A provider of post-graduate medical edu-
cation, which we will call, “The College,”
is responsible for the training and assess-
ment of doctors to further their careers

in a broad range of specialty fields. The
College recognized that their education-
al offerings required a strategic review

to enable the development of new and
innovative approaches to learning with
technologies, eLearning, in an increasing-
ly complex environment.

The Ripple Effect Group was en-
gaged to review and develop a new
elLearning strategy for the future delivery
and support of post-graduate programs,

based on bringing value to its student

doctors. The review covered three phases:

discovery, sensemaking of the data and

observations, and recommendations.

Phase 1: Discovery. In order to devel-
op a deep understanding of the people
involved and the complexity of medical

education settings, a human-centered design research approach
informed the critical elements in the first phase of the project.
Ripple Effect Group gathered insights through a rapid
ethnographic study over a 3-month period. The research team
was immersed with trainees and supervisors in their workplace
environment, predominantly in hospitals. Techniques applied
were direct observation of ward rounds, shadowing people
throughout their day, informal discussions during meal breaks,
attendance of lectures or other education sessions, review of
materials, and participation in briefing sessions, which provided

a rich set of raw data and experiences.

Phase 2: Sensemaking of the data and observations. The
research team collated and debriefed the raw data using
visual thinking techniques that mapped the experiences.

The objective was to determine the specific nuances, con-
straints, and challenges in a hospital training environment,
identifying opportunities where innovative techniques and
technologies could provide a practical alternative to current
methods. These visual assets were used during consultation
review sessions to engage with the broader physician commu-
nity and validate research findings against the various contexts

and experiences.



Personas: A series of authentic personas were constructed to
represent characteristics of groups at different stages in their
careers, outlining students’ needs, barriers to adoption, and
hurdles to satisfaction

Learning Journeys: Scenarios relating to specific educational
situations were created to illustrate the understanding of con-
texts and to guide the development of recommendations for

the state’s future learning programs.
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offerings. The recommendations and implementation steps
presented to the executive sponsors was enhanced by the
power of the visual assets to illustrate how the new initiatives

would be experienced and delivered in a future scenario.

THREE KEY LEARNING POINTS
1. Human-centered design provided insights into people that
could not be uncovered by traditional surveys, focus groups,

or interviews.

Phase 3: Recommendations. The information gathered

during Phases 1 and 2 were presented as detailed reports and

Visual thinking and storytelling assets created from the

research findings enabled people to understand and con-

further supported by analysis of medical education globally. nect concepts that may have been too abstract to grasp in

Current State Report: detailed the research findings and
analysis of the current state.

Best-in-Class Medical Education: highlighted global best in
class practices and initiatives.

Organizational Analysis Report: detailed the theoretical
application of the learning initiatives examined and made
recommendations that identified current and future roles,
resources, and assets required within The College to contrib-
ute to future changes.

Future of Learning Report: a strategy that identified the core
elements and actions to enable The College to transform their

traditional written documentation.
3. Engagement across all levels of The College ecosystem en-
sured research findings were validated from more than

one perspective.

OTHER OUTCOMES

The visual assets developed became an integral communication
and engagement tool across The College. Working groups,
committees, and educational designers are constantly reviewing
new initiatives against the set of authentic persona to validate

that all relevant aspects have been considered and addressed.



ACTIVITY

OVERVIEW

Persona mapping creates a picture of a customer or noncustomer to build

empathy and better understanding of their needs and barriers.

TIME NEEDED MATERIALS
45-60 minutes Markers, sticky notes, and
whiteboard
STEPS
1. Start by drawing the profile head of the target customer or noncustom-

er and give the persona a name and some information to identify them
(i.e., job title, age). The profile can be as simple as a circle with an eye,
nose, mouth, and ear. Alternatively, you can also post a picture of a
typical customer.

2. Divide the working space around the "head” into sections that repre-
sent aspects of that person’s sensory experience. Label them: thinking,
feeling, seeing, saying, doing, hearing.

3. Give each participant a pad of sticky notes and marker. Instruct them

to project themselves into the target customer. Keeping in mind the

SOURCE: Gamestorming: Gray, Macanufo, and Brown

needs, goals, pain points, and motivations.

PERSONA MAPPING

Persona mapping builds empathy, gainings alignment with your team around the customer/noncustomer

customer's experience, motivations, barriers to consumption, and
hurdles to satisfaction as you delve into the context you want to explore
(e.g., use of your product or purchase experience).

Have each participant write what the persona is seeing, saying, hearing
or doing in relation to the context. Write only one idea/concept per
note and place them in the appropriate section of the persona map.
Work from the outside world (seeing, saying, hearing, doing). Next,
move to thinking and feeling. This is intentional and the sequence is
important. Start with the concrete—what is observable and tangible
about their experience—and then move to the intangible.

Once persona discovery is complete, the entire group should review
and discuss what they've learned. Look for clusters of similar informa-

tion and try to align key points. Take photos of all the maps created.

Additional activity resources and templates can be found at www.theartofopportunity.net.



http://www.theartofopportunity.net

_DNIDE A LAREE
‘ ‘S\\E\?( OF PAPER

[NTO SIX SECTIONS- FEELING

LARELEACH S
& A

HEARWG E\<~

© %REMEMBER TO

PRAW YouR DEAS! \& E
| BRYAN 2, teteLover

i ST (ORNNUSTONGR) o

T _DowG B g ‘ ! GiNe \




g CREATE AN INTERVIEW GUIDE

OVERVIEW

There is probably no better way to gain insight and gather information
than to speak directly with people. This goes to the heart of a user-cen-

tered approach to best understand needs, wants, and barriers to purchase

and use.
TIME NEEDED MATERIALS
90-120 minutes None but your creativity
STEPS
1. Create a set of questions that go to the heart of the customer’s needs.

You are not seeking opinions on feasibility at this point. Do not ask for
product/service features either. Your primary objective is to gain a deep
understanding of your customers by finding patterns of behavior, values,
and needs of the customer or noncustomer.

2. Asarule of thumb, start your interview guide with a few easy, identi-
fying questions (name, job, company, etc.). Then ask some broader
open-ended questions that are a bit more unexpected; perhaps ask
about future aspirations, their needs, circumstances, when the needs

arise, which alternative solutions they turn to, why these and not others.

SOURCE: Gamestorming, IDEO’s Human-Centered Design Tool-kit, 107 Design Methods

Design an interview guide to gather a set of similar information from individuals, groups, or experts.

One successful technique involves creating some comparative con-
cepts and giving the subject two scenarios. For example, say to the
interviewee, “In Case A, you can obtain 'x’ number of 'z’ very quickly.
But in Case B, you can obtain 'y’ number of 'z, but have to wait to
obtain them. Which would you prefer?” This is especially valuable in
getting a sense of the perceived value of an opportunity.

Share the interview guide with other team members for feedback, and
then take it on a “test drive.” After trying it out on a few interviews,

adjust as needed. Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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ACTIVITY

or noncustomer’s experience.

OVERVIEW

Capture multiple levels of observation through a journey map. Aspects
such as social, emotional, functional, and aspirational experiences can be

seen over the time frame of the user’s engagement.

TIME NEEDED
90-120 minutes

MATERIALS
Creativity, a whiteboard, markers,

and sticky notes

STEPS

1. Give each participant sticky notes and markers. After identifying the
customer or noncustomer to map, each participant identifies (and writes
on sticky notes) all the activities throughout the customer experience, from
initial awareness to the final action they take in their journey. What is the
first step of awareness and attraction? What is the first touch point with the
offering? Once engaged, what experiences occur? What happens at the
stage when the customer leaves the experience? Is there a phase where
the customer's experience is extended? Place the activities on a white-
board. Group the activities into clusters (or stages) of related activities.

2. Name each cluster/stage and write it on a sticky note. Place the sticky

notes as headers at the top of the whiteboard. Next, create rows to

CUSTOMER JOURNEY MAPPING

A visualized journey map lets you see what is going on at each stage of a customer’s,

frame your journey with dimensions or lenses of perception. Examples
of dimensions include: social, emotional, and functional; or pain points
and moments of “wow.” You can also include channel or place as a
dimension. Write your dimensions on sticky notes to label each row.
For each row, participants will consider that dimension as it relates to
each “stage” in the customer journey. What is happening in relation
to that dimension? What are they thinking and feeling? Write ideas on
sticky notes and post on each stage across the dimensions.

When complete, discuss as a team to review all the ideas. Remove
duplicate sticky notes. Simplify and edit to create a visual map that's
easy to see and understand.

Continue your team discussion to synthesize the key insights you

have made while creating the customer journey. Craft your insights
into succinct, memorable full-sentence statements. Take photos of all

whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.

SOURCE: The Art of Opportunity authors and inspired by Gamestorming, IDEO’s Human-Centered Design Tool-kit, 101 Design Methods
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ACTIVITY

OVERVIEW

Create general understanding and find themes and patterns from your
fieldwork research, then build observation headlines so your team can

design growth opportunities and ideas.

TIME NEEDED
2-3 days in

MATERIALS

All the information, photos, and

preparation; documents from your observa-

60 —120 minutes tion fieldwork; whiteboard, sticky

in workshop notes, and markers

STEPS

1. Collect and share the stories from your fieldwork in a large open space.
Preparation may take a few days. Have enough space to spread out and
easily review the photos, stories, audio, notes, and anecdotes from your
observation. You may organize by ways you gathered information (e.g.,
individual interviews, expert groups, and immersive observation).

2. Study your assembled observation fieldwork. Every participant should

choose 3-4 points they find most interesting or surprising and write

them on sticky notes. Share with the team one at a time. Are there any

SOURCE: The Art of Opportunity authors

REVEAL OBSERVATION HEADLINES

Make sense of all the information you gathered in your observation fieldwork to find themes and patterns.

major “wows?” From the collection of observations, identify common
themes and group those notes together.

For each theme create a headline. You can do this as individuals or in
groups. Each headline should be a complete sentence or statement
summarizing the theme. Share with the team. Select the most interest-
ing headlines.

Study your headlines. Look for connections and links among them.

Are there anomalies or contradictions? Are some interrelated? What
surprised you or did you find most curious? What's missing? Is there a
dominant theme to the headlines?

Assemble your themes and headline statements on a whiteboard and
have another team from your firm review it. Are there any additional
insights or statements that can be developed? Revisit all your observa-
tions and themes, synthesize and assemble the insights you have made,
and craft them into succinct memorable full-sentence statements. Take

photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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LOOKING AT YOUR CUSTOMERS and noncustomers can be
thought of as an external search approach to uncovering growth
opportunities, but looking at your company is more of an internal
exploration tactic. While looking for opportunities through an in-
ternal lens, the key still is to discover opportunities for growth from
existing and new customers. To do this, you will need to reflect on
your current offerings and most valuable assets, what needs they
fulfill that could be interesting for noncustomers, and how they
could be leveraged to address different needs altogether.
Understanding your company and discovering its strengths
are usually not big challenges. Once you have understood why
customers come to you, you will already have a good sense of
what you excel at doing. And this understanding will usually go
beyond merely knowing which products and services customers
like, to understanding the underlying capabilities and competen-

cies that make your company special.

DERSTAND YOUR FIRM

Most people, for example, would say that if they buy Apple
products, it is because of their design and simplicity. That is the
core of Apple. And its capabilities are primarily in these areas.
Once you understand these underlying assets, you can leverage
them into other business areas. Apple went from laptops and
computers into music players, smartphones, and tablets apply-
ing these capabilities.

Amazon is all about convenience (easy ordering, home
delivery), low price, and low risk (as you can ship almost anything
back). In addition, Amazon possesses capabilities and assets
that can be leveraged into other areas. The online bookshop,
along with its convenience and low risk, for example, has easily
been leveraged to sell other goods besides books. At the same
time, its logistic capabilities and warehousing assets have been
leveraged to offer fulfillment services to small and medium-sized

businesses, meeting their needs for such services. In addition,



Amazon leverages its access and knowledge about its online
customers, offering these businesses the opportunity to sell on
Amazon'’s platform. The online business model requires a vast
amount of servers and data processing power, which Amazon
has leveraged to offer Amazon Web Services, and hence fulfill
the needs of a new customer group completely unrelated to the
online shoppers.

McDonald’s leveraged its most valuable asset, real estate, to
create a new offering, the McCafé, catering to a different need
and different customer segment. Barnes & Noble and other
retailers rent out space in their stores to Starbucks and other bar
and restaurant brands.

The design consultancy, IDEO, leverages its design
thinking methodology in areas such as education and solving

social issues.

YOUR FIRM

Understand your firm’s
underlying power.

DISCOVER YOUR NEW GROWTH OPPORTUNITY
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RESOURGES AND CAPABILITIES

v

THINK ABOUT THE STRENGTHS, capabilities, and resources of
your business that you could put to use and leverage to create
new businesses. What are the capabilities at the core of your prod-
ucts and services? What are you particularly good at doing? Which
valuable assets do you possess? What customer needs could be
satisfied with these? Which needs do your products, services, and

assets fulfill? Which noncustomers might have such a need?

Typical capabilities and resources to think about:
Unique skills in sales, manufacturing, research and develop-
ment (R&D), logistics, recruiting, design, customer service, and
so on.
Unique customer access, distribution channels, etc.

- Aloyal customer (fan) base.
Knowledge, information, and data about customers, technolo-

gies, competitors, markets, and so forth.

- Access to and relationships with customers, suppliers,
partners, and others.
Effective and efficient processes.
Brand, image, and reputation.

- The ecosystem your company is embedded in.

Typical assets and tangible resources to think about:
Real estate, land, buildings, etc. in special valuable locations.
Unique and special equipment, machinery, and so forth.
Financial resources, revenues, low cost, easy access to cheap
financing, and so on.
Hardware.

Human resources.



Looking at ecosystems can provide an interesting lens to discov-
er new growth opportunities. Ecosystem opportunities lie mostly
in facilitating the collaboration and exchange of value between
ecosystem players. This can, for example, be achieved through
creating new technology platforms like Uber or Airbnb that tie
the ecosystem players together.

Other ecosystem opportunities lie within better under-
standing of your organization’s existing ecosystem and creating
strategies and, above all, business models that leverage the core
capabilities of all ecosystem players while offering increased
value to all of them, as we will discuss in more detail in Chapter 3

(hint: look for the Klinik Hirslanden Inspiration case study).

DISCOVER YOUR NEW GROWTH OPPORTUNITY

YOUR FIRM

Discover your strengths.

ACME

1n

CAPABILITIES
s R S s
CAPABILITIES RESOURCES
Find your capabilities. Leverage your assets and

resources.
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INSPIRATION

> BAESAHS PAI-ABE FINDING NEW REVENUE FROM YOUR RESOURCES

Caesars Palace was built by Jay Sarno

in 1966 and was, at the time, one of the
most extravagant undertakings in Las
Vegas. While it has changed owners over
the years, the luxury hotel had built its
reputation by catering to high rollers and
presenting superstar entertainment and
special events.

In the 1980s, the lavish hotel-casino
was viewed as the “"queen of the Las
Vegas strip.” The mission of its entertain-
ment department was to attract custom-
ers to the shows and nightclubs, where
they would, of course, pass the world's
best concession operation—the casino.
As such, the management's view was that
it was okay to lose money on entertainers’
fees, since those investments would be
recouped on the cash take from
gambling.

However, the hotel longed for revenue growth and looked
to its directors of entertainment to come up with innovative
ideas to grow its customer base and attract a wider audience.
The management team examined the makeup of its business
model, including its activities, assets, and resources, exploring
what it did well, and came up with a unique solution.

Caesars had a huge parking lot and had already erected a
stadium for boxing events. It had a stellar reputation for en-
tertainment, and had operational knowledge and resources
to handle security, food service, and major event production.
Based on these advantages, the entertainment team executives
decided to create Las Vegas' first outdoor concert series using
the underused parking lot as a venue. Venue specifications were
researched, talent was secured, and the hotel personnel devel-
oped an operational plan to launch the series.

The "Concerts Under the Stars” series was a huge success.
Thousands of people attended, ate food, and gambled. Caesars
had attracted a new customer segment and, for the first time,
the entertainment department was not a loss leader, but became

a profit center.
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FOR THE FIRST TIME EVER, THE

ENTERTAINMENT DEPARTMENT

WAS NOT A LOSS LEADER FOR

THE HOTEL, BUT BECAME

A PROFIT CENTER.




RESOURCE SPARKS

THE FOUR DIMENSIONS FOR MAPPING
AND ASSESSING RESOURCES

ollowing is a set of "Resource Sparks” to help you explore the resources of
your firm using the four VRIO dimensions (valuable, rare, costly to imitate, and
organized) to assess their unique competences and innovative capabilities.®
You will find that optimizing your resources to be valuable, uncommon, and
difficult to copy, and then being well-organized to capture the value of your resources,

will deliver significant competitive advantage.
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FIND YOUR VALUABLE RESOURCES: FIND YOUR RARE RESOURCES:

- Which activities lower the cost of production without decreas-
ing perceived customer value?

- Which activities increase product or service differentiation and
perceived customer value?

Has your company won an award or been recognized as the
best in something (most innovative, best employer, highest
customer retention, or best exporter)?

Do you have access to scarce raw materials or hard-to-get-into
distribution channels?

Do you have a special relationship with your suppliers, such as
a tightly integrated order and distribution system powered by
unique software?

Do you have employees with unique skills and capabilities?
Do you have a brand reputation for quality, innovation, and
customer service?

Do you do perform any tasks better than your competitors do?
(Benchmarking is useful here.)

Does your company hold any other strength compared to

rivals?

How many other companies own a resource or can perform

capably in the same way in your industry?

- Can a resource be easily bought in the market by rivals?

- Can competitors obtain the resource or capability in the

near future?

FIND YOUR COSTLY-TO-IMITATE RESOURCES:
- Can other companies easily duplicate a resource?

- Can competitors easily develop a substitute resource?

Do patents protect it?
Is a resource or capability socially complex?
Is it hard to identify the particular processes, tasks, or other

factors that form the resource?

ORGANIZE TO EXPLOIT RESOURCES:

Does your company have an effective strategic management

process within the organization?

- Are there effective motivation and reward systems in place?

Does your company's culture reward innovative ideas?

Is an organizational structure designed to use a resource?

- Are there excellent management and control systems?
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METHODS TO UNDERSTAND YOUR FIRI

v

WE'VE CREATED A SET OF ACTIVITIES you can apply to better
understand your firm, its strengths, weaknesses, and possible
opportunities. The first activity is mapping your tangible and in-
tangible resources, which brings you to the essence of what your
firm does well and the unique assets it has to leverage. A tangi-
ble resource is a three-dimensional physical item, something you
can touch. An intangible resource cannot be detected by any of
the human senses. Just like with cooking a meal, it is important
to know what ingredients you will use to create your opportunity
and how much time you have to work within.

The second activity in your process is mapping your firm
ecosystem. James F. Moore first defined a business ecosystem
in 1993 as “an economic community supported by a foundation
of interacting organizations and individuals—the organisms of
the business world.”” Understanding your ecosystem can have

a dramatic impact on how you organize, operate, and plan for

the future. By mapping your ecosystem, you can help your firm
improve its effectiveness, manage risk, and develop new inno-
vative strategies for growth. As important, using your ecosystem
model, you can also identify key places to explore and test your
opportunity. While some will see this exercise as developing a
set of restrictions, there is a growing body of work that views
constraints as providing the inspiration, creativity, and insights

for innovation and beautiful outcomes.

OPPOSITE: Walt Disney Studios Ecosytem, 1957
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ACTIVITY

OVERVIEW

Mapping your resources will determine strengths and capabilities of your

firm, which determines your competitive advantage.

TIME NEEDED
60-90 minutes

MATERIALS

Markers, sticky notes, whiteboard,

Resource Cards

STEPS

1. Print out or download a set of Resource Cards. Create six columns on
the whiteboard with headers: Resources, Value, Rarity, Imitability, Orga-
nization (VRIO), and Competitive Advantage. Below the Resources col-
umn label Tangible for the top half and Intangible for the bottom half.

2. Have participants ideate the firm's tangible and intangible resources,
writing one resource per sticky note. Use the list of items on the Re-
source Cards as inspiration. A tangible resource is a physical item that
you can touch. An intangible resource cannot be detected by any of the
human senses. Post the resources in the Resources column.

3. Now review each resource and mark an X in each of the VRIO columns
indicating the qualities of the resource:
- Valuable: Value is determined if a resource adds value by enabling

the firm to exploit opportunities or defend against threats.

4.

MAP YOUR RESOURGES

Identify what your firm does well (intangible resources) and the unique assets it has (tangible resources).

Rare: Very few companies could acquire rare resources.
Inimitable: Another organization doesn't have the resource, or can't
imitate, buy, or substitute it at a reasonable price.

- Organized: Your firm is organized to capture the value from the resource.
Look across all four dimensions of each Resource row. Move from left to
right, starting with Valuable. If the resource is not valuable, it could be
outsourced, as it brings no value to the firm. If the resource is not rare,
the firm is not worse than its competition. If the resource is not costly
or difficult to imitate, other companies may try to imitate it in the future,
and the firm does not have a competitive advantage. If you are not
able to organize your company to capture value, the resource becomes
expensive for the firm. Finally, if your firm can manage the resource
advantages and is well-organized for execution, you have a significant
competitive advantage.

Review your assessment. Look at the strength of your resources:
what could be outsourced, changed, or improved? Synthesize your
key insights and craft them into succinct, memorable full-sentence

statements. Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.

SOURCE: Based upon the VRIO Framework, originally developed by Barney, J. B. (1991) in his work, “Firm Resources and Sustained Competitive Advantage.”



http://www.theartofopportunity.net

RARE? INMITABLE? (ROANIZED? COMPETIVE

BE =

D RESOMRCES  VALUABLE?

AWANTAGE
Va Yes No Yes Yes @ No :

No No No No @ No

Yis \ Ves \ V' YES

Y/ Y Yes Yes No @ No

TANGIBLE: RESVURCES No o y = @ No

(NTANGIBLE Rﬁﬁﬁa Yes Yis Yes Yes Vv YES

No No Yes Yes @ No




ACTIVITY

and deliverables (another node form).

OVERVIEW

Visualize your business ecosystem to understand the holistic picture of the

stakeholders (roles), deliverables, and the interrelationship of activities.

TIME NEEDED
60-90 minutes

MATERIALS
Markers, sticky notes, blank wall

or whiteboard

STEPS

1. Give each participant sticky notes and markers. Have the team ideate
your set of stakeholder roles/nodes. These are all the stakeholder
participants: firm leaders and departments, suppliers, contract service
providers, customers, and other organizations. Only write one role per
sticky note. Think about who provides what resources or deliverables.

2. Next, group stakeholders in affinity sets of attributes, such as suppliers,
distributors, partners, customers or clients, contractors, and influencers
(media, government/regulatory, or trade associations).

3. Now use the tangible and intangible resources you mapped in the

“Map Your Resources” activity as inspiration to develop a set of delivera-

bles that create value (tangible or intangible) between two parties. Use

different colors for tangible and intangible deliverables.

MAP YOUR ECOSYSTEM

Create a basic ecosystem diagram using three elements: Stakeholder roles (nodes), activities (links),

Next, draw lines with arrows to show the direction of the activity
transaction connecting the roles. The lines of transactions represent
the value exchanged between roles in an ecosystem. Examples of a
transaction are: payment, documents, equipment, contracts, schedules,
workbooks, advice, security, feedback, approval, criticism, or assurance.
Review the final ecosystem and validate all the roles, deliverables, and
transactions with the team. Consider getting additional input and
feedback from other people in your firm. Synthesize your key insights
and craft them into succinct, memorable full-sentence statements. Take

photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.

SOURCE: This activity was created by the Art of Opportunity authors, and inspired by the Value Network Analysis, developed by Verna Allee.
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ANE YOUR

HAVING EXPLORED YOUR CUSTOMER and noncustomer
and gained a better understanding of your firm by mapping
your resources and visualizing your ecosystem, it's time to make
some decisions. What kind of growth are you looking for? What
is within the boundaries of what is imaginable and what is not?
How bold are you willing to be? Framing your growth initiative
will allow you to stay focused when crafting your strategy. If you
are the CEO or boss, and would like to task a team with the ini-
tiative, a growth brief will give them a bit more guidance about
what to look for, and will help you to communicate your expec-
tations clearly. In the case where you are the executive who has
been tasked by your senior executive to develop a new growth
strategy, the growth brief will help you to clarify expectations
and make sure your efforts are focused on what the company

wants to achieve.

OWTH INITIATIVE

This does not mean that throughout the process you cannot
look elsewhere or go outside your comfort zone. The brief never-
theless enables you to compare the various opportunities and
strategies to your original goals.

We don't want to dismiss several valid and worthwhile
traditional growth models that can, and should be, applied for
certain situations to meet specified goals. However, we are not
focused on traditional forms of growth that are often a result of
organizational process optimization, tweaking product features,
or bolting on a new company. Before we describe the types of
growth we are addressing in The Art of Opportunity, let's tell you

about two specific types of growth we are not addressing.



WE ARE NOT FOCUSED ON THESE TWO GROWTH TYPES:
1. Selling More of the Same:

A business that chooses to grow organically must expand
using existing resources and processes to accommodate

its growth. The idea is basically to try to increase volume by
producing and selling more of the same. Market penetration
occurs when a firm enters a market in which its current
products already exist or its services are provided, allowing
the business to go head-to-head with incumbents in the

market.
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. Growth through Mergers and Acquisitions:

Mergers and acquisitions are often undertaken to simply in-
crease the size of a firm (think about Hewlett-Packard buying
Compagq, or Marriott buying Starwood Hotels) and/or move
up in the food chain of its industry. Some companies buy
others to add capabilities to their portfolio that they don't
possess, whereas others want to add product lines outside
of their current core businesses to diversify (think Microsoft

buying Nokia's smartphone products).
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ART OF OPPORTUNITY GROWTH TYPES

v

WE SEE THREE TYPES OF GROWTH you want to address using
The Art of Opportunity, which we are calling evolutionary growth,
adjacent growth, and breakthrough growth. In what follows,

we are focused on breakthrough growth, while our approach
provides thoughtful and practical insights into evolutionary and

adjacent growth.

EVOLUTIONARY GROWTH

Evolutionary growth designates a growth type that is closest to
your core. You evolve your existing offering to remove hurdles
to satisfaction and barriers to consumption. This might mean
enhancing the design of your products to make them more
user-friendly or upgrading your services.

Consider the example of the train company upgrading its
in-train services and reducing travel time between two cities to
attract business customers, or a restaurant chain refurbishing
its dining rooms to make them more comfortable. McDonald’s,
for example, invests in improving the quality of its food and
upgrading its restaurants. Amazon makes the shopping experi-
ence easier and more convenient by reducing the risk of online
purchases through such features as “Look inside” and offering

free returns, no questions asked. Cardinal Health made the



planning, ordering, and delivery of surgical tool kits easier and
more convenient.

Evolutionary growth is usually the easiest, while also being
the least risky. On the other hand, it is often the least sustainable
one, and while it can reduce barriers to consumption and hurdles

to satisfaction, it can often be copied easily by competitors.

ADJACENT GROWTH
Adjacent growth designates when a company brings new
products or services to market that are not too far away
from its core business and actually are closely related to and
complement existing offerings. Adjacent growth often means
expanding your offering to cover additional steps in the
customer experience or offering other similar products.
Consider again the example of the train company. While
evolutionary growth would have it upgrade the trains and the
existing products, services, and customer experience, adja-
cent growth introduces new products and services around the
existing ones. For the train company, this could mean offering
transfers to and from the railway station, for example, or offering
luggage transportation and handling services. McDonald's went
from fast food to introducing McCafé as an adjacent offering
while staying close to its core. Amazon added further products

to its platform, going beyond selling books to offering a broad

DISCOVER YOUR NEW GROWTH OPPORTUNITY

EVOLUTIONARY GROWTH

Improve your current offering.

.
NG s

ADJACENT GROWTH

Complement your current offering.

BREAKTHROUGH GROWTH

Develop an entire new offering.
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ART OF OPPORTUNITY GROWTH TYPES

spectrum of products ranging from home and garden tools to
beauty and health care products, sports and outdoors items,
toys, clothing, and automotive and industrial products, among
others.

Adjacent growth bears a little more risk than evolutionary
growth, as you are venturing into slightly new territory. Yet, as you
are staying close to your core, nevertheless the risk is manage-
able. Adjacent growth as we have outlined it here usually focuses
on extending your offering to address additional steps in the
customer experience, reducing hurdles to satisfaction and hence

making the overall journey more pleasant for the customer.

BREAKTHROUGH GROWTH
Breakthrough growth is the type of growth that breaks through
and goes well beyond the limits of your current business.
Breakthrough growth often entails not only the development
and launch of a completely new strategy to market an offering
outside of your company’s existing business definition, but also
the design of a new business model and/or revenue model as
part of the new strategy.

As an example, Google's core business is search. However,

Google is making new growth bets on self-driving cars, optical

head-mounted display glasses, and Android Wear for watches
and wearables. Amazon went beyond offering typical retail prod-
ucts on its platform to offering Amazon Web Services; providing
payment, fulfillment, and logistics services; developing and pro-
ducing the Kindle; and selling groceries through AmazonFresh.

Breakthrough growth is obviously not only the most diffi-
cult, but also the most risky type to achieve. Yet it also bears the
highest rewards, if successful. And we will show you how the risk
can be managed!

Which type of growth are you aiming at? Let's define your
type of growth initiative. Each growth model is appropriate for
specific situations. There is not one prescribed model type and,
in fact, you may benefit from combining them in order to adapt
to your firm’s individual situation.

Clarifying your objectives and the type of growth you are
aiming at will enable you to focus your subsequent strategy
efforts, provide your team with guidance, and avoid pursuing
opportunities your company might not be comfortable with

at present.



THE BREAKTHROUGH QUESTION

If you choose to go for breakthrough growth and strategic
innovation in the truest sense, we suggest summing up your
opportunity in what we call a Breakthrough Question. Break-
through Questions ask about solving seemingly impossible
challenges and tensions. Breakthrough Questions go beyond
the usual "What if we could . . .?" inquiries, which, more often
than not, are answers disguised as questions. At this stage,
you shouldn’t jump to conclusions and answers just yet. The

better the Breakthrough Question, the more likely you are to

come up with an innovative strategy. Faulty questions yield faulty

strategies.

Consider these examples:
How can we increase value for our customers, while lowering
cost for our company?
How can we give away our product for free, while increasing

our profit?

How can we make our product available to the least profitable

customers, while keeping our margins?
How can we make our product available to customers who

cannot afford it at the moment, while keeping our margins?
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How can we leverage our key assets outside of existing cus-
tomer segments?

How can we use our existing assets to address the needs of
our noncustomers?

How can we expand our network infrastructure without invest-
ing in it?

How can we decrease our lead time and increase delivery

speed without increasing inventory or logistics cost?
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ANE YOUR

HAVING DEFINED YOUR GROWTH OBJECTIVES, the final
step is to align your identified growth opportunities with your
objectives. The opportunities you discovered will probably fall

into one of the three types of growth categories outlined earlier.

DECISION MAKING

We all make decisions of varying importance every day, such as
what to wear for a big event, where to hold a company off-site
meeting, or when to buy a new car. We're pros at decision
making, right? So the idea that you should apply a more sophis-
ticated approach may seem unusual. The reality is that most
people are not well-trained or practiced in effective decision
making. A number of different strategies and decision paths can
be applied to finding or selecting which opportunities you will

explore.

OWTH OPPORTUNITY

So what makes a good opportunity? The market size,
leveraging competencies, a completely new offering, or meeting
an underserved customer need? The answer is potentially all of
these criteria. In all cases, we establish our goals and objectives,
develop a set of opportunity alternatives, and then apply criteria
to evaluate them. Further, our objective is to select the opportu-
nities with the highest probability of effectiveness or success, as
well as those that best fit our goals and objectives.

Decision making is seldom a black-and-white linear pro-
cess. In fact, for businesses, nonlinear, iterative, and recursive
thinking is best applied for a number of reasons, the least of
which is reducing turnaround, costs, uncertainty, and doubt as
time, stakeholders, and other influences come to bear. These
are some of the key benefits of the active iteration principle of

business design thinking, which is outlined in Chapter 5.
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NONCOMPENSATORY AND COMPENSATORY DECISION MAKING

NONCOMPENSATORY AND COMPENSATORY

Initial metric for performance my be effective in the short-term, but

overlook long term advantages.

Performance

Short term

KINDS OF DECISION-MAKING STRATEGIES
For years, scientists have developed decision-making models.
Many have theoretical and off-putting names, such as the linear
model, the additive difference model, the ideal point model,
the conjunctive model, the disjunctive model, the lexicographic
model, and the elimination-by-aspects model.

Despite their formidable names, most of these strategies
are actually quite common. Decision making can be viewed
in two primary groups, compensatory and noncompensatory.
A compensatory strategy confronts the conflict in the choice
situation. The noncompensatory strategies avoid the conflict in
the choice situation. Compensatory strategies allow you to trade
off a low score on one criterion for a high score on a different
criterion, whereas noncompensatory strategies do not allow such
trade-offs.

Long term

Noncompensatory
Based on known or specific variables

Compensatory
Allows for unspecified variables

We believe outcomes are improved with variety, so we
suggest applying more than one strategy to evaluate your op-
portunity alternatives and make a choice. To reduce the amount
of information you need to process, we suggest using a non-
compensatory strategy to thin out your set of alternative oppor-
tunities. Then use a compensatory strategy to conduct a careful
analysis of the remaining alternatives.

Together, these strategies let you structure the relevant
information available, make efficient use of your imperfect
information-processing capabilities, and reach conclusions that
are more sound than simple gut instinct alone. And by applying
these strategies to choose among alternatives, you will be able
to make more effective use of them later on and have defensible
decisions that can be justified to others based on the informa-

tion you have available.
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DECISION-MAKING PROCESS

Your goal is to advance your best opportunity idea(s) to the
next phase of crafting a strategy. As such, your decision is very
important. You will want to apply a process that gets you to a
decision swiftly and has minimal risk so that you can iterate and
learn quickly.

While you always want consensus from your diverse stake-
holders, group decision making could slow you down and may
create a watered-down idea by giving every voice equal say.
There is a fine balance between empowering a team or individ-
ual to use best judgment and using group decision making to
gain full consensus.

A reasonable balance of methods is to apply consent-based
decision making versus simple consensus. Using a consensus
approach, everyone has an equal say and the majority rules. In
consent-based decision making, those with dissenting ideas
have the opportunity to present their reasons why, and a leader
or the group reconsiders before rendering a decision and citing
the logic for the choice. Your objective is to make a decision that
has no valid objections, while ensuring that dissenting partici-

pants have been heard and are willing to live with the choice.

It is important to acknowledge that there is no perfect
answer. But through effective team decision making, you have
the opportunity to empower teammates, get to answers more
quickly, and therefore take action sooner, so you can learn and

evolve your opportunity and its strategy.



MOST PEOPLE ARE

NOT WELL-TRAINED

OR PRACTICED

IN EFFECTIVE

DECISION MAKING.




ACTIVITY

OVERVIEW

Clarifying your growth initiative objectives, and the type of growth you
hope to achieve, enables you to focus your subsequent strategy efforts,

and provides your team with alignment, clarity, and guidance.

TIME NEEDED MATERIALS
60-120 minutes Growth Initiative Brief Template,
whiteboard
STEPS
1. Print out or download a Growth Initiative Brief template. Name one

team member as the scribe. Write the headers for each category on the
whiteboard: Goal, Why, Parameters, Growth Team, Available Resources,
Sponsors, Decision Process.

2. Have a discussion around each topic. Use sticky notes for initial ideas,
so everyone's voice can be heard. Start with your Goal: What would you
like to accomplish? Think with the end in mind and work backward. Is
your goal determined by earnings, revenue, profit, or market share, or
to be #1 in the industry?

3. Now move to the "Why?” Why do you want or need to significantly

grow your business or start a new business? What problem are you

SOURCE: The Art of Opportunity authors

CREATE YOUR GROWTH INITIATIVE BRIEF

The Growth Initiative Brief activity builds a framework to focus your efforts and evaluate your progress.

solving? What is your strategic intent? Diversification, expansion, to
build a broader network of suppliers, industry disruption?

Next move to "Parameters.” Are parameters already established? Are
you required to stay within your current industry? What is your timing?
Do you have to demonstrate revenue and/or profit within one year?
3years? 5 years?

Identify the members of your Growth Team. What is your team size?
Do you have a diverse mix of members? Do you have optimal repre-
sentation from internal functions within the firm? Should you include
outside experts, customers, or vendors?

Finish up with the last three brief topics. For Available Resources, do
you have any seed funds? What human resources do you have? Do you
have access to outside resources? What technology is available? Name
your Sponsors, both formal and informal, i.e. the firm's board, key lead-
ers, or a division of the company. Finally, outline the Decision Process.
Who is involved and what are their roles (e.g., fund, approve, influence)?
Complete the brief, and share with key stakeholders for input and feed-

back. Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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ACTIVITY

OVERVIEW

Visualizing patterns, themes, and clusters from among your set of insights

helps you get organized to find and develop clear opportunity statements.

TIME NEEDED MATERIALS
Y2 day in Markers, sticky notes, and
preparation; whiteboard

120 180 minutes
in workshop
STEPS
1. Thisis a major effort and critical step to finding your opportunity. Pre-
pare by reviewing the goals and objectives in the Growth Initiative Brief
that you created. Select the key goals you outlined that you will use to
evaluate the suitability of your opportunity for meeting your objectives.
2. Gather all your supporting observation material, and your customer and
noncustomer persona maps. Post up all your insight statements from
your field observation, the assessment of your firm's resources, your
customer and noncustomer journey map, and visualized ecosystem.
3. Now review the materials for complementary insights. Look for key
points that seem strong or weak, have key dependencies, or are

mutually exclusive. Look for patterns, themes, and relationships

SOURCE: The Art of Opportunity authors

EXPLORE YOUR OPPORTUNITY INSIGHTS

Use visualization to parse through nuggets of insight to land on a set of opportunity statements.

between your field insights, personas, and your company ecosystem.
This step can be messy, but seeing your opportunities up on a white-
board will make it easier to land on key insights. Feel free to post small
notes and descriptions next to insights.

Organize the clusters of insights in relation to each other. Next you will
name your possible opportunities. Naming your opportunity is a restate-
ment of problems that you find in the unmet needs or expectations of
your customer or noncustomer (basically, the job to be done). For exam-
ple, “our customer needs a faster, less expensive alternative to public
transportation.” Generate as many opportunity statements as possible,
but naming your opportunity is not finding a solution. In fact, identifying
an unmet need or expectation may spawn multiple opportunities.
Select the set of opportunity statements that most spark your imagi-
nation and have the greatest likelihood of success, when compared to
your goals and objectives. Allow for wildcards, for the craziest oppor-
tunities. Don't just settle on the ones you consider being the easiest

to seize. Each opportunity will have a named customer, based on your

research. Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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ACTIVITY

OVERVIEW

Apply a variety of decision-making processes to set the opportunities you
believe have the greatest chance of success, or are the most innovative
ones, and/or the most challenging ones to be used in the next phase of

crafting your strategy.

TIME NEEDED MATERIALS
45-60 minutes Markers, sticky notes, and
whiteboard
STEPS
1. Now that you have identified a number of opportunities, you will work

with your team to assign value to see how well each opportunity state-
ment meets the criteria of feasibility, desirability, and viability. Begin
by giving your participants sticky notes, markers, and a copy of your
Growth Initiative Brief.

2. Create a grid on the whiteboard and write each of your opportunity
statements at the top of each column. Then label 4 rows: Feasibility,

Desirability, Viability, and Totals.

SOURCE: The Art of Opportunity authors

you will use in crafting your strategy phase.

SELECT YOUR OPPORTUNITY

Select the opportunity, or opportunities, and create the breakthrough question(s)

Have each team member privately assign a numerical value to each cell,
using a 1-5 rating, with 5 representing the optimal degree to which they
believe each opportunity statement has the greatest feasibility (can

we do this?), desirability (do users want it?), and viability (should we do
this?). Have participants post their ratings in each cell of the grid.

Have the scribe tally the total combined score and create the average
score for each cell, and in the totals row, put the sum of all total and
average cell tallies.

Now, have a team conversation to ensure alignment and consent. If
there is concern or disagreement, have a discussion to decide if you
change your selection.

As a group, draft breakthrough questions for your top two
opportunities using the Breakthrough Question template (download

at www.theartofopportunity.net).

Additional activity resources and templates can be found at www.theartofopportunity.net.
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SUALIZE YOUR
PORTUNITY

YOU'VE REACHED A MILESTONE. You have explored the segments of your custom-
ers and noncustomers, delved into their needs and expectations, and identified their
barriers to consumption and hurdles to satisfaction. You've gone outside to observe
and gather information about customers’ journeys, and then framed up insights. Then
you dove into your firm’s ecosystem to mine more insights. Finally, you distilled this
wealth of learning into a breakthrough opportunity question. Bravo!

You obviously need to share this excellent work with your boss and associates.
How about a wildly compelling PowerPoint? NO! We've designed an Opportunity
Report template so you can tell the story of this phase of your opportunity journey.
Complete it with your teammates. It may take a few days of iteration. Leverage all
your content and be creative. Add photos and drawings, and tell the story of how you

landed on “where to play.”
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EMPLOY STORYTELLING AND
VISUAL FRAMEWORKS

MOST PEOPLE WOULD AGREE that lengthy PowerPoint decks, - Begin by getting to the point. How simply can you tell your

Gantt charts, and copy-heavy memos are not engaging or effec- story? Can it be clear and concise with a simple storyline

tive ways to express new ideas. And while we recognize that not containing an introduction, a complicating situation, and a de-
everyone is a designer, in our experience any attempt to build finitive resolution? Think in terms of headlines before adding
a cohesive visual story out of your content will be welcomed (or colorful anecdotes or details.

at least appreciated) because it's not more of the same—and - Add color by injecting classical story elements such as action,
isn't breaking out of “sameness” the point of your whole growth conflict, and transformation. Use characters and create tension
initiative? So, recognizing that not everyone is a master artist or by introducing problems that are not immediately solved, or
storyteller, here are some tips for creating and building a com- may have an unusual resolution.

pelling presentation: - Build a narrative that you feel comfortable presenting.



As humans we relate to stories about other people. Think about

giving your audience a persona with whom they can sympathize.

Leverage your persona map to identify a customer or noncus-
tomer on whom to focus. Follow the process you used on your
journey. Bring out the emotion in the customer’s needs, for
example, and present the human side of the barriers to be over-
come. Demonstrate what it means for the customer when their

need or desired experience is achieved.
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3-STEP STORYTELLING FRAMEWORK

@ Climax/Insight

Conflict/Challenge Resolution/Outcome
STEP1 STEP 2 STEP 3
Establish characters, Identify obstacles, Reveal the moment of clarity,

setting, and plot. increase complexity,

and build tension.

decision, and/or breakthrough

. learning.
Questions to answer:

Who is this about?

What is the challenge?

Why should we care?

Where is this taking place?
What are the considerations?
What needs to be solved?

Questions to answer:
What are the complicating
factors?

Questions to answer:
What is the opportunity?
What is/are the key insight(s)?

NARRATIVE FLOW

Presenting your story in a chronological
format mimics the classic “hero’s journey.”
Reverse the direction of the narrative to
present a “mystery” that carefully reveals
how you arrived at your conclusions.

(What will happen?)
¢ __— x: — e
Beginning End

\/

(How did this happen?)
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EMPLOY STORYTELLING AND VISUAL FRAMEWORKS

Even if you cannot draw, visual frameworks can help tell your
story by providing readymade systems for organizing your
information. Often, these frameworks can help explain what
you did, how you did it, and why you did it in ways that your
audience will intuitively grasp. Some common visual frameworks

used by designers include:

- Relations (a network, matrix, or map)

- Groupings (tree, Venn, matrix, or map)

- Hierarchies (tree or Venn)

- Processes or sequences (showing flow, time, or steps)
- Locations (map)

- Quantities (bar or pie chart, time series)

- Comparisons (contrasting images or situations)

The use of storytelling and visual frameworks doesn’t need to be
complicated. For more inspiration or to learn in more detail, we
suggest you explore the work of some of our favorite storytellers

and designers.

DAN ROAM

- The Back of the Napkin (Expanded Edition): Solving Problems
and Selling Ideas with Pictures

- Blah Blah Blah: What To Do When Words Don’t Work

NANCY DUARTE

- Slide:ology: The Art and Science of Creating Great
Presentations

- Resonate: Present Visual Stories That Transform Audiences

- llluminate: Ignite Change through Speeches, Stories,
Ceremonies, and Symbols

DAVE GRAY
- http://xplaner.com/visual-thinking-school/

SUNNI BROWN
- The Doodle Revolution: Unlock the Power to Think Differently

In her book, The Doodle Revolution, Sunni illustrates some visual
frameworks that you can use to explain your story. Using her set
of illustrations, you can see examples of system frameworks to
describe a concept and show its parts—explaining what it is;
process frameworks tell how something works and show its flow
and/or sequence; and comparison frameworks to convince view-

ers of the merits of one concept over another adjacent.


http://xplaner.com/visual-thinking-school/
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VISUAL FRAMEWORKS like these from Sunni Brown

can help you organize your information for more easily understandable

presentations or reports.
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=g VISUALIZE YOUR OPPORTUNITY

OVERVIEW

Sharing your progress and getting feedback is an important step in your
opportunity journey. Using the Opportunity Report you can more effec-
tively tell your story, get input, and evolve your thinking before moving to

the next phase of crafting your strategy.

TIME NEEDED MATERIALS
@ 3-4 hours, or Markers, sticky notes, whiteboard,
more Growth Initiative Brief, and ALL
prior activity material and output
STEPS
1. Bring all the materials from the Opportunity phase: Growth Initiative
Brief, observation material, results from insights workshop, resource
and ecosystem insights, user journey map, and Breakthrough
Question. Print out the Opportunity Report or download it from
our site (www.theartofopportunity.net).
2. Work through each phase to tell the story of discovering your oppor-
tunity. For each step, you will want to communicate four elements:
method, findings, insights, and decisions made. Work your way through

the process of how you arrived at this opportunity.

SOURCE: The Art of Opportunity authors

Create the story of discovering your opportunity using the Opportunity Report.

- What did you do to gain an understanding of your customer
and noncustomer?
- How did you identifying barriers to consumption and hurdles
to satisfaction?
- Where did you look for your opportunity? How did you make obser-
vations and what did you do to make sense of them?
What was your process to understand your firm, its assets, resources,
and capabilities, and what did you find?
Describe how all of your discoveries led to the framing of your Growth
Initiative Brief. Finish the Opportunity Report by entering your Break-
through Question.
As a team, brainstorm how you can best tell your story. Use storytelling
and visual frameworks within the elements of the Opportunity Report.
See the book for ideas and suggestions on storytelling and visual
frameworks. Don't feel constrained by the template. You don't have
to “stay within the lines.” What's important is clearly relating where you
went on your opportunity journey and how you arrived at your Break-

through Question.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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YOUR STRATEGY




WITHOUT
CRAFTSMANSHIP,
INSPIRATION IS A
MERE REED SHAKEN

IN THE WIND.

—JOHANNES BRAHMS composer



CHAPTER 3

ow that you have identified your opportunity, how are you going to
seize it? As we've discovered in the previous chapter, the world has
no shortage of great ideas, and opportunities abound. But only those
willing to put in the time to master the art of opportunity—Steve Jobs, the Wright
Brothers, and others—dedicate themselves to the unglamorous reality of hammering
out how they'll deliver on their great idea or opportunity. Why? Quite simply, it's

hard work.

This chapter is dedicated to helping you seize your growth opportunity. We will
identify the elements of your growth strategy needed to tap into the dormant growth
potential of your least satisfied customers and unexplored noncustomers. We will
help you be the architect of a successful new business. We'll show you how to craft

your strategy.

87
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WHILE TRADITIONAL STRATEGY would have you focus on
products and services, strategic innovation means you will
carefully design your strategy as the elegant combination of the

following three parts:

1. Offering: The mix of products, services,
and the customer experience.
2. Business model: The way you operate and
the activities necessary to do business.
3. Revenue model: Where the money will come from,

how you set prices, and how payment is done.

Although the three parts of your growth strategy are presented
in a sequential fashion in this chapter, innovation can come from
each of them. Maybe you have an idea for an innovative revenue

model, and you start at that part, and then move to develop

E ELEMENTS
YOUR STRATEGY

your offering and business model. Maybe you have an idea for a
new offering and need to design the fitting business model. Or
perhaps you have an interesting business model idea and need
to develop the revenue model to go along with it.

In practice, you are likely to cycle back and forth between
the three dimensions as each component informs the other,
and you will apply recursive review and evaluation to hone your
strategy. At the end of the day, you need to make sure all three
parts are integrated and support each other to create a compel-

ling strategy.
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DESIGN YOUR OFFERING

v

YOUR OFFERING IS THE BLEND of your products, services,
and customer experiences. Taken together, these three com-
ponents of your offering create value for your customers by

meeting their needs in a satisfactory manner.

PRODUCTS
Think of a product as a tangible or intangible good that you sell
that can usually, or to some degree, be directly experienced—
seen, touched, smelled, or tasted, as well as tested. Selling a
product entails the transfer of ownership from your company to
a buyer. With ownership, the buyer receives permanent access to
the product.

Products require manufacturing and can usually be stored,
either physically or digitally, before being sold and being used.
Smartphones, computers, and tablets are examples of products,

as are the software and apps you use on these devices.
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YOUR OFFERING

PRODUCT

A tangible or intangible good.

SERVICES
A service is an activity you provide that cannot be stored or
owned. Services are typically consumed at the point of sale
and the moment they are provided. Representative examples
of services are consulting, training, car maintenance, getting a
haircut, going to the movies, renting a car, or flying from Paris to
New York.

In recent years it has become popular to turn products
into services. Software as a service (Saa$) is such an example,
whereby you no longer buy ownership of the software but only
gain access to it by paying a monthly or yearly subscription fee.
Online music or video streaming services operate on the same
concept. Turning a product into a service often requires a switch

in revenue models, as we will illustrate later.

SERVICE

The activity of your firm.

CUSTOMER EXPERIENCE

Every interaction with your customer.

CUSTOMER EXPERIENCES
Customer experiences go beyond merely selling products and
services, and focus on your interactions with your customers
during all points of contact with your company, product, or
service. These interaction points include every step along the
customer journey: how customers become aware of your compa-
ny, product, or service, as well as evaluation of options, purchas-
ing, delivery, usage, purchasing supplements, maintenance, and
disposal as outlined in Chapter 2.

As said earlier, designing an innovative offering can start
with any of these components of your offering. Depending
on your growth brief objectives, you may want to enhance or
change your current product, introduce new products and/
or services, or instead redesign your customers’ experience,
or maybe address all three components at once to create an

entirely new offering.
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INSPIRATION

’ H"-TI ENHANCING THE CUSTOMER EXPERIENCE

Hilti, a global leader in solutions for
professional customers in the construction
industry, went from developing, manufac-
turing, and selling products to offering
complementary services and a compre-
hensive customer experience to achieve

new growth and competitive advantage.

THE PRODUCTS

Hilti is famous for the quality and perfor-
mance of an innovative range of products
for the building trade. The core business
focuses on designing and manufactur-
ing tools and equipment for multiple
construction needs such as measuring,
drilling, demolition, cutting and grinding,
fastening, and installation.

THE SERVICES

In the 1990s, Hilti started to develop services to complement its
product offering. Today these services range from providing de-
sign software and engineering solutions to product and applica-
tion consulting and training. But the company is best known for
its lifetime services and fleet management services.

Hilti offers three levels of warranty, starting with the basic
warranty (during which tools are repaired at no cost) that comes
with any purchase. As additional paid services, Hilti offers the
lifetime repair cost cap, meaning customers pay a fixed percent-
age of the tool’s list price for repairs, and the lifetime manufac-
turer’s warranty, which provides the buyer with free repairs “due
to defects in materials or workmanship . . . as long as replace-
ment parts remain available over the entire life of the product.”

With fleet management, Hilti gives customers the option to
no longer buy tools. Instead, for a fixed monthly fee customers
can rent the tools they need. In addition to covering all tool, ser-
vice, and repair costs, Hilti manages the customers’ tool invento-
ry, making sure that they have tools when and where they need
them. Tools in the fleet are replaced regularly, providing custom-
ers with access to the newest tools without having to invest. As
a result, customers benefit from a reduced cash expense, less

administrative effort for purchasing tools, and no administration



of existing tool inventories. Additionally, Hilti found fleet man-
agement customers to be more loyal to the brand and to use

more products, which ultimately increases their spend with Hilti.

THE CUSTOMER EXPERIENCE

Controlling the customer experience has always been import-
ant to Hilti. It has never distributed tools through third parties,
relying instead on its own direct sales force. Even if it sells tools
at local hardware stores, Hilti relies on a shop-within-shop ex-
perience, where Hilti's technical sales advisers are in charge of
the customer experience. Over the years, Hilti has introduced

a number of activities and services that enhance the customer
experience and address the most important steps in the custom-
er journey.

Besides the fleet management services outlined, which can
dramatically enhance a customer’s experience, Hilti also offers
a range of logistics and financial administration services. For
example, thanks to Hilti's in-house logistics services, with a Hilti
online account, ordering new tools can be completed online,
payment methods can be chosen, invoicing happens electron-
ically, and tools can be delivered within one or two days. Hilti's

eProcurement solutions allow electronic data exchange and

CRAFT YOUR STRATEGY 93

online eCatalogs to be integrated into a customer’s enterprise
resource planning system, automating much of the ordering,
billing, dispatch, and payment processes.

With its products, services, and solutions across the en-
tire value chain, Hilti addresses the needs of various customer
groups and stakeholders involved throughout the buying and

usage process.



SPARKS

OFFERING SPARKS

10 WAYS TO DESIGN A NEW OFFERING

ere is a set of "Offering Sparks” to prompt your imagination, so you can

explore options for designing your offering. These tactics are by no means

exhaustive, and the hope is that you and your team will push your offering

boundaries to find an optimal solution. Some of the tactics provide con-
tradictory approaches—for example, “Spark 1: Enhance your existing offering” and
“Spark 2: Reduce your existing offering.”

The key here is not to try to apply all of them at once, but to try them out and see
what your offering would look like if you applied only one tactic or maybe a creative
combination of multiple tactics. For some companies and industries, enhancing the
offering can be the way to go, whereas for others reducing it is more promising.
While applying a tactic, always think about your customers and their needs! And to

help visualize the offering options, enjoy our tasty analogies!
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Add extras to your burger.

ENHANCE YOUR EXISTING OFFERING
The first and probably most popular strategy to achieve

D

growth is enhancing your current offering by upgrading
your products, services, and customer experience with features
your customers and noncustomers value. Let’s say you run a
railway company. A reason why noncustomers do not use your
services could be the lack of comfort. Upgrading your trains with
business-class or first-class services might convince noncustom-
ers to switch to your offering. Product innovations and upgrades
like these are typical examples of this strategy.

Enhancing your current offering could also mean enlarging
the number of products and services you sell. Applying a long
tail strategy to your offering would mean selling a higher number

of products, but at a lower number of each product.

Questions to Consider:

- Which new features could be offered to customers and non-
customers?

- Which features would make our offering more interesting to
them?

- What products or services are customers and noncustomers
buying instead of our offering? (Consider competitors, but
also different industries.) Why?

- Which of these features could we integrate into our products,
services, and customer experience?

- Which other products and services could we offer through our

channels to apply a long tail strategy ?
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Ged
Q REDUCE

Take away extras from your burger.

REDUCE YOUR EXISTING OFFERING
2 Instead of adding new features, a new offering can consist
of only the most necessary of features, which can be
offered at a lower cost. Low-cost airlines like Ryanair or easyJet
and budget hotels like Motel 6 in the United States or Motel
One in Europe are probably the most prominent examples of
going no-frills.

This strategy works particularly well if you have identified
that noncustomers or refusing customers do not buy because
your offering is too expensive and overdelivers on customers’
needs.

The original idea of Clayton Christensen’s disruptive inno-
vation theory consists of offering products that are performing
less than existing ones, but are nonetheless offering enough
for a large percentage of the customers. No-frills offerings can

also enhance the ease of use and hence make the products

more readily available to a larger market and other customer
segments that previously refused to use them because they were

too difficult to handle or too expensive.

Questions to Consider:

- Which features do customers really need?

- Which features are customers willing to purchase?

- Which features that make our offering expensive are not

valued by customers?
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ELIMINATE

Remove an ingredient entirely.

REDUCE

Decrease the ingredient
portion size.
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SELECTIVELY ELIMINATE, REDUCE, ENHANCE, AND
3 CREATE (EREC) FEATURES AND YOUR OFFERING

Instead of either enhancing your offering or going no-
frills, you can consider selectively eliminating, reducing, enhanc-
ing, and creating features as has been suggested by the Blue
Ocean Strategy framework. Apple came back to success in the
late 1990s by reducing its product range to only four products:
two laptops (one for home users and one for professional users)
and two desktops (again, one for home users and one for pro-
fessional users). The EREC approach thereby creates additional

value for customers, while reducing the cost for the company.

Cl—8&
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CREATE

Create an additional feature,

«— QD

ENHANCE

Add an extra burger patty.
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such as some nice packaging.

Questions to Consider:

- Which features that our industry has taken for granted can be
eliminated or reduced (because they are costly and the majori-
ty of customers do not use them)?

- Which features and/or products, services, and experience ele-
ments could we introduce that would make our offering more
interesting to customers and noncustomers alike?

- Which features could be reduced because they constrain con-
sumption by making the product overly complicated to use?
How can we simplify the customer experience?

How can we simplify our offering and make it easier for our
customers to choose?

- Which features would dramatically increase the value for our

customers and noncustomers?
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SWITCH YOUR APPEAL

Enhance your brand appeal
with new packaging.

SWITCH YOUR APPEAL

Switching the appeal of your offering from functional to

emotional or vice versa can make the same offer more
compelling. Style and design can play an increasingly import-
ant role when it comes to products, services, and the customer
experience. User interfaces need to be well designed to make
websites, apps, and software products interesting. A cool, trendy
product design can offer strong product appeal.

Consider Apple. Unlike other computer manufacturers, Ap-
ple does not put a lot of emphasis on the technical specifications
(e.g., processing speed or hard disk capacity) in its advertise-
ments, but rather positions its products based on emotions. All
these techniques emphasize the emotional appeal of products.
Hilti's branded red tools are considered to be cool, and workers

are proud to show off their Hilti hammers.

Questions to Consider:

- What is the dominant appeal of our industry?
Does it focus more on technical specifications, customer ser-
vice, design, or emotions?

- What would it look like to switch to the opposite?
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COMPLEMENTARY

Products, such as drink and fries,

add value.

OFFER COMPLEMENTARY PRODUCTS

AND SERVICES

Offering product and service extensions, add-ons, and
plug-ins is one of the most commonly pursued and highest-
potential growth strategies. If your objective is to stay close to
your core business, it is also a relatively safe and low-risk tactic.
Examples include smartphones plus charger, headphones, and
all sorts of adapters; fast-food restaurants offering fries with a
burger; hotels teaming up with restaurants or spas; suggest-
ing an extended warranty when selling a product; automotive
companies offering financial services; or manufacturers offering

installation and maintenance services with their products.

Questions to Consider:

- What complementary products and services would enhance
the customer experience along the customer journey?

- What products can we offer along with our services?

- What services can we offer along with our products?

- Which complementary services would make our customers’

lives easier and the buying experience a lot more satisfying?

- Which other products do our customers typically buy along

with ours, but have to get from somebody else?
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Customize your meal to
your specification.

OFFER SOLUTIONS AND EXPERIENCES

Offering complementary products and services can be

further enhanced by offering your customers a holistic
solution and experience. Consider the example of Emirates
Airlines, which offers business-class and first-class passengers a
pick-up and drop-off service, taking them by chauffeur from their
home to the airport and on arrival from the airport to their final
destination. The need is to arrive at your final destination and
not just at the airport, after all.

Mercedes-Benz's Car2Go service goes beyond renting a car

as a service to providing a mobility solution. Its Mercedes Me,
or similar offerings, like BMW's DriveNow service, take it even a
step further, not only offering you different types of cars for dif-
ferent purposes, but also teaming up with public transportation
companies to offer a holistic transportation solution, and with car

rental companies to provide access to cars in more cities.

A NEW EXPERIENCE

Questions to Consider:

Looking at our customers’ total buying experience: What
it is that they are trying to accomplish? What is the job to
be done?

- What solutions can we offer to accompany the buying ex-
perience? What could a holistic solution along the customer
journey look like?

How can we engage our customers in co-creation
experiences”?

Could our customers personalize or design products or parts
of products themselves?

- Why do people buy our product—to own it, or because they
want to solve a problem or satisfy a need?

- What could an integrated offering, making the customer’s

total experience more worthwhile, look like?
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BUNDLE

Bundle an additional burger
for a bigger deal.

OFFER BUNDLES

Offering bundles is a similar strategy to offering comple-

mentary products; however, with bundles you usually do
not have a choice. The bundled products and services often lock
in customers to your offering. Think about razors and blades. You
cannot use one without the other. Computers come with operat-
ing systems; mobile phones come with contracts; combo meals
come with burgers, fries, and a drink.

Obviously, you want to create bundles of products and
services that customers often consume together anyhow or that
they require to satisfy a certain need. All-inclusive vacations with
flights, hotel, rental car, and full board and room at resorts are a
good example.

Amazon Prime is a good example of a bundle: For an
annual fee you get faster delivery, you can rent books, and you

get video-on-demand access. Or think about media companies

offering integrated TV, plus Internet, plus landline, and cell
phone contracts. Such bundles increase your share of wallet,
while enhancing the customer experience by reducing the hassle

of dealing with multiple companies for these services.

Questions to Consider:

- Which of our products and services can we integrate in a
meaningful way?

- Which of our products and services do customers usually buy
together anyhow?

- Which products do customers buy from competitors, although
we offer similar ones?

- What is the total solution customers want to buy?

- Which bundles can we offer that address separate needs cus-

tomers typically have?
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EXTEND

Extend your customers’ experience by

expanding your offering.

EXPAND THE USE OF YOUR ASSETS

AND CAPABILITIES

Although it is recommended that you look at your
customers first, ideas for new offerings can also come from
evaluating your assets and asking yourself how you can leverage
them to create a new offering and potentially a new customer
segment. Airlines and hotels are good examples of how assets
can be leveraged to cater to the needs of different audiences.

Airlines use one plane to offer economy, business, and

first-class services. Hotels operate on the same logic with their
different types of rooms. McDonald's used its stores very suc-
cessfully in Europe to establish McCafé as an offering catering
to a different customer group. Maybe you own a building with
unused office space that you could start renting out as a cowork-
ing space. Perhaps an unused factory area could become an

event location.

Questions to Consider:

- What are our most valuable assets?

- What other ways can our assets be used? (List everything you
could do with them!)

- What do we use them for today?
How can we use them to address the needs of noncustomers?

- What other ways could we use our assets, even completely
unrelated to their current use?

- Which of our assets, capabilities, and core competencies are
truly unique?

- Which of those are valued most by our current customers?

- What needs do our assets and resources fulfill?

- Which customers have a similar basic need to ours (like getting

from Paris to New York), but want a different experience?
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COMBO 2

SUBMIT ORDER

DIGITAL

Provide digital access to see

menus and reviews.

DIGITAL TRANSFORMATION: TURN SERVICES INTO

PRODUCTS AND/OR PRODUCTS INTO SERVICES

Digital transformation has a lot to do with turning
services into digital products. Think about the recent boom in
fitness apps, for example. Apps like FitStar, FitYoga, Bodyweight
Training, or Freeletics turn the services offered by regular gyms
into digital products. McKinsey Solutions is another example
of how to turn consulting services into online products. PSFK,
a New York-based firm, has been labeled “the future of con-
sulting.” What it did was turn expertise and how expertise is
provided from a service into an online product. In a similar vein,
online education sites like Coursera turn educational services
into digital products.

Software as a service (SaaS) is probably the most prominent

example of how products can be turned into services. The

previously mentioned services like Car2Go or Hilti's fleet

management are other examples. Online video and music
streaming services like Amazon Prime, Netflix, Spotify, or Apple

Music turn buying products into online services.

Questions to Consider:
How can our expertise be digitalized?
How can our services be digitalized as do-it-yourself services?
How can we leverage technology to make our products and
services accessible to a wider audience?

- Which of our products do customers want or need to own?

- Which specific services need to be accessed by the customer?
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CUSTOMIZE

Customize your meal —

even in advance!

DESIGN YOUR CUSTOMER EXPERIENCE
During your search for new growth opportunities,

you have probably discovered gaps in the customer

journey—that is, steps the customer needs to complete—that
the current offering in your industry is not addressing or that
are particularly cumbersome or unpleasant for the customer to
complete. Designing the customer experience relates as much
to single steps as to the whole customer journey.

Outfittery has introduced a service whereby complete outfits
get sent to customers, who can try them on at home, keep the
pieces they like, and send back those they do not like. A service
like Uber makes the experience of hiring a cab much easier: no
waiting in line for a cab, or on the street for a taxi to pass, no
fiddling around with your wallet, and easy retrieval of receipts to

claim expenses.

Your brand image also has an impact on the customer
experience. Are you perceived as the technology and innovation
leader or rather the low-cost, no-frills company? Is your brand

sexy or rather dull?

Questions to Consider:

- What does our customer’s journey look like?

- Which steps of the journey do we address with our products
and services?
How can we make each step easier and more convenient for
the customer?
How do we reach our customers? Through which channels do
they engage in business with us?
How aligned are our channels and processes with the needs of

our customers?






ACTIVITY

OVERVIEW

This workshop leverages Offering Sparks and a team-based approach

to create ideas for products, services, and customer experience for your

offering.

TIME NEEDED
90-180 minutes

MATERIALS
Markers, sticky notes, whiteboard,
Growth Initiative Brief,

Offering Sparks

STEPS

1.

Print out or download a set of Offering Sparks Cards. Give each person
a copy of the Growth Brief. Then pass out sticky notes, voting dots, and
markers to all participants. If you don't have cards, print a page for each
Offering Spark and its corresponding questions.

Write your Breakthrough Question at the top of the whiteboard. If you
have more than one, duplicate the areas on the whiteboard. Then use
three large sticky notes (or create three separate areas on a whiteboard/
wall well apart from each other) and label them: Products, Services, and

Customer Experience.

SOURCE: The Art of Opportunity authors

OFFERING BRAINSTORM

Using your Growth Initiative Brief and set of Offering Sparks, work with your team to generate offering ideas.

Divide into three teams, and assign them to one of the Offering com-
ponent areas. Using the Growth Initiative Brief as a guide, along with
the Sparks for inspiration, have participants think of new ideas for (or
variations on) products, services, and customer experience.

Write all ideas on sticky notes, one idea per note, and post them in one
of the corresponding categories from Step 2.

When done, allow everyone to briefly describe his or her ideas and allow
time for group discussion. Remind participants that this is not intended
to be an exhaustive exercise; rather it's an opportunity to get the first
ideas on paper. In subsequent steps, additional ideas will be generated.
Each team then rotates to a new category area and builds upon/evolves
the posted ideas or creates entirely new ones, recording their ideas
with one idea per sticky note. When done, each team rotates again and
repeats this process. Once ideation is complete, the entire group meets
to review each category’s ideas and further refine and develop them.
Once all the votes are cast, identify the top three ideas for each Offer-
ing component. Then have a group discussion to decide if you want to

alter or revise the list. Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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ACTIVITY

of your new growth business.

OVERVIEW

From prior work, you have ideated and refined a set of options for each
component of your offering. This team activity uses collaboration to see
creative component combinations so you may choose the offering that

best fits your Breakthrough Question.

TIME NEEDED
60-90 minutes

MATERIALS
Markers, sticky notes, whiteboard

and Growth Initiative Brief

STEPS

1. Have a copy of your Growth Initiative Brief for each person, as well
as the output from the Offering Brainstorm activity. Write your Break-
through Question at the top of the whiteboard. If you have more than
one, duplicate the areas on the whiteboard.

2. Then draw three columns on separate areas and create a label for Prod-
ucts, then one for Services and the last one for Customer Experience.
Post up the three best (most innovative, completely unique) ideas
from the Offering Brainstorm session in each corresponding offering

component category.

SOURCE: The Art of Opportunity authors

DESIGN YOUR OFFERING

A combining activity to determine the components of your offering, as you craft the strategy

Divide the group into teams. Give each participant sticky notes and
markers. Now the fun begins. Knowing that your offering is the unique
blend of products, services, and customer experience, have each group
explore different combinations of the components in each category.
And if a new inspired component emerges while combining, all the
better. Try to visualize each component to increase understanding.
After exploring combination options, each team reviews the offering
combination concepts with the group and together they discuss and
come to an agreement on which offering combination bests satisfies
the Breakthrough Question and the goals of the Growth Initiative Brief.

Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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GET THE BUSINESS
MODEL WRONG,
AND THERE IS ALMOST

NO CHANCE FOR
SUCCESS.

—DAVID TEECE rrofessor and Organizational Theorist
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SHAPE YOUR BUSINESS MODEL

v
IN RECENT YEARS THE CONCEPT of the business model has raised considerable
interest. Starting with the dot-com boom, it slowly found its way into the mainstream,
first in managerial practice, and later in academia. Despite all that has been written and
said on business models, there is still confusion around this poorly understood concept.
Consequently, executives do not have a shared understanding of the concept and are
starting to lose interest.

The problem stems in particular from the multitude of definitions of what a busi-
ness model is, and the differing views of the concept. Let us bring some clarity by

illuminating four distinct perspectives on the business model.

m
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SHAPE YOUR BUSINESS MODEL

THE STATIC PERSPECTIVE

The static perspective focuses on answering the question: What
is a business model? This perspective relies on definitions, com-
ponents, and building blocks, and provides conceptual, textual,

and graphical or visual descriptions and representations.

The many definitions of the static perspective can be distilled
to the following primary components:

Financials, revenues, profit, pricing, cost

Resources, assets, capabilities, competencies

Activities, processes

Strategy, competitive advantage, differentiation, positioning

Value proposition, benefits, solutions

Network, partners, suppliers, ecosystem

Customers, customer segments, target market

Offering, products, services

Governance, relationships, collaboration

Organization

There are two variants of definitions: the broad definitions, using
a large number of components to define the business model,
often including customers, the offering, the revenue model, and
so on; and the narrow definitions, defining the business model as

an activity system and focusing on the activities to be performed,

who performs them, how they are linked and sequenced, and

the assets and skills necessary to perform them.

THE DYNAMIC PERSPECTIVE

The static perspective focuses on describing business models,
but the dynamic perspective takes a process view and is
interested in how change and innovation of business models
happen. Two approaches explain change and innovation
processes: contextual and rational.

Proponents of the contextual approach believe that business
model innovation happens if the required conditions, a favorable
culture, the right organizational structure, and the right leader-
ship styles are present. Proponents of the rational approach be-
lieve that management and organizations can engage in specific

activities and processes to actively design new business models.

These activities usually follow these four steps:

1. Understanding customer needs and the business
environment through analysis.
Developing the new business model.
Evaluating business model ideas, often through
experimentation.

4. Implementing and scaling up the new business model.



THE STRATEGIC PERSPECTIVE

The strategic perspective is interested in how business model
innovation and change can create value for key stakeholders:
customers, the firm itself, and its ecosystem. It sees the business
model as a distinct strategic choice that has to be aligned with
product and market decisions. Whereas some believe that small
changes are sufficient, others believe that radical innovation is
necessary to create new and unique value. Different business
models can open up new strategic opportunities for growth and
venturing into new business areas. Consider Amazon, whose on-
line business model enabled it to venture from books into other
product areas and completely new business areas, opportunities

that the typical bookstore business model does not offer.

THE OPERATIONAL PERSPECTIVE

The operational perspective focuses on how to operate, man-
age, and control business models effectively and efficiently once
they have been implemented. Authors differ as to whether the
goal of this management is the continuous improvement to

increase efficiency or the management for growth.

OUR DEFINITION OF A BUSINESS MODEL

We apply the narrow definition of a business model as a holistic
system of activities needed? to create and deliver your offering,
resources necessary to perform these activities, the processes and
the sequence of how these activities are being performed, and the

organizational units and external partners who perform these activities.

BUSINESS MODEL

SELL

/iy
Alo|2
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© BUSINESS MODEL COMPONENTS
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@ DELIVER
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ACTIVITIES

Which activities need to be performed as part of your business
model, and how will they be performed? To design your
business model, it is important to consider and describe all
the activities needed to operate your business and to create
and deliver your products, services, and customer experiences,
no matter whether you will directly perform these activities or
will outsource key parts. Selecting which activities need to be
performed requires you to think about a number of aspects.
Which activities are required to deliver an experience that best
satisfies the customers’ needs?

Let's look at Amazon. Getting products from its warehouses
to the customers is a vital part of the business model, without
which Amazon’s model would not work. Yet Amazon outsources
delivery to partners like FedEx, UPS, or DHL. Or think about
Procter & Gamble's open innovation initiative. Researching and

developing new products is key to Procter & Gamble's business
model, and the company’s Connect + Develop initiative is
focused on sourcing innovation ideas outside of the company
through open innovation, instead of doing everything in-house.
You might also think about the form a certain activity takes.
Warehousing at Amazon looks different from warehousing at
Barnes & Noble. For some activities, it is necessary to specify in

greater detail what they will look like.
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CUSTOMER MANAGEMENT

Customer selection/targeting, acquisition, development, retention and growth,
marketing, sales, and public relations.

INNOVATION/DEVELOPMENT

Research and development; designing products, services, and customer experiences;
programming

REGULATORY AND SOCIAL

Environment, health and safety, governmental affairs, community relations

INFRASTRUCTURE AND ORGANIZATIONAL

Talent selection, recruiting, and management (HR); IT infrastructure management
and maintenance; operating servers, websites, databases, platforms, apps, etc.;
data collection and analysis

FINANCE AND ADMINISTRATION

Finance, accounting, administration®
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RESOURCES

Which resources, assets, skills, and capabilities are required

to perform the activities necessary for your business model?
Irrespective of who provides or owns the assets and who per-
forms the activities, how the chosen activities are performed
will require you to think about the assets and skills necessary to
perform those activities. Consider a typical restaurant or retail
franchise, for example. It needs access to prime real estate
locations to be able to perform its sales activities well. The real
estate can either be bought or be rented. In any case, access to
real estate is vital.

Again, it is not important for your organization to own the
required resources or skills, but you need to think about which
ones are essential to your business model. Think about online
platforms like Airbnb or eBay. Having rooms and products on
the platform is key to the business model, yet neither Airbnb nor
eBay owns these resources. In fact, Airbnb is the largest accom-
modation provider on the planet, without owning any rental

property itself.

Typical resources to think about:
People and talent
Skills and capabilities
Knowledge, data, and information
- Technology and patents
Brand and image
Equipment, infrastructure, and production facilities
Channels
Exclusive or privileged access to partnerships, alliances, and
specific customer segments
Financial resources, assets, cash flow, capital, and access to
financial markets

Location
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SEQUENCE

The sequence of your business model’s activities determines

ST

how you link activities and in which order you perform them. An
innovative business model can emerge from simply switching the
order of activities within your company’s or industry’s value chain.
A traditional sequence of activities in a manufacturing business
would, for example, look like this: sourcing of raw materials,
warehousing of raw materials, manufacturing, warehousing of
finished goods, distribution to retail space, and sales.

Dell was the first computer company to turn this sequence
upside down. First, customers ordered and paid for their com-
puters online. Only then would Dell source the required raw
materials, manufacture the computers, and ship them directly
to the customers. By shipping goods directly to the customers,

a key link—the retailer—was eliminated, and carrying material
inventories became unnecessary. The just-in-time sourcing of raw
materials eliminated the need to carry large inventories.

Or ponder the global automotive business models. In the
United States, cars are manufactured to stock and sold directly
at the dealer, whereas in Europe cars are mostly built to order.
These are the same activities, yet are performed in a different se-

quence to fulfill the specific customer needs of a certain region.

CRAFT YOUR STRATEGY

Typical processes in a sequence to think about:
Sourcing, procurement, and purchasing
Inbound and outbound logistics and delivery
Inventory, warehousing, and stock management
Operations, manufacturing, assembly, and packaging
Quality control
Innovation, research and development, and
product/technology development
Marketing and sales, customer relationship management,
and market research
Sales, order processing, invoicing, and payment

Human resources, hiring, and staffing

- After-sales services, support, and warranties

IT processes
Legal, financial, and administrative functions

Facility management and maintenance

17
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The final element of your business model is about who performs

which activities and who provides the assets and capabilities
necessary to do so. The key questions are: Which activities

are vital for your business model? Which resources does your
organization possess to fulfill these activities? Who performs the
required activites and who provides the necessary resources?

If it would be too costly to build up the required resources
and a specialized partner can better perform the activity, it might
be better to outsource it. Let’s look at Amazon again. Existing
logistics companies can better perform delivery of products,
and it would have been very costly for Amazon to build its own
distribution network.

When it comes to working with partners, you will want to
think about your relationship with these partners and how you
orchestrate the collaboration. Do you want to have one exclu-
sive partner and develop a close relationship, or do you want to

outsource activities to many partners?
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© BUSINESS VIODEL IN PRACTICE

To illustrate the business model as an activity system framework
and how different business model designs impact one’s busi-
ness, look at the example of online or offline commerce. If you
decide to be in the retail business, you can choose from at least

two different business models:

1. Sell through a bricks-and-mortar store.

2. Sell online through the Internet.

The two options require different activities to be performed,
and different resources, assets, and skills to perform them. If you
decide to sell through a bricks-and-mortar store, you will need
resources such as a store location, with merchandising displays,
inventory, and salespeople working in the store. To sell online

requires servers, possibly a warehouse, and people with different

skill sets (e.g., programmers, warehouse workers, and customer

service), plus a way to distribute your goods to your customers.
In the case of Amazon, the firm originally sold books

(a well-established product) in the United States (a well-

established market). Amazon changed the way books are sold,

thereby creating a business model innovation, using the Internet

to distribute its products versus the established bookstore retail

business model, which made it easier and more convenient

for customers to buy books and have them delivered to their

homes. This business model required Amazon to operate a

different activity system compared to the traditional bookstore.
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¥ TRADITIONAL BOOK STORE RETAIL ¥ INTERNET RETAIL MODEL
BUSINESS MODEL

) KEY ACTIVITIES - Establishing local bookstores (location search, - Central warehousing
rental, merchandising) - Logistics
Local inventory management - Website and server management
Distribution to local stores - Online marketing

In-store displays
In-store services

In-store sales

» REQUIRED - Bookstores - IT skills
RESOURCES - Local staff - T infrastructure
Marketing - Central warehouse locations

Logistics in collaboration with outsourcing partners

)» PROCESSES Ordering books, distribution to local store, local sales Inventory management, direct distribution to customer,
SEQUENCE & new linking as the bookstore was eliminated
LINKS OF
ACTIVITIES

» STRUCTURE All managed in-house Distribution outsourced
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’ EDEN MGEAI-I-“M THE CONSULTING BUSINESS MODEL REDEFINED

Liann Eden and Dena McCallum discov-
ered an opportunity to build a new type
of consulting company based on two
trends they observed. First, clients were
getting more sophisticated in buying
consulting. Many clients had been
consultants themselves and did not need
large consulting teams, but instead want-
ed expertise from senior professionals in
very specific areas. Second, many of their
consulting colleagues wanted to work

in consulting, but no longer within the
boundaries of one of the big consulting
firms.

Many consultants just wanted to do
consulting work and not be burdened
with the administrative and sales tasks
that are expected of them in the big
consulting firms. Some also wanted to
work part-time, something that is difficult
to achieve in the traditional professional

services firms. Eden and McCallum took

advantage of these two insights to create a business model com-

bining traditional strategy consulting and freelancing.

HOW DOES THE BUSINESS MODEL WORK?
The activities carried out in the Eden McCallum business model
are not that different from those of the traditional consulting
business model. Customers need to be acquired, and projects
must be sold, staffed, and carried out. Yet the way these activi-
ties are organized at Eden McCallum is fundamentally different.

For starters, Eden McCallum does not employ any consul-
tants. Each and every one of its more than 500 consultants is
independent. Not having consultants on the payroll provides
all parties with benefits. Not having to pay the fixed cost of
employed consultants, Eden McCallum is under no pressure to
sell the next project and to staff all its consultants onto these
projects. Consultants, in turn, get to choose the projects they
want to work on, just like clients get to choose the consultants
they would like to work with.

Partners at Eden McCallum do not manage the client proj-
ects, but instead leave this task to the consultants. Consultants
are not pressured to sell new projects, as this is the job of the

partners, and hence can focus on delivering successful projects.



The lower overhead cost translates into lower fees for the cus-
tomers, while the consultants can still earn a considerable salary
from their freelance work. They enjoy the flexibility to decide
how much they would like to work. Nobody pressures them into
accepting the next consulting project.

As the consultants are highly independent in how they work
with the clients, selecting and to some extent managing consul-
tants is an important activity within the Eden McCallum busi-
ness model. After all, the network of consultants is one of Eden
McCallum’s most valuable assets. A special team is in charge of
building the talent pool, taking care of consultants, and manag-
ing all consultant-related activities.

Meanwhile, partners can focus on business development

and building strong client relationships.

CRAFT YOUR STRATEGY
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’ KI-INIK HIHSLANBEN REINVENTING THE HOSPITAL BUSINESS MODEL

Klinik Hirslanden in Zurich is one of the
most exclusive private hospitals in Swit-
zerland. Founded in 1932, it is part of the
Hirslanden Private Hospital Group, which
was formed in 1990 by the merger of sev-
eral private hospitals, and has been part
of the South African Medi-Clinic Corpora-
tion hospital group since 2007.

Hospitals throughout the world
typically operate on either of two business
models: the chief physician system, in
which doctors are employed by the hos-
pital and report to a chief, or the private
practitioner system, wherein doctors are
independent and not necessarily strongly

tied to a particular hospital.

HOW DOES THE

BUSINESS MODEL WORK?

Over the course of five years, Klinik
Hirslanden gradually changed its old busi-
ness model of an infrastructure provider

to system provider. This innovative and

unigue business model combined the chief physician and private
practitioner systems, allowing Hirslanden to move from treating
private patients only to providing medical care to publicly and
privately insured patients alike, while being allowed to provide
highly specialized medicine under the Swiss legal health care
system. This transition required a shift from only providing infra-
structure to doctors, to offering a full range of services to private
practitioners and patients alike.

To begin design of its new business model, Hirslanden
asked why and how patients choose a particular hospital. It
found that it is often the family doctor or the specialist surgeon
who refers patients to a particular hospital. In addition to pa-
tients, doctors were also found to be customers for the hospi-
tal. To offer these two customer groups the best service while
providing patients with the safest service possible, Hirslanden
employed generalist doctors and provided required core pri-
mary care services, like a 24/7 emergency unit, patient dispatch,
general internal medicine, general surgery, radiology, anesthesi-
ology, and intensive medicine, therapy, and nursing.

To govern all these activities, orchestrate the processes, and
work between employed generalist doctors and independent
private practitioners, Hirslanden created a new organizational

structure, regrouping all medical-related services into the



so-called Medical System. The
Medical System is led by a doctor,
who, unlike in the traditional chief
physician system, is relieved of his
medical duties, focusing exclusively
on the management of the Medical
System. The Medical System provides
services to patients and the private
practitioners alike.

Private practitioners are support-
ed in setting up their practices, often
in facilities owned by the hospital,
and are organized within the so-called
umbrellas, interdisciplinary centers of
competence focusing on a medical
need perspective, instead of medical
disciplines.

To offer its private patients a
unique customer experience, Hirslan-
den introduced a hospitality unit,
regrouping all nonmedical patient
services, comparable to those of a

five-star hotel.

¥ KEY ACTIVITIES

¥ PROCESSES
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¥ STRUCTURE

» FORMER - Focus on treating — Chief physician system and
private patients organizational structure
Provide infrastructure to private Organize by area of expertise
practitioners Mix of employed generalist
and specialist doctors, plus
private practitioners
> NEW Focus on activities for patient New patient process Combine the chief physician

well-being and satisfaction

Treat private patients, plus
patients under the legal health
care system

Provide solutions to private
practitioner surgeons
Orchestrate work within the newly
created Medical System
Hospitality and medical program
management

Support private practitioners in
their strategy, organization, and

marketing

New processes between
departments
Standardize processes
and quality standards to
be followed

system and the private practi-
tioner system

New org design based on the
Medical System, grouping
general medical services
New hospitality unit regroups
nonmedical patient services
Group medical centers and
private practitioners around
clinical needs

Employ generalist doctors
Specialists act as private

practitioners
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SPARKS

BUSINESS MODEL SPARKS

8 WAYS TO DESIGN A NEW BUSINESS MODEL

etting a new business model or redesigning your current model requires you

to contemplate your activities, resources, sequence, and roles for offering a

complete, well-integrated model. Next is a set of “Business Model Sparks”

to inspire you to find innovative options for designing your business model.
When designing your new business model, keep the insights you gained about your
customers and noncustomers, their needs and experience, as well as your company
and its ecosystem in mind.

We suggest you use the different sparks one by one and try to design various
options of your business model. Don't hesitate to go to extremes. Extremes often hold
some elements that make a lot of sense. Once you have developed multiple alterna-
tives, you might also want to try combinations. Play around and see what ideas

come up.
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ASSESS

Assess your assets and make

your own hamburger buns.

ASSESS YOUR EXISTING BUSINESS MODEL

A good starting point to design a new business model

is to evaluate your current one. Many companies do not
understand their current business model well. Take the value of
your current business model that you created, its underlying key
activities, assets, and processes, and try to understand what is
particular about it. Is there anything that makes it special? Also,
look at different business models in your industry. Inspiration can
come from combining the best of different models, as shown
with Eden McCallum and Klinik Hirslanden. Look at the opportu-
nities you identified, and think about what could be different in
your business model to capture the opportunity and better fulfill

customers’ and noncustomers’ needs.

Questions to consider:

- What are our most valuable assets?

- Which activities in the value chain do we perform best?

- Which activities in the value chain are key to being successful

in our industry?

- Which are the dominant business models in our industry?

- What are the advantages and disadvantages of each model?

How well do the activities we perform fit together?
How well do the activities reinforce each other?

How well do they fit with what our customers expect?
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NEW ACTIVITIES

Add home delivery or take out.

CREATE NEW ACTIVITIES

New business models and growth can emerge from

performing new activities. For Amazon, introducing the
possibility to sell used books as a new activity brings about 20
percent of book sales revenues these days. Or think about the
possibility to send items back to Amazon at no cost for the
user, a new activity that has dramatically enhanced the customer
experience and removed barriers to online shopping. Adding
new activities can also mean integrating steps in the value chain,
which have traditionally been performed by suppliers. Integra-
tion thereby refers to adding upstream and downstream activi-

ties in the value chain.

Questions to consider:

- Which activities do we need to add to fulfill our customers’
needs?

- Which of these do we need to perform, and which are part of
our core capabilities?

- Which activities do not provide any value for the customer?

- Which new activities in the value chain would offer an en-
hanced customer experience?
Can we eliminate unnecessary activities in the value chain?

- Which activities are obsolete and can be eliminated?

- Which activities could we outsource, potentially to customers?
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UNBUNDLE
Unbundle your supply chain by

ordering pre-made burgers.

UNBUNDLE YOUR BUSINESS MODEL

While performing new activities can mean adding activi-

ties, new business models can also emerge from unbun-
dling existing business models. In the traditional business model
of telecommunications providers, there are three main activities:
(1) developing the network, (2) marketing, sales, and customer
contract management, and (3) developing content offerings, for
example, music services.

The business model of Bharti Airtel, the leading telecom
provider in India, is based on unbundling the traditional mobile
telecom business model. It created a new business model by
focusing on its core capabilities, and outsourcing building its
network, as well as content production, to partners. Through
outsourcing, Bharti Airtel focused its resources on core

differentiating activities. In only paying network providers for

used capacity, the business model allowed Bharti Airtel to turn
fixed costs into variable costs, giving it financial advantages,
without having to invest in expensive networks.

Rethinking your activities might simply entail eliminating
activities. Consider IKEA. It has built a business model around
eliminating the delivery and assembly of products and outsourc-

ing these activities to customers.

Questions to consider:

- What are our core capabilities?

- Which activities could be better performed by somebody else?
How could unbundling our business model help us to focus
our resources (human and financial) on our core capabilities?

- Which parts of our business create real value for the customers

and differentiation for us?
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COLLABORATE

Collaborate with local producers

by adding an organic offering.

COLLABORATE WITH SUPPLIERS, PARTNERS,

YOUR NETWORK, AND YOUR ECOSYSTEM

As your business model is likely to require activities that
are not your core capabilities, you will need to collaborate with
your ecosystem of suppliers and partners. Some businesses
wouldn't be possible without partners. Successful business
model innovators don't see partners only as suppliers, but try to
establish real value-adding relationships with their ecosystem
stakeholders.

Study some of the examples that have been illustrated so
far: Amazon needs to partner with logistics companies to deliver
goods, Bharti Airtel couldn’t do business without the network
providers, and Eden McCallum’s and Hirslanden'’s business mod-
els wouldn't be possible without the strong relationships to their
independent partners. Tactics like crowdsourcing rely on collab-

orating with large communities. Platform-based business models

like Uber, eBay, Airbnb, or Eden McCallum rely on a community
on both the supply and the demand sides, without which their

businesses wouldn't work.

Questions to consider:

- Which activities do we perform best?
How does our cost basis change when we use suppliers and
partners instead of internal resources?

- Which activities are not that important for us to perform?
Do we have unique access to partners?
How well do we use the connection with our ecosystem
stakeholders?
How could we intensify our relationship with partners to create
a unique business model?
If we were to start anew, which activities would we perform and

where would we collaborate with partners?
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PAY & PICKY
YOUR ORDER:

&8 ,1.31.9

REGULAR HAMBURGER

READY TO EAT IN

3 MIN.

NEW SEQUENCES

Instead of paying at the end, pay

before getting the burger. No
service, but take out your meal.

ESTABLISH NEW AND DIFFERENT LINKS

AND SEQUENCES BETWEEN ACTIVITIES

Changing the sequence of how activities are performed is
another strategy to design new business models. As previously
discussed, Dell changed the traditional manufacturing sequence
to sell first, before manufacturing started. The fashion retailer
Zara changed the traditional business model from the usual
two seasons (spring/summer and autumn/winter) to a new cycle
every month. Data on sales is thereby collected and fed back to
manufacturing and logistics. So instead of stocking garments
for a whole season in a shop, Zara delivers to its shops on a daily
basis. The data is furthermore used to pick up trends influencing
the design and manufacturing of the next garments.

The fast fashion cycles mean that Zara has new collections in

its stores at least every month, in some cases even every week.

Hence, customers return more often to see the new collections.

Whereas the usual apparel producer’s designs-to-sales cycle
lasts about 1.5 years, the cycle for Zara is about 20 days. Process
automation and on-demand production strategies are other
ways to create new links between activities and hence new busi-

ness models.

Questions to consider:
Could we redesign core processes differently to improve
efficiency and effectiveness?
How can we use data to change our processes?

- What would our processes look like if we turned them
upside down?

How can we integrate our supply chain?
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NEW USES

Rent out the restaurant during quiet
afternoons for company workshops.

USE YOUR ASSETS AND RESOURCES IN NEW WAYS Questions to consider:

New business model ideas can emerge from thinking - How can we use our assets to create new businesses?
about how to leverage existing assets in new ways. Think - What are our core assets?
about airlines or hotels. The same asset, planes or hotel property, - What are the advantages of having these assets?
can be used to address multiple customer segments, with econ- - What are we using them for at the moment?
omy, business, and first classes, or single rooms, twin bed rooms, - What other ways could we use our assets and resources?
junior suites, and suites. Bharti Airtel and T-Mobile use their cus- - Which of our assets are truly unique and cannot be
tomer bases as channels to distribute additional products and imitated nor substituted easily by others?

services, like music streaming, for example, whereby German

T-Mobile customers have access to Spotify.
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RETHINK

Rethink your channel by
franchising your restaurant.

RETHINK YOUR CHANNELS

Many business model innovations arise from changing the

way companies interact with their customers. Going di-
rect, going indirect, establishing pop-up stores, franchising, and
licensing are all strategies to consider. Dell and Amazon went
direct by eliminating the distributors. Hilti does its own distribu-
tion to be able to control the customer experience, while com-
petitors like Black & Decker or Bosch distribute their products
through intermediaries. Airlines and hotel chains make pricing
and their offerings more and more attractive on their own web-

sites, and less interesting when bought through third parties.

Questions to consider:

- Where, when, and under which circumstances do our custom-
ers need/buy/use our products and/or services?
How easy or difficult is it for our customers to find and buy
our product?
How easy is it to do business and interact with our company?
How aligned are our channels and processes with the needs of
our customers?
How would we improve the customers’ total buying cycle
experience?

How would we reach noncustomers?

- What new distribution channels and innovative points of pres-

ence could we develop?
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Use digital transformation by

DIGITAL TRANSFORMATION:

TAKE ACTIVITIES ONLINE

Digital transformation of business models means taking
activities online and enabling activities that were not possible
before. Zara's supply chain management, for example, is made
possible by technology and the integration of sales, design, and
manufacturing processes. Businesses like Amazon, iTunes, Net-
flix, Spotify, Uber, Airbnb, eBay, Facebook, and so on wouldn't
be possible without modern technology.

Live-Frischetheke enables customers to chat live with the
butcher and see the actual product they will receive. They can
ask questions about how much they need for a party of six,
how to best prepare the meat, or how long it can be kept in
the fridge. Through live video, the butcher can show the ac-
tual pieces the customers will receive, which avoids surprises

and customers can trust they will have what they need for their

offering online customized ordering.

DIGITAL TRANSFORMATION

party. Products are delivered in a vacuum packaging via express
delivery, made possible only by partners like DHL or UPS having

introduced fresh food delivery capabilities in recent years.

Questions to consider:

- Which activities could we take online?
How could we make the customer experience more efficient
and effective?

- Which activities would we need to take online to create a bet-
ter customer experience?
How can we leverage technology in a way to enable high tech
and high touch?
Do we rely on conventional channels?
Do we offer (co-creation) experiences to customers?
Is every step of the buying cycle addressed by the channels?
How easy is it to do business with our company?






= \/ISUALIZE YOUR CURRENT BUSINESS MODEL

OVERVIEW

Map your current business model using the individual components of your

model: Activities, Resources, Sequences, and Roles. This activity can also

be used to envision the model of a completely new business.

TIME NEEDED MATERIALS
60-90 minutes Markers, sticky notes, and
whiteboard

STEPS

1.

Give each participant sticky notes and markers. Have the team ideate
the set of activities you currently perform to deliver your offering. For
some new ideas, reference the table of activities shown in the book.
Only write one activity per sticky note. Post them all on the whiteboard.
Grab the results of the Map Your Resources activity and post up the
resources you own or have access to in order to fulfill the activities you
outlined.

Now gather the set of roles you created in the Map Your Ecosystem
activity. Assign roles to the activities and resources. For each activity, try
to answer who performs it, and for each resource, who provides it. Roles

can be internal groups or business units, and external stakeholders.

SOURCE: The Art of Opportunity authors

4,

Visualize the business model of your firm in order to create innovative variation.

Next, create the links to illustrate the sequence of activities and
transactions between roles in the ecosystem. Draw arrows to show the
direction of the activity flow. We suggest that you color-code tangible
and intangible resources to better see the different types of resources.
Review the final business model and validate all the Activities, Resourc-
es, Roles, and Sequences with the team. Consider getting additional
input and feedback from other people in your firm. Take photos of all

whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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ACTIVITY

OVERVIEW

Using the visualization of your current business model and Business Model
Sparks, generate new ideas for Activities, Resources, Roles, and Sequence

to design your new business model.

TIME NEEDED
60-120 minutes

MATERIALS

Markers, sticky notes, whiteboard,

previously created visualization of

your current business model, and

the Business Model Sparks

STEPS

1. Print out the Business Model Sparks and a copy of the visualization of
your current business model that you created earlier. Then pass out
sticky notes and markers to all participants. Divide participants into
teams of three or four. Each team will create a grid on the whiteboard
and have rows labeled Activities, Resources, Roles, and Sequence.
Write your Breakthrough Question at the top. If you have more than
one Breakthrough Question, make a grid for each one.

2. Teams will brainstorm what elements they believe are needed in each
of the four business model components to deliver the offering that
answers the Breakthrough Question. Begin with the activities required

to create and deliver your offering to the customer. Don't be shy about

SOURCE: The Art of Opportunity authors

DESIGN YOUR NEW BUSINESS MODEL

Using a set of Business Model Spark Questions, ideate new business model options with your team.

generating a large volume of ideas in each area, and know that this can
be a messy and creative process.

Next, think about the sequence of your activities. Can you create a new
business model by reshuffling it? Try turning the sequence upside down.
After having designed a sequence, assign the resources and assets, and
roles and capabilities, needed to exercise them, and assign the roles
(internally or externally) that will provide the activities. Once you settle
on one component idea, be sure to circle back to the other business
model components to see if the integrated idea still makes sense.

Next grab the set of Business Model Sparks and have each team

review them and decide which ones might inspire new ideas to the
initially brainstormed business model. After discussion, create a new
grid and ideate alternative options for your new business model. Once
again, place ideas in each category of Activities, Resources, Roles and
Sequence. If you only have minor changes to your original model, the
team can choose to just modify the current model.

When done, each team shares their ideas with the group. Work to find
alignment on the strengths and weaknesses in the business model
ideas presented. Then use a decision-making process to select the top

one or two business models to explore. Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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ACTIVITY

completely different or opposite views.

OVERVIEW

Flipping your business model assumptions encourages your team to find
innovation alternatives and solutions by questioning the business model

assumptions made when designing their new business originally.

TIME NEEDED
60-120 minutes

MATERIALS

Markers, sticky notes, whiteboard,

and Design Your New Business

Model activity session output.

STEPS

1. Create a grid on the whiteboard with the headers of “Activities,”

"Resources,” "Sequence,” and “Roles.” In the two rows below the
headers, write “Current Assumptions” and “Flipped Assumptions.”
Give each participant sticky notes and markers.

2. Have each participant carefully review the business model components,
and their myriad of elements from your new business model session.
Have a team discussion around the set of assumptions you believe to
be true that justify the each of the components.

3. Inthe Current Assumptions row, have each participant write his or her

ideas on the key assumptions upon which your business model is based

SOURCE: The Art of Opportunity authors

FLIP YOUR BUSINESS MODEL ASSUMPTIONS

Find new ideas and insights by challenging existing ways of thinking and your core beliefs by looking at

in each of the component areas. Have a conversation, discuss every-
one's ideas, and then settle on the key current assumptions.

Now for some fun! Have participants create a list of the opposite of
each Current Assumption in the Flipped Assumption row. When done,
discuss everyone's ideas, and then settle on the key flipped assumption
in each component cell.

Give everyone plenty of quiet time to write down as many ideas as they
can, to reframe the business model based on the Flipped Assumptions.
Imagine and describe what would have to be true to make the flipped
assumption work. Don't be too hasty in dismissing flipped assumptions.
Then, ask each participant to share his or her ideas, giving everyone an
opportunity to contribute.

Once everyone has shared their ideas, have a discussion to further
develop and refine peoples’ ideas, and use them to create new ideas.
The goal is to gain a different perspective of your new business model,
based on seeing it from a different set of assumptions, to find innova-
tive ways to evolve the initial new business model you developed. Go
back to your model and revise if you found some brilliant new ideas.

Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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REMIND PEOPLE THAT
PROFIT IS THE DIFFERENCE
BETWEEN REVENUE AND
EXPENSE. THIS MAKES
YOU LOOK SMART.

—SCOTT ADAMS cartoonist



CRAFT YOUR STRATEGY

STRUCTURE YOUR REVENUE MODEL

v
WHILE DETERMINING YOUR OFFERING and setting your business model are import-

ant elements of your strategy, new growth can also emerge through innovative revenue

models. Your revenue model is determined by three components:

1. Revenue streams
2. Pricing mechanisms

3. Payment mechanisms

The example of Hilti outlined earlier illustrates how a new business model also re-
quired a shift in the revenue model. Hilti's fleet management service turned purchasing
products, and hence paying only once when the purchase is made, into a service with

recurring monthly payments.

143
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STRUCTURE YOUR REVENUE MODEL
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REVENUE STREAMS

Where does the money come from? What is being paid for?
Revenue streams are the paths through which money comes to
your company or, in other words, what customers pay for.

Often there are multiple users who don't have to be the
payer. Consider online search models, which offer free search
services to users but paid services for advertisers, or TV stations
offering free movies, paid for by advertising.

Freemium revenue models are built on the logic that a basic
version of the product or service is available for free, whereas
premium features need to be paid for. The American rock band,
Nine Inch Nails, very successfully applied this strategy when it
launched its Ghosts I-IV album. The album generated revenues
of $1.6 million within the first week of its release. While this might

not seem very spectacular, one has to understand that Nine Inch

Nails did not work with a record company. The band split with
their label in 2007, just before launching the album. And they
did not sell the album on iTunes, either. The album was, in fact,
available as a free download on Nine Inch Nails' website.

How did Nine Inch Nails make $1.6 million? By offering pre-
mium products like special edition CDs, and deluxe and ultrade-
luxe limited edition packages.

Another example of an innovative revenue model in a
well-established industry was set by two coffee shop chains,
the French AntiCafé and the Russian Ziferblat. Neither business
charges customers for the food and beverages they consume,
but rather for the time they spend in the coffee shops. Coffee
and food are actually for free. AntiCafé offers hourly, daily, week-
ly, and even monthly packages of time spent at one of its shops.
If you think about it, it's actually logical that in cities like Paris and
London, rent is the main cost driver for a coffee shop and not the
coffee sold. So why should customers not pay for having access
to and using the most valuable asset?

Fractional ownership models for private jets or real estate
offered by hotels like the Four Seasons, Fairmont, Ritz-Carlton,
and Hyatt bring in additional revenues while granting custom-

ers access to a multitude of properties. And, in addition, the



customers might profit from the value increase of the properties
in which they invested.

Subscription- and membership-based models entitle people
to access and usage, not for ownership of goods, and have
become widely popular for digital products, especially all kinds
of software, as well as for access to digital offerings like music or
video streaming. Blacksocks has even turned buying socks into a
subscription model. Businesses like gyms thrive on memberships
having been paid for, even though most custumers don't regular-
ly use the services.

New revenue streams can also come from using your assets
to launch new products and services. Consider Amazon: key
assets of its business model are warehouses and IT infrastructure.
Leveraging these assets, Amazon created new products and
services like Amazon Web Services (AWS) and Amazon Fulfill-
ment, bringing in new revenues. Deutsche Bahn railways offers
a car-sharing service called Flinkster, using the cars to generate
three different revenue streams: a monthly subscription, a rental
fee based on when and how long you use the car, and putting

advertising on the car, hence generating advertising revenue.
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Revenue stream options to consider:

Sales: Simply selling your goods. Example: Selling a burger.
Subscription: A flat fee (monthly or annually) for access to
your offering. Example: a yearly subscription allowing the
buyer to have 5 burgers a week.

- Tiered Subscription: Different levels of subscriptions at
different price points granting access to different levels of
offerings. Example: a basic subscription offering two burgers
on weekdays, another subscription offering all week access to
the restaurant including weekends and five burgers per week,
and a VIP subscription offering fast lane entrance, VIP seating,
free drinks, and all you can eat burgers.

Membership + Usage: A one-off membership fee, plus
additional charges for using the offering. Example: flat
monthly fee to be guaranteed a table, plus having to pay for
each burger.

- Advertising: Renting out assets and space you own to display
advertising. Example: advertisements in the menu, on TV
screens, and on cups.

Sponsoring: Very similar to advertising. A third party pays for
an event, for example, and gains access to your customers in
return, or profits from your image. Example: Coke sponsors an

event with free burgers for VIP customers.
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Fractional ownership: Instead of selling to only one customer,
selling the same good to multiple customers. Example: Frac-
tional ownership of private jets, or vacation homes. Members
buying a stack in a private burger club.

Licensing/Franchising: Giving somebody the right to use a
brand, patent, or any form of intellectual property. Example:
Burger King does not operate any of its restaurants, but only
grants independent franchise partners the right to do so.
Companies license their brands to be used in other domains.
Pay-per-use: Charge a fee for every time a product or service
is used. Example: Instead of paying a monthly fee to go to the
gym, you actually only pay when and if you go (to work off all
these burgers).

Leasing/Rent instead of sell/buy: Instead of selling your
good, and transferring ownership, you only grant access based
on a fee (often paid as a subscription). Example: Software as

a service (SaaS). Rent out your kitchen for customers to cook

themselves.

PRICING MECHANISMS

Pricing mechanisms define how much will be paid for

your products and services and how the prices will be set.
Traditionally, prices tend to be fixed and are set based on a
cost-plus strategy, or compared to what competitors charge.
An innovative pricing system lets customers determine what
they are willing to pay. For example, Lufthansa lets customers
make an offer for upgrades to its Premium Economy Class. The
airline and hotel industries have refined offering different prices
for different levels of services and features, as well as setting
their prices dynamically based on demand. During holidays it is
common to pay three to four times the price you would pay for
the same room during a period of low demand.

The Blue Ocean Strategy framework proposes setting a
price that is affordable to the mass of buyers. The so-called price
corridor of the mass is thereby not necessarily determined by
prices your competitors charge, but also looks at the prices of al-
ternative and substitute offerings that customers refer to in order
to fulfill the same need as your product. Within the price corridor
of the mass, upper, medium, and low-level prices are determined
by how prone your offering is to be imitated. The easier it is for a

competitor to copy your offering, the lower the price should be.



Pricing mechanisms to consider:
Fixed list price: A fixed price set by the seller.
Flexible price: Prices are variable and vary depending on
criteria like volume bought, time of year.
Product feature dependent: The more features, the more
expensive.

- Customer characteristic dependent: Prices are set based on

the buyer. For example, loyal and frequent customers get a

discount, while overseas customers have to pay a higher price.

- Volume dependent: The more one buys, the lower the price
per item.

- Value-based: Instead of fixing prices based on cost and
targeted profit margin, the price is based on the value an
offering has for the buyer.

Bargaining: Prices are negotiated between seller and buyer.

- Yield management/demand-based pricing: If a good is in
high-demand, prices go up; if there is low demand, prices
go down.

- Auction: Buyers compete; the highest bidder receives
the good.

Reverse auction: The seller announces a price and if no one

buys, the price is lowered until a buyer accepts.
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Pay what you want/User-defined pricing: The buyer can pay
whatever she wants, and the seller accepts unconditionally.
Flat rate: The all you can eat buffet.

Performance-based: The seller agrees on achieving a certain
target, and is paid only if he achieves it.

Freemium: A basic version of the offering is for free; additional
features and advanced versions have to be paid for.

Premium: The price is not determined by actual cost, but is

influenced by brand, image, exclusivity, etc.
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PAYMENT MECHANISMS
Payment mechanisms determine when, how often, and in which
form you will be paid.

Payment timings vary from paying in advance to paying after
you have received the goods or services. Or one can receive
payment through installments or based on milestone comple-
tion. Frequency can go from paying once to recurring payments.
Payment forms include cash, credit card, wire transfer, bank
transfer, and services like PayPal, Amazon Payments, or Bitcoin,
as well as whether products and services might be financed by
your company. Automotive companies, for example, often offer
financial services.

The German-based Saturn and Media Markt electronics
stores, for example, offer zero percent financing for their prod-
ucts, enabling customers to buy goods and pay for them in
monthly installments, rather then having to pay up front.

Here are some payment mechanisms you can consider:

TIMING:

- Up front: The buyer has to pay before receiving the goods/
services.

- After: The buyer pays after having received the goods/
services.

- Installments: Instead of paying the full amount at once,
the buyer pays in monthly installments, usually after having
received the goods.

- Subscription/Membership: A flat monthly or yearly fee.

- Revenue before cost: Making buyers pay, before the seller

has actually had to spend money on the good/service.

PAYMENT METHODS:
- Cash

- Credit cards

- PayPal

- Amazon Payments

- Bitcoin

- Wire transfer

- Check

- Bank transfer
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INSPIRATION

’ PHDSIEBENSAT-] FINDING A REVENUE MODEL FOR THE NONCUSTOMER

The new business of ProSiebenSat.1
(Pro7), which we introduced in Chapter

1, is built on a completely new revenue
model, enabling Pro7 to offer TV adver-
tising to customers who have tradition-
ally been ignored by the industry. The
typical TV advertising customers are large
multinational companies, which buy large
amounts of advertising minutes, usually
at heavy discounts. Start-ups and small
and medium-sized companies firms
cannot afford to pay the list prices or buy
the high volumes that the larger multina-

tionals buy.

Pro7 created a new revenue model consisting of a base
fee, with additional options for a media-for-revenue-share and a
media-for-equity component. As such, companies do not have
to pay directly for the advertising, but only pay a share of the
revenues generated by their media. In the case of start-ups and
the media-for-equity model, TV media is used to boost company
sales and Pro7 benefits from equity proceeds and in the case of
an initial public offering.

The revenue model created a new revenue stream from
former noncustomers, and enabled Pro7 to make a profitable
offering available to these customers. Pro7 took the new revenue
model even further and actually developed a new business mod-
el, strategically investing in selected companies and businesses,
building a portfolio of investments and a leading position in
areas such as online travel businesses, home and living, and

fashion and lifestyle.



PRO7 TOOK THE NEW

REVENUE MODEL EVEN

FURTHER AND ACTUALLY

DEVELOPED A NEW

BUSINESS MODEL.
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INSPIRATION

> FAHHENHEIT 212 INNOVATING THE REVENUE MODEL

The New York-based innovation consultancy Fahrenheit 212
has created a business around an innovative revenue model.
Typically, revenue models in the consulting industry are built on
customers paying for the amount of consulting hours consumed.
Sometimes they might pay on a project basis, but project costs
are again calculated on the number of days necessary to com-
plete the project.

Fahrenheit 212 offers its customers a revenue model where-
by two-thirds of the consulting fee depends on Fahrenheit 212
meeting milestones in the innovation process. Payment is hence
spread over multiple stages, and the customers pay only once a
milestone is met, thereby reducing their risk in having to pay for
a project that does not deliver. Fahrenheit 212 ties a portion of
the two-thirds to the commercial success its innovations achieve
in the market, creating an additional revenue stream beyond its
project fees. And, having gained considerable experience with
innovation projects, it is able to charge higher prices now than
when it began its business, setting prices more often on the

value it creates, than on a cost- or margin-based calculation.
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’ 826 VAI-ENGIA MARRYING PROGRAMS FOR NEW REVENUE

The San Francisco-based nonprofit organization, 826 Valencia,
supports students between ages 6 and 18 to improve their
writing skills. What started with after-school tutoring has
developed into a range of programs (e.g., field trips, summer
school, workshops, etc.) over the years. The most innovative
part of 826 Valencia's business is that the programs are run out
of the back of a pirate supply store (yes, pirate supplies!). As
the tutoring program is offered for free, 826 Valencia needed
a revenue stream. The location and the old store provided the
perfect venue for pirate supplies. Meanwhile, other 826 stores
around the United States have followed. New York City operates
a superhero equipment store, and Los Angeles has its Time
Travel Mart.

To learn more about 826 Valencia, listen to the great TED
talk on the history of the organization, by its founder, Dave
Eggers, when he accepted his 2008 TED Prize.



&

SPARKS

REVENUE MODEL SPARKS TO CONSIDER

eciding how to structure your revenue model is a critical step in determin-

ing your new business growth strategy. You will need to weave the right

blend of revenue streams, and pricing and payment mechanisms to settle

on the optimal revenue model. To help you explore options, following is a
set of revenue model spark questions to consider. When designing your new revenue
model, keep ease of transaction and the satisfaction of your customers and noncus-
tomers in mind.
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REVENUE STREAM PAYMENT MECHANISM

- What are our current revenue streams?

- What specific product or services do our customers buy?

How can we use our assets for additional revenue streams?

- What is the most valuable product or service for our customers
or noncustomers?

- What if we gave away our core product for free? How could we

still make money? What is the source of that money?

PRICING MECHANISMS

Is our price affordable to the mass of customers?

- What are the prices of comparable, alternative, and substitute
offerings?

How do we usually set prices—based on cost, benchmarked
against competitors, based on performance, based on value
created, or other?

- What is the item that defines price?

- When do we ask customers to pay?

Do we need the money up front?
Could we offer installment-based payments?

How easy or difficult is it to pay us?

- Which payment options would our customers prefer?

Could we entice customers to pay up front?
Can we tie the payment to specific events in the

buying/consumption process?



ACTIVITY

revenue model.

OVERVIEW

Card sorting will help you better understand the implications of employing
different options for building your revenue stream, and pricing and

payment mechanisms.

TIME NEEDED
60-120 minutes

MATERIALS

Markers, sticky notes, Growth Ini-

tiative Brief, Breakthrough Ques-

tions, Revenue Model Options,

and Revenue Model Sparks

STEPS

1. Prepare by either creating and printing out pages of the options in each
of the three revenue model components (revenue stream, and pricing
and payment mechanisms) or downloading, printing, and cutting up the
revenue model cards from the Art of Opportunity site.

2. Take your set of cards and put them into three separate stacks, once
for each component (revenue stream, and pricing and payment
mechanisms).

3. Divide your group into teams of two or three. Be sure all the cards for
each component are visible. Using the Growth Brief as a guide, have

participants brainstorm different combinations of options, using one

SOURCE: The Art of Opportunity authors

REVENUE MODEL CARD SORT

The revenue model card sort helps explore, define, and structure the architecture of your

or more cards from each component area. Use the Revenue Model
Sparks for inspiration as you create your combinations. Put your ideas
on a whiteboard with three columns labeled Revenue Stream, Pricing
Mechanisms, and Payment Mechanisms.

When done, allow everyone to briefly describe his or her combination
ideas and allow time for group discussion. Does each combination
overcome certain barriers or hurdles and/or simplify or answer a cus-
tomer or noncustomer need?

Once everyone has shared their ideas, start a group discussion to
further refine and develop combinations, and use them to create new
ideas. Criteria to consider: best, worst, most innovative, new to the
company, new to the industry, new to the world, unique. Take photos of

all combinations.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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T YOUR STRATEGY:
EATING VALUE

YOU'VE MOVED THROUGH the myriad of ways to craft your strategy, exploring your
offering, your business model, and your revenue model, having developed multiple
options. Now it is time to make some decisions, setting the strategy you believe will

be most valuable to build your growth business. How can you assess the potential of
success of your strategy options?
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CREATING VALUE

v

THINK ABOUT HOW YOU CAN WIN in today’s business environment. Instead

of competing by focusing on low cost and/or differentiation, the winners in today's
economies focus on creating value and benefits for multiple stakeholders. Your

growth strategy should create value for your:

1. Customers
2. Firm

3. Ecosystem

Evaluating optional strategies using the criteria of value and benefit creation helps
you to select which strategy to pilot in the market. In practice, the three types of
value might not be equally important; yet, if you manage to design a strategy that

creates strong benefits for every group, you will achieve much stronger success.
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CREATING VALUE

CUSTOMER VALUE

Your growth strategy will be successful only if you create value
and benefits for your customers. Creating value for your cus-
tomers is a function of taking your specified customer segment,
along with your identified opportunity (based on the customer’s
problem, need, and job to be done) and your strategy. Your
strategy is the solution you are proposing to solve the custom-
er's need, and consists of your offering, your business model, or
your revenue model.

Often your customer might not be the final user of your
products or services, or you might have multiple customer
groups you need to think about. As shown earlier in the exam-
ple of Hilti, the firm's fleet management and the logistics and
financial administration services are targeted at offering different

buyer groups very specific value propositions.

Hilti offers its customers high-quality and reliable tools, and,
as mentioned, workers are proud to show their red-painted Hilti
tools. For the tool-crib manager, it is easy to order new tools and
manage the inventory of existing tools. For the CFO, the month-
ly subscription-based fleet management service makes it easy to
plan cash flow and expenses.

To evaluate whether your strategy creates value and benefits
for your customers, go back to the opportunity you discovered
and ask whether your strategy removes the barriers to consump-
tion and the hurdles to satisfaction you identified along the

customer journey.



CUSTOMER VALUE QUESTIONS
Here are a few questions to use in evaluating how well
your strategy solves your customers’ needs to create value
for them.
How does this strategy enhance customer productivity?
How does this strategy solve the need of the customer?
How does this strategy make the customer journey more
convenient, pleasant, and enjoyable?
How does this strategy reduce the risk for customers?
Bear in mind that risks could be financial, physical, social,
or emotional.
How does this strategy make it easy for the customer to do
business with us?
How does our revenue model make the offering more

affordable to customers?
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How will engaging in business with us and using this offering
make the customer feel? What will be the image customers are
likely to have of us?

How easy or difficult to use is this offering?

How do this business model and revenue model make the

offering available to our customers?



164 THE ART OF OPPORTUNITY

CREATING VALUE

FIRM VALUE

Besides creating value for your customers, your strategy must

create value for your firm. These benefits can be financial, opera-
tional, and strategic.

The most obvious financial value created for your firm is
the profits your strategy creates. Other financial benefits and
advantages created, especially by the business model, can be
a lower need for financing or a reduced cost. For example, the
direct sales and distribution model pioneered by Dell, along with
how it handles its logistics, enabled the firm to have negative
working capital, and hence, not require a lot of financing. Finan-
cial benefits include increased performance in terms of revenue
growth, lower cost and thus higher profits, reduced capital in-

vestment, and the transformation of fixed cost into variable cost.

Operational benefits include higher flexibility and speed in
terms of reaction to the market, higher degrees of asset utiliza-
tion, and faster inventory turnover. Other benefits could include
leveraging existing systems for higher efficiency, better utiliza-
tion of full-time staff, or reduced complexity.

Strategic benefits include competitive advantage through
differentiation, a unique position in the market through the
creation of superior value for the customer, increased market
share, enhanced brand and reputation, and the exploitation
of business opportunities. Strategic benefits also include the
further possibilities that a certain offering, business model, or
revenue model creates for your company. In the case of Amazon,

its online business model has enabled the firm to expand



from books into all sorts of product areas, a possibility that the
traditional bookstore does not offer. The underlying assets and
capabilities necessary to operate the Amazon business model
have created further opportunities to venture into online web
services, logistics, and payment services. For Hilti, fleet manage-
ment customers are more loyal and satisfied with the brand and,

as a result, spend more with Hilti.
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FIRM VALUE QUESTIONS

165

The following are questions to use in evaluating how well your

strategy creates value for your firm.

- What strategic, operational, and financial benefits does this
strategy create for our firm?
How does this strategy put us in a position of competitive
advantage?
How difficult or easy will it be for others to imitate this
strategy?

- Which further options and opportunities does this strategy
open up for us?
How does this strategy enable us to turn noncustomers into
customers?
How does this strategy leverage our unique assets and
capabilities?

How difficult or easy will it be to implement this strategy?
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CREATING VALUE

ECOSYSTEM VALUE

Finally, your business model needs to create value for your eco-
system and the suppliers, partners, and stakeholders. If it doesn't
create any value for these ecosystem roles or actors, why should
they engage in any business activity with your company? As with
firm value, the ecosystem’s value can be financial, operational,
strategic, or even emotional.

The tutoring offering of 826 Valencia creates value for the
students (who get better at their schoolwork), as well as value
for the parents (who don't need to spend as much time helping
their children to study and are proud of their kids when they
receive better grades). The teachers working with 826 Valencia
also receive value, as the tutoring supports their efforts in
teaching the children, and the tutoring organization creates

emotional value for the volunteers who work with the kids. The

tutoring organization also creates value for the whole community
surrounding the store as people get together and socialize

during special events.

ECOSYSTEM VALUE QUESTIONS
These questions can be used to determine how well your
strategy creates ecosystem value.
How does this strategy create value for our ecosystem?
How does this strategy enable us to establish stronger rela-
tionships with our ecosystem?
How does this strategy leverage our unique ecosystem?
How does this strategy help our ecosystem partners to achieve

their objectives?
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INSPIRATION SUMMARY

> The following is a summary of some of
the examples that have been discussed

so far in this book that illustrate the main

value and benefits created by a blend of
strategies. To see the full list of Inspiration
cases, go online to the Art of Opportunity ¥ CUSTOMER VALUE PROPOSITION

site at www.theartofopportunity.net.

) 826 VALENCIA Supporting kids to improve their writing; homework
gets done
) AMAZON Convenience; multitude of products and services from

a single source

) PROSIEBEN- Access to media for start-ups; no up-front cash expense
SAT.1

) EDEN Customization of offering and team; lower-cost,
MCCALLUM high-quality, experienced consultants

» KLINIK High-quality medical and nonmedical services; excellent

HIRSLANDEN quality; access to broad range of treatments
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¥ FIRM VALUE PROPOSITION

¥ ECOSYSTEM VALUE PROPOSITION

Doing well

Support parents and teachers, as kids get support with
their homework and improve their skills; volunteers
contribute to their communities

Potential to expand from online book sales into other

product and service areas

Delivery partners garner new revenue streams; new part-

ners are developed through evolving business services

Access to new customer segment; profiting from in-

creased sales and equity proceeds

New partners are developed through evolving business

services

Low overhead cost; flexible access to talent as needed

Consultants: Flexible work time; opportunity to decide
which projects to work on; financially interesting; no

need for business development or administrative work

Possibility of providing excellent medicine; lower over-
head as doctors are not employed; reputation

Private practitioners: Access to high-quality infra-
structure and services; peace of mind as patients are
provided with full range of services and care; being part

of a strong brand



ACTIVITY

OVERVIEW

Using the criteria of value creation for all of your key stakeholders, this
activity enables each team member’s voice to be heard in assessing the

strength of your strategy.

TIME NEEDED
60-120 minutes

MATERIALS

Markers, sticky notes, whiteboard,

Growth Initiative Brief, output

from your previous Offering,

Business Model, and Revenue

Model activity sessions

STEPS

1. Having set your strategy, you will work with your team to assess how
well your strategy meets the criteria of creating value for your customer,
firm, and ecosystem. Give each participant sticky notes, markers, and a
copy of your Growth Initiative Brief and new business strategy. Assign
one team member as the scribe. Begin by having participants review
the goals of your Growth Initiative Brief, your identified customer, and
your Breakthrough Question.

2. Write your Breakthrough Question at the top of a large whiteboard.
Then draw 6 columns, labeled: Stakeholder, Opportunity, Offering,

Business Model, Revenue Model, and Totals. Create four rows below

SOURCE: The Art of Opportunity authors

SET YOUR STRATEGY

Leverage understanding and input from your team to evaluate your growth strategy.

the column labels. Label the rows Stakeholder: Customer, Firm,
Ecosystem, and Total. Finally, hand out a set of the strategy value
questions from the book to help explore the value created for each

of the three stakeholder groups. There are questions for each group:
Customer, Firm, Ecosystem.

Have each team member privately assign a numerical value to each
cell, using a 1-5 rating, with 5 representing the optimal degree to
which a strategy component delivered value for a given audience. Have
participants post their value scores, then have the scribe tally the total
combined score and create the average score for each cell, and for the
total of each column and row.

Look across each row and down each column. If any cell has a score

of 3.5 or less, you should consider reevaluating that aspect of your
strategy.

A way to explore specific areas that need to be addressed is to repeat
the rating process, but go a level deeper and rate how well the strategy
addressed feasibility, desirability, and viability for each audience cell.

If any cell has a score of 3.5 or less, revisit this topic to ensure your

strategy’s success. Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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ISUALIZE YOUR STRATEGY

CONGRATULATIONS, you've reached another milestone. You landed on your

strategy by working through the three elements of your offering: products, services,

and customer experience. Then you shaped your business model from the components
of activities, resources, sequence, and roles. Next, mixing the right combination of reve-
nue streams and pricing and payment mechanisms, you shaped your revenue model.
Finally, you integrated all those moving parts to assess how they created value for your
customer, firm, and ecosystem.

Once again it is time to report on your progress toward launching your new growth
business by presenting the strategy you have crafted. Use the Strategy Report template
to illustrate the journey you've made and why and how you recommend the strategy
you designed. Gather your teammates and work through the template, leveraging all

the content you've created in this phase of your opportunity journey.



CRAFT YOUR STRATEGY

FINAL NOTE ON CRAFTING YOUR STRATEGY

AS ILLUSTRATED THROUGHOUT THIS CHAPTER, your growth strategy is composed
of your offering, your business model, and your revenue model. While various ways
to design a new strategy have been presented independently of each other, you have
probably noticed that the most innovative strategies take advantage of combining
strategy elements to create truly unique businesses.

Also note that the three elements act together in a highly interdependent fashion,
as the book’s examples demonstrate. So, you will see that changing the business model

requires changing the revenue model, which in turn leads to a new offering.
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ACTIVITY

OVERVIEW

Sharing your progress and getting feedback is an important step in your
opportunity journey. Using the Strategy Report Template, you can more
effectively tell your story, get input, and evolve your thinking before mov-

ing to the next phase of building your growth business.
TIME NEEDED
3-4 hours

STEPS

MATERIALS
Markers, sticky notes, whiteboard,
and Set Your Strategy activity

output

1. Bring your Opportunity Report, and all of your materials from the
Strategy phase: outputs from your brainstorms and workshops for your
offering, business model, revenue model, and value creation. Print out
the Strategy Report Template, or download it from our site.

2. Work through each phase to tell the story of discovering your opportu-
nity. Begin with the headline—Your Breakthrough Question, then work
your way through the process of how you arrived at this strategy:

- What did you do to gain an understanding of your offering and how

it integrated products, service, and customer experience?

SOURCE: The Art of Opportunity authors

VISUALIZE YOUR STRATEGY

Create the story of crafting your strategy using the Strategy Report Template.

- How did you identify your business model and the blend of activities,
resources, sequence, and roles?

- Why did you choose the components of your revenue model (reve-
nue stream, and pricing and payment mechanisms)?

For each strategy element, describe what is unique in each area.

What might you have removed, added, or changed? Begin by writing

a headline and short description of each element (no more than

three sentences) and place into the Strategy Report Template. Note

illustrations, photos, diagrams, and your prior work—anything that can

be used to visualize the descriptions.

Now take the output from the Set Your Strategy activity, and use it to

describe how you have created value for your customers, firm, and eco-

system. Once again, write a headline and short description for the value

created for each stakeholder group.

When you have completed creating your Strategy Report, practice pre-

senting it to your team or a friendly, receptive audience before giving a

more formal presentation. This method of active iteration and practice

allows you to evolve and improve your story.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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aving discovered your opportunity for new growth (Chapter 2) and

designed your first iteration of the strategy for how to seize this

opportunity (Chapter 3), it's time to launch and build your new business.
Most firms jump right into creating a complex and overly detailed launch plan. Instead,
to reduce risk and increase your likelihood of success, we suggest an iterative approach

that allows you to validate, learn, and design your business in an iterative, evolving way.

181



182 THE ART OF OPPORTUNITY

THE THREE PHASES OF A
NEW GROWTH BUSINESS

that successful strategic innova- 3. Once the new strategy works sufficiently well, the business
tors go through three phases to build new growth businesses: enters what we call the diffusion phase, during which the
focus of activities shifts from designing and crafting the strat-
1. The inception phase, within which an opportunity for new egy to scaling up the new business.
growth is discovered, followed by the development of an
initial idea of the strategy for how to seize this opportunity, The core business design thinking principle underlying this
and the validation of this idea. (This is actually where you are process is active iteration, which focuses on learning through
in your journey at the moment! Whatever strategy you have active experience. Whereas traditional strategy processes (and
developed until now, consider it a first idea.) actually most processes in management) rely on first analyzing,
2. After the successful validation of the initial idea, the new planning, and then implementing, the inception/evolution/dif-
business enters the evolution phase, during which the offer- fusion (IED) process follows an iterative cycle: act, learn, design,

ing, business model, and revenue model are being reworked,  act, and so on.
fine-tuned, and adapted while the new business is being

operated.



WHAT’S THE DIFFERENCE?

INCEPTION EVOLUTION DIFFUSION

Engaging in action while making small steps launches an it-
erative feedback loop, which enables you to use the knowledge
gained through action to further design, adapt, and pivot your
strategy. Repeating this process continually evolves your strate-
gy until it reaches a level of maturity in which the strategy works

sufficiently well to allow you to move from testing to scaling it up.
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ITERATIVE CYCLES
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THE INCEPTION PHASE:
VALIDATING YOUR OPPORTUNITY
AND PILOTING YOUR STRATEGY

of identifying an opportuni-
ty for new growth and designing your initial idea to seize this
opportunity in Chapters 2 and 3, we now focus on outlining the
final step of the inception phase: validating your opportunity
and piloting your strategy.

Assuming you have engaged with customers, noncustomers,
and your ecosystem to discover your growth opportunity, you
will have developed a sound strategy by now. However, you
cannot be 100 percent certain that your new strategy will really
work in the market, especially if you are building a completely

new business.

Depending on the type of innovation/growth you've
identified, you and your company (and potentially the entire
world) may encounter multiple unknowns that are not limited to
whether your strategy will work, but also include these questions:
What will it take to make the strategy work and operate the new
business successfully? How do you gain the knowledge and con-
fidence to move ahead? We propose three steps to increase the
odds of launching a successful strategy. As you progress through
these steps, your knowledge about the feasibility, desirability,

and viability of your strategy and new business will increase.
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THE INCEPTION PHASE

THREE STEPS FOR VALIDATION AND PILOTING

STEP 1: Does the strategy make sense, and can we execute it?
The first level of validation can be thought of as a theoretical

or cognitive validation. This step can be carried out internally,
discussing and evaluating your strategy with your colleagues,
teammates, your boss, and any other internal stakeholders.

At the end of Chapter 3 we presented three types of value
propositions, which constitute a first test of whether your new
strategy is likely to create value for all parties and hence promis-
es to be successful. Going beyond the value test, you will need

to consider whether you can make the strategy work.

Feasibility Questions

Can you afford the required investment of money, resources,

and time to make the idea work?

- Which skills, capabilities, and assets are necessary?

Do you possess the necessary skills, capabilities, and assets, or
do you need to build or acquire them first?

Do you have access to the needed channels and partners? If
not, what will it take to get access, and can you make it work?
How will you implement this strategy? Which steps will

be required?

- Which hurdles and challenges do you expect?

- Will you be able to solve these hurdles and challenges?

How will you go about achieving this strategy?



Asking questions like these will give you a first indication of how
much effort will be necessary to build your new business. In case
you don't have the necessary skills, resources, and so forth and
the effort of obtaining them seems insurmountable, you might
need to adapt your strategy in the early stages of launching your
new growth business.

Beyond the purely operational questions, you might also
need to incorporate strategic considerations. For example, how
well does the new strategy and business fit with your compa-
ny’'s overall strategic aspirations? Will the new growth initiative
expand or defend a current business? Will the initiative lay the
foundations for a potential new business?

To figure out whether your strategy makes sense, it is worth
thinking about its underlying assumptions. In other words, ask
yourself: What needs to be true for this to work? Then check

whether each of these assumptions is valid and can be confirmed.
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In some companies you might need to perform financial
analyses such as cash payback, return on investment, or net pres-
ent value and establish a business case. While we believe that it
is hard to reliably establish these for new businesses, the effort
will at worst give you a general indication of the value of pursu-
ing the idea. If the maximum estimated potential falls below the
required effort, it doesn’t make much sense to engage in further
steps. If you choose or need to engage in such formal planning
activities, remember that pretty much everything within such a

plan is likely to be an assumption that will need to be validated.
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THE INCEPTION PHASE

STEP 2: Does the strategy resonate with potential customers
and partners?

Once you are convinced you can make the strategy and your
new business work, the question is whether it is really interesting
to customers. Before launching the new strategy and business in
the market, you will want to talk to customers, lay out your offer-
ing, business model, and revenue model, or at least the pieces
that need to be validated by the customers. Ask them for feed-
back to gauge the desirability of your new business idea. The
first step can be completed internally, but the second requires
you to go outside your organization and engage with (potential)
customers and partners.

Be sure to provide customers with all the details that might
influence their buying decisions along their journey: ease of use,
cost, access, etc. Be as specific as possible, and try to get feed-
back on each element of your new strategy.

For example, if you were to ask customers whether they
wanted to fly from London to New York in under four hours, who
wouldn’t want that? But if you tell them that the cost will likely
be around US$18,000 (the approximate cost for a round-trip
ticket on the Concorde in 2015 dollars), their interest might fade
quickly. (The very last Concorde ticket sold on eBay for about
US$60,000 in 2003.)

If your new business revolves around a new product or ser-
vice, building a prototype can be an effective means to collect
feedback. Prototypes can be created many different ways, de-
pending on the type of offering, the target customer audience,
and the resources and time available.

If your business model relies on partners, you will need to
check with them, too. Are they interested in collaborating with
you? Can they perform the necessary activities in a way you need
them to for your new business to work, at the required quality
level that you and the final customers expect? And can they do
all this at a cost that enables the business to be profitable? If
your business depends on partners but they are not interested
in participating or cannot deliver the products and services at
the required cost and quality, you need to rework your strategy.
Online shopping for fresh and perishable food has been made
easier only recently with logistics companies like UPS or DHL
offering food services and operating special refrigerated trucks,
for example.

As with the first step, ask yourself what needs to be true for
this strategy and business idea to work, and check with (poten-
tial) customers and needed partners to determine whether your
assumptions hold up. If they don't, rework your strategy. If they

do, proceed to the next step.
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THE INCEPTION PHASE

STEP 3: Does the strategy really work in practice?

Once you have validated your new strategy internally and
received positive feedback about your intended offering,
business model, and revenue model from potential customers
and partners, it is time to engage in experiential action and pilot
your opportunity.

We strongly advise you to do a small pilot before commit-
ting resources to a full-fledged operation. Such pilots can be
relatively easy and do not need to cost a lot of money.

For instance, Eden McCallum developed a creative way to
prototype their business idea, by simply posting an ad in The
Economist to see whether freelance consultants would be inter-
ested in working with the company. After having received about
200 applications, the founders met with 20 consultants and
decided to start working with 10 of them. Another example is
ProSiebenSat.1. The firm advertised its media-for-revenue-share
model and received hundreds of letters from interested com-
panies within two weeks. After screening these, the company
picked a handful of promising companies to start working with
on this new model. Fahrenheit 212 presented its new innovation
process and the risk-and-reward business model to potential

clients. One client found the new offering, business, and revenue

model so compelling that he bought all of Fahrenheit 212’
capacity for six months.

Going outside to actually engage with clients and vendors
will yield insights and will help you avoid spending significant
resources to get market feedback. Working on a small scale with
an easy-to-execute prototype can quickly provide insights and
enable you to adjust and retest concepts and assumptions.

To further reduce the risk of your experiments, apply the

“safe to try” tactic. For each validation step and experiment,
ask yourself whether the action you are about to take has the
potential to damage your existing and/or new business. If not,

it's “safe to try.”



THE MYTH OF EXPERIMENTING
WITH VARIOUS STRATEGIES
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THE INCEPTION PHASE

HOW TO VALIDATE YOUR PILOT

ACTIVITIES FOR PRESENTING YOUR VALIDATION DATA
Following is a list of validation testing options, which can be
applied at different points based on your desired objectives,
whether in your conceptual/theoretically in-house exploration,
going outside to customers/stakeholders, getting feedback on
possible prototypes or schematic models, or actually piloting to

build your business on a small scale during your inception phase.

IN-HOUSE OBSERVATIONS

Explore concepts, gather feedback and gain alignment by
speaking with internal stakeholders. This method can be done
using interviews or simulation and is excellent for exploring con-

cepts and hypotheses for your opportunity.

FIELD OBSERVATIONS

- Immersion (being the customer): Gaining actual firsthand
experience in the actual world of the customer and non-
customer by participating in every phase of their experience
often reveals insights and opportunities otherwise not visible
through other means.

- Customer anthropology (a day-in-the-life): Using multiple
forms of observation of the customer and noncustomer,
through photos, note taking, and video that can later be
synthesized into observations and insight.



SIMULATION

- Role-play or bodystorm: Based on interaction and movement
with the body, roleplaying or bodystorming is an improvi-
sational technique of physically experiencing a situation to
prototype and derive new ideas.

- Prototypes:

- Sketch: A visualization to see how a user interacts with the
product or service and what transitions in the experience
look like.

- Storyboard: A set of sketches or images arranged in a
sequence which outline the scenes of a story.

- Wireframes: A lightweight schematic visual representation
of a digital product or service interface used to prioritize
information (substance and relationships) over decoration
(style).

- Model: Use basic materials to build a rough conceptual

version of your physical product to gain feedback.

INTERVIEWS

- Individuals: Direct 1:1 inquiry provides a deep and rich view
into the behavior, thoughts, and actions of a customer or
noncustomer.

- Groups: A quick way to learn about a group or community of

people to understand overall issues, concerns and behaviors.

THE MYTH OF TRIAL AND ERROR
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- Experts: Experts can provide more in-depth knowledge
and technical information, very useful when you are pressed

for time.

RESEARCH

- Desktop: Through simple research using a search engine,
journals and publications can yield new sources of information
and provide new data points for consideration.

- Data mining: Massive amounts of data are acquired through
multiple sources every second.

- Expert network community: Question and explore the
opinions from communities of online groups with expertise

your subject of inquiry.

SMALL-SCALE EXPERIMENTATION

A good method for evolving your strategy with active iteration is
to develop a small-scale version of your product or offering. Or,
to gauge interest or demand and/or gain a better understand-
ing of how the product will be used in the field, experiment by
floating the value proposition of your business through an ad or

communication to prospective customers to elicit responses or

volunteers. The goal of your experimentation is to gain insight to

help evolve your strategy or implementation plan.

ADDITIONAL RESOURCES TO EXPLORE:
- The Field Guide to Human-Centered Design; IDEO
- Design Thinking for Educators Toolkit; IDEO

101 Design Methods; Vijay Kumar; John Wiley & Sons; 2013

- Value Proposition Design; Osterwalder, Pigneaur, Bernarda,

Smith; John Wiley & Sons; 2014

- MindTools.com


http://MindTools.com




ACTIVITY

WHAT TO TEST

OVERVIEW

To validate your strategy, create a set of hypotheses that can be measured
and then used to develop a methodology for testing.

TIME NEEDED MATERIALS
@ 60-120 minutes Markers, voting dots, sticky notes,
whiteboard, your Offering and
Strategy Reports.

STEPS

1. Give each participant sticky notes and markers. Draw three circles
and label them for each stakeholder group: Customers, Firm, and
Ecosystem. Break into small group teams. Review the information in
your Offering and Strategy Reports.

2. Have a team discussion, exploring the key drivers of value for each
stakeholder group. In your Set Your Strategy activity session, you had
assessed which combination of offering, business model, and revenue
model had the greatest value. Now you want to describe that value—
in essence the value proposition—for each stakeholder group. Don't
be afraid to generate a number for each group. Post them up around

each stakeholder circle.

SOURCE: The Art of Opportunity authors

Create hypotheses to test based on the assumptions of your new business strategy.

Participants now generate a set of hypotheses for linking each value

to a stakeholder group. Take plenty of time for this step. When done,
have a discussion to review the set of hypotheses, and aggregate them
into themes. Write each hypothesis as clear, simple “We believe . . ."
statement.

Next, give each participant five dots to use in voting on the hypotheses
they feel should be tested. Participants cast their votes all at once and
may vote more than once for a single hypothesis if they feel strongly
about it. Voting criteria to consider are how critical verifying the
hypothesis is for the success of your strategy.

Once all the votes are cast, prioritize the hypotheses and choose the

ones you will test. Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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HOW TO TEST

ACTIVITY

OVERVIEW

Choose from a set of validation options to get the best results for evalua-

tion; need, time, and available resources will largely drive your selection.

TIME NEEDED
60-120 minutes

MATERIALS

Markers, sticky notes, whiteboard,
Validation Options cards, list of
hypotheses from the What to

Test activity.

STEPS

1. Print out, or download from book site, the Validation Options cards.
Give each participant sticky notes and markers. Review the hypotheses
from How to Test workshop. Now have the team identify the audience
from whom you should get validation feedback. Do you need a large
volume of data and input, or will a few points of reference suffice?
Name the “who" to be questioned.

2. Review your list of Validation Option cards and consider the optimal
method to get the most accurate results. How much time and what
resources are available to test your assumptions? Time and resources

will guide with whom and how you can validate and verify your strategy.

SOURCE: The Art of Opportunity authors; Inspiration from Value Proposition Design

Determine the optimal way to test your hypotheses in order to accelerate learning and evolve your strategy.

For example, you decided to create a storyboard prototype to explain
a new software platform idea. You determine you will conduct 25 inter-
views to get user feedback about the value of the platform.

For each hypothesis test, have a discussion about how you will measure
the results you get from testing and set the threshold for success.
Continuing our example, you will measure by administering a brief
questionnaire that has a rating system of 1-5 for desirability and
adoption. You set your threshold for success as needing to have a 3.5
or higher positive result.

Synthesize your ideas into a test plan that outlines your 4 key points:

(1) Hypothesis (we believe that . . .), (2) Verified by (name the target test
group and what testing method is used), (3) Measured by (define your
metrics) and, (4) Success when . . . (the quantifiable way to determine
success).

Now get testing!

Additional activity resources and templates can be found at www.theartofopportunity.net.
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THE INCEPTION PHASE

LEARNING FROM YOUR PILOT

As you engage in action, you will gain a steady stream of
information and insight about your offering, business model,
and revenue model. The knowledge you gain from your opera-

tions will result in three types of experiences:

1. Achieving success
2. Encountering challenges

3. Gaining insights

ACHIEVING SUCCESS
Obviously, the best that can happen is that your pilot demon-
strates the success of your strategy. Achieving success means
your prototype generates favorable outcomes and the desired
results, is accepted by customers and partners, and at the same
time is operationally feasible. Acceptance by customers leads to
increased demand and financial success.

Achieving success is important for a number of reasons. It
legitimizes the new strategy, builds confidence in the idea, wins
over skeptics, increases volumes, and provides the opportunity

to learn from ongoing experience.



ENCOUNTERING CHALLENGES
While you might have success, at the beginning you are very
likely to also encounter challenges. Two types of challenges can
be identified at this stage: conceptual and operational.
Conceptual challenges relate to your strategy and suggest
that it does not work. Customers do not buy, or they might buy
but the revenues generated are not enough for your strategy to
be profitable, for example. In short, the strategy does not pro-
duce the expected results, whatever they might have been.
Operational challenges relate to the fact that the strategy
might work (e.g., customers are interested), but you encounter
challenges for customers to be satisfied and for your business
to run smoothly. Operational challenges include obstacles such
as finding the right skills to run the new business, processes or
organizational structures needing to be adapted, partners
not performing, or the terms of the collaboration simply not
working. Operational challenges often lead to internal resis-
tance, especially if your new strategy is supposed to replace

the established one.
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GAINING INSIGHTS

No matter what, engaging in business activities to garner
experience and feedback will reveal insights that you can apply
to tweak your strategy to make it work ever better. You might
learn how valuable your services are to customers, which allows
you to increase your revenues. Or you learn about particular
challenges your customers face, and can address these to
enhance the value proposition of your strategy. Or your custom-
ers might give you the solution needed to solve a conceptual
strategic challenge.

The key is that at a certain point in time, you will need to set
some assumptions and create the means to go outside and pilot
your strategy, speak with customers, try some operational tests,
and engage in action to make the experiences necessary to craft
your strategy. The goal is to keep on learning and to create solid

data through testing, which will back further decisions.
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THE EVOLUTION PHASE:
ADAPTING YOUR STRATEGY

and new
business, you will need to adapt and fine-tune them to the types
of experiences you encountered and the insights you gained
along the way.

You can think of the process of crafting your strategy as
active iteration, a series of cycles of engaging in action, reflect-
ing and designing based on experiences made, and engaging in
further action. As you repeat cycle after cycle of making experi-
ences, designing, and engaging in action, the maturity level and
sophistication of your new strategy will increase.

Crafting your strategy through such iterative cycles liber-
ates you from tedious long-term planning, forecasting, and the
burden of having to be right the first time around and having to
know all the answers before you start. Only through making ex-
periences will you be able to decide on the right path to follow.

Thus, “crafting your strategy” means that you will design your

business while operating it, and simultaneously operate it while

it is still being designed.

HOW TO FURTHER DESIGN YOUR STRATEGY
Fine-tuning your strategy requires you to go back to your offer-
ing, business model, revenue model, and the value propositions,
and review each element regarding how well it works in practice.
Initially, we suggest you do reviews and iteration at regular
intervals. Depending on the nature of your business, these can
be monthly, quarterly, or yearly reviews, for example. These
regularly scheduled strategy reviews are necessary to adapt and
further design your strategy to make it work even better. Manag-
ers often practice some individual self-reflection before engag-
ing with their colleagues and teams to evaluate the current state

of affairs.
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TIME

CYCLE1

Depending on the nature and size of your business, it is
worth thinking about which internal and external stakeholders to
involve in these reviews. Some companies like to invite import-
ant partners to such sessions. Others might interview customers
before a strategy review session and discuss the data collected.
Still others invite employees who have a certain level of exper-
tise and firsthand experience for the topics under discussion.

To evaluate what is working well and which elements of
your strategy need to be fine-tuned, you also need to track key
performance metrics. Start with reviewing your strategy’s under-
lying assumptions. Which are still valid? Which are not? What
are the consequences? Check current performance against your
objectives. Are you on track to achieving these? No? What does
this mean for your strategy? Remember, crafting your strategy is
about reflecting and learning about what already works well, and

what needs to be changed to increase performance.

CYCLE 2

CYCLE 3

WHERE TO LOOK FOR INSIGHTS

Such strategy review sessions might require you to start collect-
ing data well in advance. Talk to customers, partners, and your
employees to get a good feeling for how well the strategy is
working.

Our research and experience have shown that crafting
successful offerings, business models, and revenue models is
enabled by a deep understanding of customers and their expe-
riences, as we have outlined in Chapter 2. When fine-tuning your
strategy, you will need to go back to them and keep on checking
whether your strategy is creating value for them, your partners,

and your company along the way.
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INSPIRATION

) PHUSIEBENSAT-I CRAFTING THE NEW BUSINESS

The following Inspiration case history
illustrates how ProSiebenSat.1 (Pro7),
the German mass media firm, went from
validating its initial idea, through evolving
and adapting it based on experiences
made, before finally scaling it up.
ACTION > To test whether custom-
ers were interested in the new offering,
business model, and revenue model,
ProSiebenSat.1 posted a press release,
announcing it would offer the new
media-for-revenue-share model. Within
a week, it had dozens of requests by com-
panies to be considered as customers.
After the positive reactions to the
press release, ProSiebenSat.1 started to
evaluate the various companies that had
shown interest in the new business model,
drew up the details of the media-for-
revenue-share contracts, and approached
the first customers to executed deals
with them.

LEARNING > After initial trials, it learned that a share of
revenues was not enough to maintain its margins, so it further
expanded the model to include the “minimum guarantee,” a
fixed amount for media services, augmented by a share of reve-
nues, calculated based on the positive effects on sales through
TV advertising.

It also learned that not every product and type of company
is suitable for its model. One of the early customers, for ex-
ample, was a local soft drinks producer. Although the business
looked promising, ProSiebenSat.1 found out (unfortunately, only
after having run the TV advertisements) that the drinks were not
listed with major supermarkets and the producer did not have
the capacity to fulfill demand. It also ran into discussions with
companies about how much of the revenues were generated as
a result of the TV media. In the case of physical in-store sales,
ProSiebenSat.1 had no means to track sales.

DESIGN > As a result of these and similar experiences,
ProSiebenSat.1 decided to focus on e-commerce, where
additional revenues triggered by advertising could be tracked
more easily, and it focused on companies and products with
no inventory risk.

ACTION/LEARNING > After having successfully executed

the new business model and seeing an increasing volume of



business, ProSiebenSat.1 realized that, especially in the case of
working with start-ups, other investors were not too pleased with
the cash drain that the ProSiebenSat.1 model entailed. It saw
that equity participations would bring potentially higher financial
returns in the case of a successful initial public offering or sale of
the company.

DESIGN > This insight led to the design of a media-for-
equity offering as part of the business model.

ACTION/LEARNING > Yet, executing this model brought
to the surface certain financial and legal challenges for the
media group, which had to be accounted for and discussed at
length with the media group’s executive management.

DESIGN > As a response to increasing volume of the busi-
ness, ProSiebenSat.1 designed an organizational structure and
processes in which core activities specific to the new business
model were consolidated in a dedicated company, while sup-
porting activities (e.g., legal, finance, accounting, controlling,
tax, and production) were carried out by the respective depart-
ments of the parent company. Two teams were created to man-
age and execute the core activities of the new business model,
and people to staff these teams were hired.

- The investment team, consisting of investment bankers hav-
ing been hired to bring in the necessary skills and capabilities

to identify and evaluate the potential of investment targets.
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- The operations team, which was in charge of managing all

processes from due diligence to media planning.

ACTION > The newly established company was successful
in helping to create strong brand awareness and an increase in
sales for several companies, considered success cases of the new
business model (e.g., Zalando, an online shoe retailer, or Tom
Tailor, a German casual wear clothing brand with retail shops in
21 countries and a large online presence).

LEARNING > The success of the business model led
ProSiebenSat.1 to use it more strategically to invest with media
performance in promising markets, choosing the start-ups, prod-
ucts, and services to invest in, while shifting the majority of the

reward to equity proceeds or exit.
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INSPIRATION

) FAHHENHEIT 212 INNOVATING A NEW BUSINESS MODEL

The following case history illustrates how
Fahrenheit 212 went from validating its
initial idea, through evolving and adapt-
ing it based on experiences made, before
finally scaling it up.

ACTION > To test whether customers
were interested in Fahrenheit 212's new
offering, business model, and revenue
model, the company contacted potential
customers and shared its new strategy
with them. One of the customers was so
convinced that he bought all of Fahr-
enheit 212's capacity for a period of six
months.

LEARNING > Yet, despite the “amaz-
ing customer propositions” created, the

"needle on the hit rate did not move at
all,”" according to the president of Fahren-
heit 212. In the eyes of clients, Fahrenheit
212 was extremely successful, but it was
not successful by its own measures.

Fahrenheit 212 created a vast amount

of ideas, which it saw never being taken

to market or not being as successful as it had hoped. It was not
enough to impress clients with innovative ideas; the company
wanted to create new products, services, and businesses that
succeeded in the market and helped clients to achieve consider-
able growth. “The model was not wrong; it was just not enough
to overcome innovation failure,” said Fahrenheit 212's president.
The company stepped back and tried to understand the root
causes of innovation failure once again. On one side, Fahren-
heit 212 saw the world of management consultancies defining
growth strategies, but not turning these high-level strategies
into tangible offerings that consumers would buy. There was a
considerable amount of commercial insight, but no creativity.
On the other side, there were the design companies, which
showcased high creativity but lacked the commercial rigor of the
management consultancies. These companies tended to work
exclusively with a consumer focus: finding consumer problems
and designing products and services to solve them, without
commercial acumen and orientation toward company strategy.
Fahrenheit 212 realized that each of these two approaches
had the piece that the other was missing. Creative and innova-
tive ideas for new products, services, and businesses needed
to be aligned with business requirements in terms of financials,

(e.g., ROl or margin requirements), operational realities (e.g.,



whether the company can manufacture it), technology available,
and the overall strategic directions of the company.

DESIGN > Hence, the solution to overcome innovation
failure was not to develop different or better ideas, as Fahrenheit
212 had tried to do, but to combine creativity (solve for the con-
sumer) with commercial acumen (solve for the business).

To be able to overcome innovation failure and deliver the
new approach, Fahrenheit 212 built a new type of practice,
labeled “Money & Magic,” that was deliberately structured to
address the needs of the consumer, as well as the needs of its
business clients.

First, the necessary activities to fulfill the commercial prom-
ise needed to be developed. Activities focusing on commercial
acumen (e.g., market share calculations, financial benchmarking,
calculating potential revenues, manufacturing and distribution
costs, etc.) had to be integrated with the already existing cre-
ative ones.

Second, instead of relying on the traditional sequential pro-
cess separating execution from ideas, Fahrenheit 212 created a
process and working model where both teams, the ideas devel-
opment team and the commercial strategy team, collaborated

from day one on a project.
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ACTION > To be able to carry out the new activities, new
skills and capabilities were brought into the company by hiring
business analysts with the needed experience and background
in finance and business, often with an MBA.

A new organizational structure was created to accommodate
the ideas and commercial strategy teams. The teams were led
by two heads on the same hierarchical level. The president still
considers this a vital point in order to establish the right mind-
set and DNA of the two being equally important to the success
of innovation.

Compared to traditional management consultants, teams
were no longer co-located to the client’s office, but worked in
Fahrenheit 212's office, and they were not assigned to a single
project, but involved in multiple projects at the same time.

LEARNING > While the new "Money & Magic” business
model worked well in terms of creating innovative products and
services for clients, Fahrenheit 212 realized that the initial idea
of being paid a success fee of 2 percent of the first three years'
sales of the product created challenges for its own cash flow.
Not only was the timing not optimal, but also there were many
crucial steps to making the idea a success in the market that it

did not control once the idea had been sold to the client.
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Fahrenheit 212 asked itself which steps in the innovation
process were the most crucial ones for its clients, and learned
that every client had some form of stage gate model, with a
number of hurdles and gates to pass, which it used to structure
innovation projects and make investment decisions. Innovation
managers typically considered it a huge success if an idea was
approved to pass a gate and move on to the next stage.

DESIGN > Thus, instead of tying its entire variable fee to
the commercial success in the market, Fahrenheit 212 aligned its
success fee to the achievement of certain milestones in the cli-
ent’s stage gate process, getting paid each time its ideas passed
a gate and overcame a major hurdle inside the company.

ACTION > The model was proposed to new clients to
receive their feedback.

Today, Fahrenheit 212 aligns up to two-thirds of its revenues
to the achievement of these internal milestones and the com-
mercial success of a product in the market, while always staying

flexible and adapting to the client's internal processes.



THE SOLUTION TO

OVERCOME INNOVATION

FAILURE WAS TO COMBINE

CREATIVITY WITH

COMMERCIAL ACUMEN.

— MARK PAYNE rresident an d Founder, Fahrenheit 212



o START, STOP, CHANGE, CONTINUE

OVERVIEW

Teamwork can help to align on the most important activities to start doing,

stop doing, change, or continue.

TIME NEEDED MATERIALS
45-60 minutes Markers, sticky notes, whiteboard,
Opportunity and Strategy
Reports
STEPS
1. Print out a copy of your Opportunity and Strategy Reports. By now, you
should also have results from whatever form of evaluation metrics you
established to measure your strategy. Have participants review all the
information and consider how well the strategy is working in practice.
2. Create four columns and write Start, Stop, Change, and Continue
as headers.
3. Have every participant reflect on the success of the growth business

strategy and give everyone plenty of quiet time to individually write

SOURCE: The Art of Opportunity authors; Inspiration from Gamestorming

Use the growth team’s insights and observations to develop action steps

down as many ideas as possible about each of the categories, with
one idea per sticky note. Participants will reflect upon:

- What they should start doing to improve the strategy.

- What should be stopped that is not effective or working.

- What aspects of the your strategy should be changed or evolved.
- What's working well that should be continued.
After all the ideas have been posted, map them into categories, and
then have a discussion to review the ideas. Gain alignment, and then
prioritize the ideas that will have the greatest impact on evolving the

growth strategy. Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.
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ol DESIGN NEXT STEPS

OVERVIEW

Use visualized planning to build an action plan for the initiative that will be

undertaken by multidisciplinary teams to advance your new growth business.

TIME NEEDED MATERIALS

45-60 minutes Markers, sticky notes, whiteboard,
and output of the Start, Stop,
Change, and Continue activity

session

STEPS

1. Using the output from your Start, Stop, Change, and Continue activity
session, have a team discussion to craft these into initiatives. Careful-
ly think about the set of skills, knowledge, and resources needed to
accomplish each one.

2. Create a grid on the whiteboard, listing each initiative in rows down the
first column. Then across the top, in the header, place the name of each
functional department that will be a part of the multidisciplinary team

to work on an initiative.

SOURCE: The Art of Opportunity authors

3.

Leverage the output of your Start, Stop, Change, and Continue activity session to build an action plan.

Choose the team members needed for each initiative and then name a
team leader for it. Assign additional roles and responsibilities on each
team as needed.

Have a group discussion to review all the assignments and plans.

Take photos of all whiteboards.

Additional activity resources and templates can be found at www.theartofopportunity.net.



http://www.theartofopportunity.net
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THE EVOLUTION PHASE

VISUALIZE YOUR GROWTH PLAN

Your strategy has been launched and carefully evaluated for improvements that can
be made to further evolve your new growth business. Take the results from the Design
Next Steps activity.

You will want to illustrate the path you will take to advance your strategy’s evolu-
tion. Take a holistic perspective, by assigning diverse teams representing key organiza-
tional functions and stakeholders to strategy implementation initiatives. Create a clear
plan that outlines how the strategy plan is implemented, what happens when, who is

responsible, and how success is measured.






ACTIVITY

OVERVIEW

lllustrate the path you will take to advance the key initiatives of your strategy.
Create a clear plan that outlines how the strategy is implemented, what

happens when, who is responsible, and how success is measured.

TIME NEEDED
1-2 days

MATERIALS
Markers, sticky notes, and
whiteboard, and output of the

Design Next Steps activity session

STEPS

1. Bring the output from the Design Next Steps activity session.

2. Create a timeline grid on the whiteboard. Put your timeframes into the
headers of the columns. We suggest using calendar quarters for plan-
ning. If useful, for the near term work, you can divide the first quarter
into 3 months, as most teams spend significantly more focus on the
near term activities. To the left of your timeline, create a column for your
initiatives that were created in Design Next Steps activity session. To
the left of each initiative, have three sub-rows, labeled: Cost and Chal-

lenges; Dependencies and Risks; and Measurement and Reporting.

SOURCE: The Art of Opportunity authors

7.

VISUALIZE YOUR GROWTH PLAN

Create your plan for building your growth business based on the initiatives you have identified.

Have a group discussion to prioritize growth plan initiatives. Once
settled, write the prioritized list in the Initiatives column.

Break into teams of two or three and assign each team one or two
initiatives. Each group ideates on the consideration topics for each
initiative:

- The cost and operational challenges

- The dependencies and risks for each initiative

- How the each initiative is measured and reported

Once done, have each team post their initiative consideration ideas on
the whiteboard in the corresponding column and row.

Each team will present their work, then have a group discussion to
review and adjust points in each column category. Then have a team
discussion to develop the starting point and ending point of each initia-
tive. Post the agreed-upon timelines for each initiative to the calendar
part of your grid.
Take photos of all whiteboards and compile the plan into a single shar-
able document to gather feedback and make regular adjustments to

your strategy and execution.

Additional activity resources and templates can be found at www.theartofopportunity.net.



http://www.theartofopportunity.net

CONSDERATIONS

iNmetive 1

COSTS + CHALLENGES

DEPENDENCIES + RISKS

MEASUREMENT + REPORTING

COSTS + CHALLENGES

DEPENDENGIES + RISKS

MEASUREMENT + REPORTING

pRoject Twelne (]
M1 M2
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THE DIFFUSION PHASE:
SCALING UP YOUR BUSINESS

has reached a certain level of maturity and it is working suffi-

ciently well, it is time to switch from crafting and designing to scaling up your business
and rolling it out on a larger scale. Scaling up your business means fully deploying your
strategy, acquiring more clients, expanding into new regions, hiring more people, and
dedicating more assets and resources. You may also need to create a new organization-
al entity dedicated to the business.

As the focus of your activities switches, so do the challenges you will encounter.
Whereas in the early phases of crafting your strategy you will encounter design chal-

lenges, in this phase challenges will tilt toward being of the operational kind.



THINK BIG,
START SMALL,
SCALE INTELLIGENTLY.

—DERYCK J VAN RENSBURG rresident Coca Cola, Global Ventures?



220 THE ART OF OPPORTUNITY

THE DIFFUSION PHASE

OPERATIONAL CHALLENGES

Operational challenges come in three modes: up. And your work is not done, as diffusion requires continued

attention and evolving. Consider a formal change management

1. Creating awareness and understanding of your new program to ensure success.
strategy among new and existing employees.
2. Generating commitment and support for the new Consequently, these organizations and their leaders:
strategy. - Establish meeting and communication structures that allow
3. Producing action in the form of behavior aligned with providing top-down guidance, while allowing feedback on the
the new strategy. new strategy and operational issues to flow from associates to
management.
In this stage you no longer design your strategy as such, but take - Adapt organizational structures and processes as needed to
the actions to achieve these three objectives. make the new strategy work. This includes hiring and also
Our research has shown that, in the diffusion phase, the replacing talent quickly as needed to keep up the momentum.
main tactics applied by organizations revolve around establish- - Establish rigorous project management methodologies to
ing deployment operations that use top-down direction, and track and follow up on the implementation and success of the

at the same time involve associates working from the bottom new strategy.
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Y DESIGN-RELATED CHALLENGES ¥ IMPLEMENTATION/OPERATION-RELATED
CHALLENGES

» COGNITIVE - Designing a functional strategy - Creating awareness and understanding for the new
Lack of knowledge which strategy will be successful strategy and business

) EMOTIONAL - Uncertainty and inexperience with the new strategy - Creating commitment and support for the new
and how to design it creates discomfort strategy and business

) BEHAVIORAL - How to design the new strategy, where to look for - Engaging in implementation and operational
insights, how to organize design activities activities, acting according to the new strategy

Lack of design experience
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THE DIFFUSION PHASE

OPERATIONAL CHALLENGES

Typical activities include regular top management workshops to
review the strategy. Klinik Hirslanden’s management, for exam-
ple, met every six months for major strategy workshops to dis-
cuss the new strategy, how implementation was progressing, and
which challenges had emerged and needed to be addressed.

To meet your operational challenges, here are some activ-
ities you can invoke during your scaling-up effort that will give

you a greater chance of success.

ESTABLISH CLEAR ROLES AND RESPONSIBILITIES

It is important to identify an executive sponsor of your initiative.
Some organizations create a guiding governance group to
oversee the effort. Your sponsor or governing group is not part
of the day-to-day activities of the scaling-up effort. The sponsor
or governing group's role is managing the strategy, asking tough

questions, governing the process, and making key decisions.

Additionally, name a leadership team that owns the scaling-up
implementation. You will identify a few internal senior leaders who
work well together and are masters of collaboration to be respon-
sible for meeting tactical challenges and managing day-to-day

adjustments in operations.

BUILD AN ORGANIZATIONAL CULTURE OF SHARING,
LISTENING, COLLABORATION, EXPERIMENTATION,
AND SUPPORT

This means having activities, technology, and systems to build
community and empower employees to make decisions, take
risks, and openly share learning and results. Additionally, part
of your sharing, listening, and collaborating is communicating
frequently and thoroughly. You will need dedicated resources
and leadership for messaging and building engagement with

customers, employees, vendors, and other stakeholders.



TAKE A HOLISTIC, SYSTEMS APPROACH TO PLANNING
AND EXECUTING THE SCALING-UP PROCESS

This means involving all stakeholders, including all internal em-

ployee groups, as well as external groups of customers, vendors,

and suppliers for design, review, and feedback of the important

aspects of the strategy and business implementation.

BUILD A PLAN AND EMPLOY A PROCESS OF REGULAR
AND RIGOROUS REVIEW AND ADJUSTMENT

Details matter, and the process of scaling ebbs and flows in
unpredictable patterns. Attention to the small details will avoid
large problems down the line. You will want to build a compre-
hensive plan that addresses every core organizational topic.

Scaling up touches every aspect of your business.

Create a clear vision and plan for addressing the
following topics:
- Leadership and governance.

- Finance, accounting, and risk management.

LAUNCH YOUR NEW GROWTH BUSINESS 223

- Legal, regulatory, safety, community relations, and governmen-
tal affairs.

- Infrastructure and organizational activities: information tech-
nology, business processes and administration, data collection
and analysis, talent and human development, knowledge

sharing, training, and support.

CREATE A CLEAR AND SIMPLE WAY TO TRACK AND
MEASURE YOUR PROGRESS

This should include visual dashboards and road maps, so every-
one knows where you are going and how you are progressing.
The input should be conducted in a systematic means of gather-
ing qualitative (voice of the customer and employee interviews)
and quantitative data points. Your leadership team can use

insight to make adjustments and evolve your strategy.

- Operations: purchasing, sourcing, manufacturing, and logistics.
- Customer management: sales, business development, market-

ing, public relations, thought leadership, and partnerships.
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WE CAN'T SOLVE
PROBLEMS BY USING THE
SAME KIND OF THINKING

WE USED WHEN WE
CREATED THEM.

— ALBERT EINSTEIN Ttheoretical Physicist and Violinist
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esigning and building a new growth business is inherently challenging.

The process presented in The Art of Opportunity will help you overcome

some of these challenges by executing specific steps and activities. But

as the master of any craft knows, excellence is not just knowing what to do, but also
understanding how to do it. Business design thinking offers a set of underlying princi-
ples that, when combined with the strategic innovation process, will increase the speed,
efficiency, and quality of your outcome.
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WHAT IS BUSINESS
DESIGN THINKING?

business design thinking is a method-based approach for solving
business problems and creating business solutions. It is a way of working based on
the idea of identifying and articulating clear goals that are achieved by focusing on
audience needs (customer, user, stakeholder, etc.). Delivering on these goals involves
engaging multidisciplinary teams with visual thinking methodologies to explore and
formulate strategy. During the process, continuous iteration (learning by doing) en-
ables the team to rapidly test ideas and make adjustments based upon their learning.
Business design thinking works well with strategic innovation because it opens new
channels to creativity, actively engages participants and stakeholders, builds clarity and

consensus, and accelerates the speed to market.



FOUNDATION OF BUSINESS DESIGN THINKING

Business design thinking is not a new idea. It has developed over

decades through the contributions of inventive thinkers, whose

work includes:

- Horst Rittel's pioneering work articulating the relationship
between science and design, as early as 1958.

- Lateral thinking, first coined by Edward de Bono in 1967.

- Herbert A. Simon's 1969 book, The Sciences of the Artificial.

- Don Koberg and Jim Bagnall's 1971 book, The Universal
Traveler.

- Robert McKim'’s 1973 book, Experiences in Visual Thinking.

- Ned Herrmann'’s books, The Creative Brain and The Whole
Brain® Business Book.

- Bryan Lawson's 1979 empirical study, How Designers Think,
and subsequent books on design.

- Nigel Cross's seminal journal article, “Designerly Ways of
Knowing,” in 1982.

- Edward Tufte's 1983 book, The Visual Display of Quantitative
Information.

- Donald Norman's 1986 book, User Centered System Design.

- Peter Rowe's 1987 book, Design Thinking.

- The work of David M. Kelley, who founded IDEO in 1991.
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- Richard Buchanan's 1992 article, “Wicked Problems in Design

Thinking.”

- Richard Buchanan and Victor Margolin's 1995 book, Discover-

ing Design.

- Thomas Lockwood’s 2008 book, Building Design Strategy.
- Dan Roam's 2009 book, The Back of the Napkin.
- Gamestorming, the 2010 book by Dave Gray, Sunni Brown,

and James Macanufo.

- Alexander Osterwalder and Yves Pigneur’s handbook, Business

Model Generation, in 2010.
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PROCESS AND METHODOLOGY

and practitioners have
offered their interpretations of the process. Much of our thinking on this process and
its associated principles have been informed by our practical experience with XPLANE
and other design thinkers. While the nomenclature differs slightly, there is a general
consensus that the process begins with a phase of inquiry and discovery, followed by
exploration, design, and conceptualization. The process ends with converging on a
final idea or launching the project—depending on the desired goal. The table on the
following page offers a comparative outline of some of the processes developed by

prominent minds in the design thinking field.
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DEFINE RESEARCH IDEATE PROTOTYPE CHOOSE IMPLEMENT LEARN
» IDEO Understand | Observation Visualize | Iterate Test
) GOOGLE ‘ _ , .
VENTURES Understand | Define Diverge | Decide | Prototype Validate
» ALEX OSBORN Clarify Research Formulate Combine Draw up
and identify e preElem challenges; & evaluate an action plan Do it! (implement the ideas)
the problem Generate ideas the idea
» VIIJAY KUMAR Intent | Context Users | Insights Concepts | Solutions | Offerings
SEEK IMAGINE MAKE PLAN BUILD
» BILL MOGGRIDGE Constraints | Synthesis Framing | Ideation | Envisioning Selection |Visua|ization |Prototyping |Eva|uation
INSPIRATION IDEATION IMPLEMENTATION
> PARIS-EST Understand | Observation POV Ideate | Prototype Test | Storytelling | Pilot | Business Model

D. SCHOOL
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PRINCIPLES OF BUSINESS
DESIGN THINKING

is not strictly a process, it is an
approach. Key principles are intrinsically tied to the processes
and embody the practitioner’s way of thinking and doing. The

five principles of business design thinking are:

1. Keep a human-centered focus

2. Think visually and tell stories

3. Work and co-create collaboratively
4. Evolve through active iteration

5. Maintain a holistic perspective

1. KEEP A HUMAN-CENTERED FOCUS
A deep understanding and empathy for your customer (or
noncustomer) is at the heart of business design thinking. By
observing, engaging, and immersing yourself in the behavior,
needs, and mind-set of your specified audience, you gain critical
understanding and insight in order to address their need—and
create value.

For many newcomers to business design thinking, this
focus on the customer may seem counterintuitive, as they realize
that the problem (or opportunity) they are seeking to solve
isn't theirs, but rather it belongs to their customer. Keeping a
human-centered focus encourages you to discover your cus-
tomers’ needs by “walking a mile in their shoes.” This includes
observing and potentially participating in their environment to
uncover overlooked challenges and other subtle, yet powerful

factors that influence their experience. Interaction and mindful



HUMAN-CENTERED

observation of the customer’s world can provide valuable
insights into their intangible, yet nuanced experience with your
offering and in their everyday life. In other words, uncover their
stated (and unstated) needs.

The human-centered focus mind-set is characterized by
curiosity and the desire to explore the motivations that drive
your customers’ behavior. But uncovering these insights is not
easy. They are seldom found buried in data. Our preconceived
notions act as filters to block insights that can be gained through
the clear eyes of empathetic observation. This is where visual
thinking becomes helpful.

CULTURE'S IMPACT ON GROWTH
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VISUAL THINKING

2. THINK VISUALLY AND TELL STORIES

While a human-centered focus shows you where to look for
opportunities, visual thinking and storytelling help you uncover
them and bring them to life. Visual thinking can also help track
and make sense of highly complex issues (like the customer jour-
neys and business ecosystems addressed earlier). Additionally,
the visualizations created in the process can help you commu-
nicate your progress to generate and maintain support for your
work within the organization.

Dave Gray describes visual thinking as “a way to organize
your thoughts and improve your ability to think and communi-
cate. It's a great way to convey complex or potentially confusing
information. It's also about using tools—like pen and paper,
index cards, and software tools—to externalize your internal
thinking processes, making them more clear, explicit, and

actionable.”?

As a methodology for taking otherwise intangible ideas and
making them visible, visual thinking presents a powerful way for
groups to analyze and explore problems (or opportunities). The
visualization component enables you to share these ideas in a
clear, easily understood manner as opposed to in numbers or
words. In addition to creating clarity and understanding, bring-
ing stories (or customer journeys) to life visually also generates
alignment among stakeholders and can accelerate decision
making—essentially speeding up progress on your growth journey.

These stories can also be used to inspire and motivate
people to take action. Using visuals to walk others through your
progress and share your thinking process (like in the report
templates) will help you build support with others in your orga-
nization. In fact, researchers at the Wharton School of Business
compared visual presentations and purely verbal presentations
and found that presenters using visual language were consid-
ered more persuasive by their audiences.

Visual thinking can range from simple post-up exercises to
more complex drawing activities, neither of which requires signif-
icant skill beyond basic facilitation and a willingness to try. While
many people share an aversion to drawing in a business setting,
a little persistence (again leading by example) and minimal prac-
tice (as simple as drawing stick figures) can generate profound
results in a very short period of time and set a precedent for

long-term best practices among your team members.



CO-CREATION AND COLLABORATION

3. WORK AND CO-CREATE COLLABORATIVELY

Team-based collaboration is the fuel of any business, whether it's
between employees, partners, or customers. It is a driving force
for continued efficiency with everyday tasks and a necessity for
improving the outcomes of many business activities. Research
has found that a great majority of senior corporate executives
believe that effective coordination across product, functional,
and geographic lines is crucial for growth.*

Successful business design thinking favors collaboration and
co-creation because an open exchange of ideas in an engaging
and highly participatory environment reinforces learning, builds
alignment, and generates support among traditionally opposing
viewpoints. Additionally, the friction created when people with
different points of view and experiences converge generates the
kind of creative outcomes that individuals could not have found

or done alone.
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Cultivating diversity of thought has also been shown to
boost innovation and encourage creative problem solving. Why?
Different cultures, backgrounds, and personalities actively culti-
vate unique perspectives. Some people are analytical, whereas
others thrive in creative zones. Some are detailed planners,
and others love impulsiveness. Intermingling different types of
thinkers and perspectives to tackle problems and seek solutions
kindles creativity, sparks insight, and improves efficiency.

Further, varying the types of thinkers on your team guards
against groupthink, a common issue in teams where the pre-
vailing focus is first and foremost on conformity, often at the
expense of good decision making. A diverse group of individuals
is inherently more empathetic to new ideas. Additionally, as they
work through the problems together, the team is naturally cre-
ating support for their ideas. So rather than needing to sell the
growth idea across the functions, there are already advocates for
the idea within the team and within each department. These ad-
vocates are essential to building the support and trust required

for successful adoption of the initiative.
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ACTIVE ITERATION

4. EVOLVE THROUGH ACTIVE ITERATION

lteration matters. Business design thinkers relentlessly design
and evolve strategies, products, and services through contin-
uous experimentation. They think cyclically, not linearly. They
begin with action and learn from the experiences and outcomes
at each stage of the growth initiative. These observations fuel
further modifications to the strategy or even generate new
functions. They are also comfortable with ambiguity and have a
willingness to explore.

Embracing active iteration is an essential principle of busi-
ness design thinking. Alistair Cockburn describes it as “learning
by completing.”® The underlying idea of active iteration is that
until you actually build what you are designing, you will not fully

understand it.

There are several benefits of applying active iteration:
Speed: Gathering initial requirements and plans is faster with
active iteration; you can quickly create premises and assump-
tions to meet a user’s needs, and then develop a prototype to
test and compile feedback to quickly home in on the key value
to the target user. Further, long-term planning time is reduced,
and your effort is focused on discovering and addressing the
job to be done for your user.
Clarity: Experimentation works to eliminate ambiguity, as each
cycle brings more clarity, and it is less costly and time-consum-
ing. Applying active iteration allows you to break down a com-
plex problem into smaller, testable parts, reducing confusion
and more quickly finding answers.
Quick improvements: Each period of reflection in your iterative
cycle lets you reassess the key value to be gained by your user,
and determine what changes matter and which ones don't pay
off. Active iteration cycles allow you to quickly react to market
or environmental changes. Longer and more resource-heavy

methods move more slowly and are less nimble.



HOLISTIC PERSPECTIVE

5. MAINTAIN A HOLISTIC PERSPECTIVE
One who has a holistic perspective is mindful of the big picture,
seeing the connections among self, group, and the larger eco-
system that bring valuable context to problem solving. As you
wrestle with a complex problem, using a systems view illuminates
points of interaction and how they are related to other processes.
Thoughtful consideration of the connectedness of all elements in
an open system puts you in the fortunate position of finding and
capitalizing on opportunities. Keeping an open mind, deferring
judgment, and being optimistic are characteristics of a holistic
systems thinker.

As stated earlier, one of the methods we suggest to find
your opportunity is mapping your ecosystem. The objective is
to give you a vantage point from which to discover connections

and interdependencies among stakeholders, processes, and
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deliverables. One can apply mapping to systems and processes
of any size, from a small group to an entire global business.
Thinking holistically with an integrated systems view, you can
identify the patterns within a web of relationships and see the
values between the components of your system. You can also
begin to identify how individual elements within your system
work with and relate to each other. Simply put, viewing the orga-
nization as a dynamic, open system with interrelated processes
creates opportunities to better understand context and improve

how the elements work together.
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INSPIRATION

) nHABI.E INNOVATION THROUGH COLLABORATIVE CO-CREATION

How can you establish and institutionalize - Allow innovative ideas of different size and complexity to be
a collaborative system of co-creation in applied by the teams that need them;
your organization? - Increase the speed and visibility of idea sharing, collaboration,
In 2014, Oracle launched Mission and best practice across the business.
Red, an EMEA-owned and focused
program, to identify, share, and drive Mission Red is built around 3 core drivers. These drivers act as
ideas. The goal is to turn these ideas into lenses to evaluate specific proposed ideas.
innovations which would create value - Innovate: Think differently, innovate consistently, test assump-
for customers, and Oracle’s business tions, and put into practice
(including its employees, communities, - Collaborate: Work together, build teams, use the best skills,
and ecosystems within which it works). identify best practice, and make progress
While many corporate innovation - Accelerate: Move quickly, review ideas regularly, measure, and
programs seek to encourage innovation, recognize achievement

Mission Red recognizes the creativity of
Oracle’s people and provides a tangible At the heart of Mission Red is the Innovation Methodology, a

process for them to get their ideas recog-  five-stage process defining how ideas move from an initial con-
nized, developed, and delivered. cept through a final delivered innovation, which recognizes the
diversity of people needed in the innovation process.
The objectives of Mission Red are to: 1. Create: |deas can happen anywhere and at any time. Mission
Programmatically drive the recognition Red encourages all employees to find their inspiration and

and delivery of innovative ideas; write down their ideas, wherever and whenever they arise.



. Share: Ideas need to be shared, using the skills and experi-
ence of others to refine, validate, and hone them, harnessing
the process and specialists across the Oracle global team.
Decide: Eventually, a decision needs to be made. Manage-
ment teams, large and small, are empowered to review ideas
from any proposer and commit to supporting them with
resources to deliver business value.

. Apply: With the visible support of management and desig-
nated resources, the project team works to turn the perceived
value of an idea into a working innovation, testing its validity,
quantifying the value, and turning the idea into a delivered
innovation.

. Accomplish: With innovation achieved, Oracle celebrates
the success, recognizes the individuals involved throughout
the process, and enables the innovation to be shared and

re-implemented in other relevant parts of the business.
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The Mission Red Innovation Methodology is supported by
the Innovation Engine, a cloud-based tool supporting the
creation and sharing of ideas, the public refining of ideas
within a social tool, public project management to engage
contributors and experts, and visible recognition of innova-
tion champions.

After 18 months more than 20,000 people engaged in
the Innovation Engine, creating more than 1,000 ideas, 100

projects, and 30 completed innovations.
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INSPIRATION

) EXAGTTAHEET USING VISUAL THINKING AND STORYTELLING TO FIND OPPORTUNITY

ExactTarget was a developer of enterprise
SaaS marketing automation applications,
before being acquired by Salesforce in
October 2013, which was at the time the
largest Saa$S acquisition in history.

Part of ExactTarget's legacy of was a
strong commitment to its partner com-
munity. In 2011, it had over 450 partners
worldwide. One of the firm's longstanding
challenges was how to get alignment on
some of the most important issues and
needs facing this critical component of
their business model.

ExactTarget hoped to expand its
market and continue its run of 11 consec-
utive years with double-digit growth. To
help achieve this goal, VP of Channels,
Jim Kreller, and Tom Williams, Director of
Partner Programs and Operations, took
a bold approach to partner engagement
at the firm’s annual worldwide partner

summit.

Working with the strategic design consultancy, XPLANE,
they brought together 300 attendees representing dozens of
partners from around the world and put them to work creat-
ing solutions to have ExactTarget become an industry-leading
partnering organization. ExactTarget and XPLANE designed a
crowdsourced approach using participation from all the part-
ner attendees to address these challenges. The partners were
segmented into 6 separate rooms; each room had 5 tables each
with 8 participants.

Using a four-hour brainstorming activity, each table was
given a challenge. These challenges were made up of some of
the largest obstacles the firm faced in partnering: for example,
“If you have limited budget and limited staff, what would be the
highest level of support you would want (e.g. marketing, sales,
technical, services) as a partner and how would you prioritize that
support?” Other challenges involved pricing, quoting, enable-
ment, Market Development Funds, program entitlements, and
monetization models.

The challenges were selected for degree of difficulty and
impact on the ExactTarget business. Each table spent time ide-
ating, discussing, and collaborating to create their solution, and
then elected a speaker to present their results to the room. The



best solutions, as voted on by the partner participants, were then
presented to the ExactTarget Partner Advisory Council, which
was made up of a team of senior executives and principals at
several of the company’s most strategic partners.

The process was highly collaborative and built upon an
inventive co-creation method. Partners were engaged, animated,
enthusiastic, passionate and, in some cases, very emotional.

The outcome for ExactTarget was astounding. The session
generated solution blueprints that addressed problems that
in many cases had existed without a solution for years. In just
4 hours, a set of very innovative ideas were formulated, validated
by partner community consensus, and endorsed by the large,

and influential, group of partner advocates.
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A NEW WAY OF WORKING

isn't for every company or every
employee. To effectively implement business design thinking
requires a change in mind-set for the individual and for the firm's
culture. Many firms struggle with change and innovation for any
number of reasons. Some have a culture more accustomed to
maintaining strict adherence to processes. Others may have
rigid silos for organizational functions and operational formality.
Yet another firm may adhere to strict rules for communication
and interaction with customers and stakeholders that alienate
employees. In these instances, implementing business design
thinking practices will be very difficult.

We believe that anyone can become a business design
thinker. However, not everyone will be comfortable with the
accompanying ambiguity or demands of co-creation. It is not
uncommon for people to feel frustrated, uncomfortable, lost,

and sometimes even angry when employing business design

thinking. That's because changing how you work isn't something
that happens overnight. The better you understand your culture
and the capabilities of your team, the more likely you will be to
successfully introduce new ways of working. Start small. Intro-
duce one practice at a time to just the members of your growth
team. And lead by example. Like any change, it will take time

to become habit, but if you work as a team and learn from your
experiences, you will begin to see the benefits.

Our research and experience have shown us that the
business design thinking way of working empowers employees
to use their judgment to make the right decisions, builds trust
and respect from their peers, and supports and rewards them for
their creativity and initiative. The impact that this internal change
has on customers can vary, but it is almost universally positive—
ranging from improved product quality to more consistent

brand experiences.
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INSPIRATION

) MIGH“S“FT TRANSFORMING FOR NEW GROWTH

“We as a company stand for deeply When Satya Nadella became CEO of Microsoft in 2014, he faced
understanding the needs of custom- a daunting challenge. Since its inception in 1975, Microsoft has
ers, translating that understanding into always sold packaged software and was the king of the tech
products that people love and ultimately industry in the 80s and 90s. But when Nadella took the reins,
into the success our customers have with people wondered if Microsoft could restore its reputation for
our products. It's that last part that is our innovation and creativity. Some industry pundits argued the
key motivation. The entire Microsoft team  company’s best days were behind it. Although Microsoft has
is inspired to bring their best ideas and through the years continued to make a lot of money—delivering
efforts every day to build products people  billions in revenue and returning profits to shareholders in the
love, and to advance our mission to em- form of dividends—its core business was declining amid a slump
power every person and every organiza- in the market for PCs.
tion on the planet to achieve more. And The question Nadella and his leadership team faced: how to
we're seeing the impact.”? grow the business once again to become the leader of the tech

world. “We had to decide, will Microsoft remain a viable and

—Satya Nadella, CEO, Microsoft relevant company in the future?”” according to Bob Kelly, Cor-
porate Vice President on Microsoft's Cloud+Enterprise business.
Clearly, resorting to the traditional strategic moves it had taken,
working to expand existing core business and offerings, would
certainly not be sufficient.



OLD SCHOOL MODEL

The firm’s traditional strategy integration for its offering, business
model, and revenue model was well practiced and had been
wildly profitable. It built versions of software programs over 1-2
years, then released directly to consumers, as well as through a
network of independent software vendor organizations (ISVs).

However, with the market quickly shifting from packaged
software to cloud services, the tech firm didn't pivot quickly
enough. Faced with intense pressure to save money, IT depart-
ments that historically bought packaged software solutions
were evaluating software as a service (SaaS) and cloud-backed
software solutions to replace or augment their legacy packaged
software solutions.

Although they told the world that cloud computing was the
future as early as 2008, Microsoft's flat stock price suggested
they had not capitalized on the initial ride of two huge market
waves: (1) consumers and businesses’ need and desire to use
apps and enjoy greater mobility and (2) the desire to perform all
activities in the cloud and using SaaS.
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TIME FOR A NEW OPPORTUNITY

Something obviously had to change. Microsoft's employees and
leaders knew it. “Opportunities still exist. We were not paying
attention to the market and did not take full advantage of the
new market waves. We didn't completely miss it, but we were
clearly late,” said Kelly.

We found that Microsoft applied many of the elements of
strategic innovation and business design thinking to “turn the
ship.” The firm crafted a unique strategy to completely trans-
form the company—focus on meeting users’ needs in the ex-
plosive markets of mobility and cloud computing, venturing into
new offerings, changing how it did business and how it worked
with its ecosystem of partners, and setting a course to transform

its culture. Let's take a look at some of Microsoft's actions.
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INSPIRATION

CHANGE OFFERINGS?

WELL, ACTUALLY, CHANGE EVERYTHING

While Microsoft began to plan and build cloud-based products
and services, such as Azure, as early as 2008, the tipping point
was in 2011, when Nadella wrote his now internally famous
“cloud first” memo, which defined the new path for the Cloud
and Enterprise division and Microsoft. He said not only is cloud
important, it is cloud first. That memo kicked off massive invest-
ment shifts, organizational and cultural changes, and significant
revision of business models. The new world order and focus of
Microsoft's strategy is called, “Mobile-First, Cloud-First.”

Microsoft is in the midst of its own massive transformation

to become the productivity and platform company for the
mobile-first and cloud-first world. At its core, the company is
moving from selling packaged software to selling services via
subscription. It's a journey that could take years, but Microsoft
is not only committed but is making significant rapid advances

along many fronts.

BUSINESS MODEL

To further enable its transformation, Microsoft had to look at
customers and the industry in a new way, partnering and co-
developing, instead of simply charging for software in a box.
No longer are there fees for annual maintenance and updates.
Instead, as part of the shift in its revenue model, Microsoft ap-
plies a tiered subscription of monthly fees for subscriptions and
customers can sign up without expensive long-term contracts
and leave when they choose.

And the distribution model has obviously changed to digital
and cloud-based, which also means the price points for every-
thing have changed. Customers can buy in small price doses,
from multiple possible sources. The democratization of software
is an ongoing trend that forces the customer and seller together
in a “bear hug” relationship. Microsoft's transformation is made
even more complex than others, because the firm's product lines

touch nearly every corner of corporate and personal computing.



A key benefit of the shift in business model was creating
more value for customers by removing barriers to consumption,
and providing a better customer experience. No longer did
customers need to invest in expensive hardware and servers,
and pay for server setup and maintenance, nor purchase sep-
arate seats of Microsoft Office, Exchange, or SharePoint. The
new cloud-based offering made it easier for customers, who no
longer had the cost and pain of having to install and configure
their own corporate server.

The business model also shifted to partnering with custom-
ers, having a mind-set to experiment, shoulder to shoulder, to
find a solution to a problem. The customer is now a collaborator,
working Microsoft in small, iterative, hypothesis-based engage-
ments. Microsoft has changed its view of business partnerships,
from transaction-based to emphasizing relationships. Under
Nadella’s leadership, partnerships are now seen as gateways to
innovation and unlocking mutual value—even if that may be

with competitors.
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REVENUE MODEL

Microsoft's enterprise sales team altered their revenue model.
They had always been trained to sell large volume (6 and 7
figure) deals. It was not uncommon for a salesperson to have
a $30M quota. In the new cloud world, the sales strategy had
to shift to a “land and expand” sales approach. And the initial
deals might be as low as $25K, leaving the sales team crying,
“How can | make quota?!” The existing business model didn’t
allow them to succeed. So the way of viewing and measuring

success had to be altered.
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INSPIRATION

OFFERING DEVELOPMENT MODEL
Another shift for Microsoft's offering has been in the product
development model and the process, operations, and the culture
supporting it. Microsoft labels it hypothesis-based engineer-
ing, a perfect example of the iterative action business design
thinking principle. The firm’s engineering groups changed their
software development methods to modern devops, through the
use of agile methodology, which they dub hypothesis-based
engineering, instead of the slow, cumbersome and costly old
“waterfall” method. “In a cloud world where delivery is con-
stant, hypothesis-based engineering changes how you develop,
design and deliver software. It changes everything—full stop—
EVERY single thing about your business. The offering, its devel-
opment, the customer ecosystem, sales, deal nature, service and

support,” said Kelly.

Hypothesis-based engineering, which now runs the business,

is at the heart of the new development process. The organiza-

tion’s focus is now based on 6 pillars:

1.

Transform data center (cloudification—putting Azure as a
node on your network)

Mobile-izing the end user experience—through the
enterprise mobility suite

Enabling modern app development (a new approach to
building apps using the cloud, with dockets, containers using
cloud services)

Driving insight from data—what do | do with it?

How do I drive my business through data? Data is the new
platform—betting the farm on voice search—interacting with
data in a new way; the ability to search with your voice.
Modern Developer Tooling—moving from a toolset on your
desktop to design, build, deploy, and operate in the cloud.
“Internet of Things”—by 2020 there will be 70 billion
intelligent and connected devices. Harnessing that intelli-
gence requires smart devices and a cloud to manage the

data and to drive business insight.



CREATING VALUE THROUGHOUT ITS ECOSYSTEM

Microsoft also reengineered its ecosystem model and all its inher-
ent interactions. Once viewed as protective of its own ecosystem
and eager to crush its competition, Microsoft is now viewed as
something else to even its staunchest rivals—a friend. In the past
year, for example, Microsoft has partnered with Salesforce, Red
Hat, Dropbox, and others widely seen as competitors.

The hypothesis-based engineering model has also made
Microsoft more agile, working to demonstrate how quickly they
can develop, partner, and deploy co-created applications and
services. Instead of simply providing software, they are co-
designing and iterating with customers and partners, in rapid
turn development, bringing customers significantly more value.

Having once been viewed as a lumbering behemoth, Mic-
rosoft has worked to become much more agile, what they call
running a marathon at a sprinter’s pace. According to Kelly, they
have had start-ups saying, “I don't know how you got back to
me so quickly. You're faster than | am!” Some of that new value
creation Kelly attributes to Microsoft's adoption of a “growth
mind-set,” a philosophy originally pioneered by Stanford psy-
chologist, Carol Dweck, that encourages a culture of learning

and risk taking often embraced at startups.
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A NEW MIND-SET OF BUSINESS DESIGN THINKING

In addition to strategy, business model, revenue model, and
offering development changes, Microsoft is undertaking a
massive cultural evolution. The firm has changed the cadence
and process of how employees work, as well as their focus and
behavior. Staff and leaders are now taking a much “humbler
approach” to the market, based on the well-grounded realism
on where they are today. The importance of relevance is deeply
ingrained in Microsoft now.

Nadella continued a practice started by his predecessor,
Steve Ballmer, by setting a weekly meeting cadence for his
senior leadership team (SLT). Once a week, for an entire day, the
SLT sits down together and reviews a key strategic issue and a
specific timely topic. Ground rules: be transparent, honest, and
respectful. Each week, someone on the SLT is the meeting “cop”
to enforce this behavior. This meeting structure helped break
down silos within the company.

To instill inspiration and foster impactful work, each week
a direct report opens the meeting with an “awesome moment”
describing an inspired behavior or action from someone on their
team. The desired outcome is creation of an environment where

the celebration of awesome is part of the culture.
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The energy and outlook of the company’s employees is also
changing. Every year they have an employee poll to take the
pulse on how employees feel about their work and their job.
Formerly, the lowest-rated question was, “| believe Microsoft is
making the right choices for long term success.” Now the poll
question’s response is at an all time high (measured every year
for last 8 years) and is 17 percentage points above the all time
average. The company's objective is to provide value to its em-
ployees, so they have a meaningful experience doing their job
and feel they are creating impactful work every day. They want
everyone to feel impassioned.

An interesting talent innovation at Microsoft is something
called “Moneyball,” which is a new process for onboarding en-
gineers. We see it as an example of the business design thinking
of interactive action. The new employees learn that their work al-
ways starts with a hypothesis. They then go out and test it, learn,
adjust, and try it out again. This process is a whole new way of
thinking. And the firm even takes the new employees “outside,”
to different regions to observe, learn, and practice Moneyball
hypotheses-based methodology in action.

Results? The enterprise mobility suite team has delivered the

fastest growing enterprise product Microsoft has ever released.

WHERE IS MICROSOFT NOW?

While the transformation is far from over, the effects of strategic
innovation, applied in the firm’s offering, its business model,
revenue model, and customer experience, along with changes
in the operations of its resources and assets, has had a huge
impact. Not to be unnoticed is the change in mind-set and way
of working, with all employees focused on delivering relevance
and value to Microsoft's customers.

At the closing of 2015, in a year in which the Standard &
Poor's 500 has been basically flat, Microsoft has been hitting new
52-week highs and is up nearly 20% from when Mr. Nadella took
over, largely on the strength of its commercial cloud business.

Nadella and his leadership team are working toward two
major milestones, reaching 1 billion Windows 10 devices in
FY2018 and achieving a $20 billion annualized revenue run-rate
in commercial cloud. Already Microsoft is making significant
progress on both fronts. At the same time, the company has
undertaken an ambitious plan to invent new categories with
HoloLens, the first fully untethered, holographic computer, and
Surface, its family of tablets to replace the laptop, receiving rave
reviews from developers, consumers, and enterprises adopting

the new technologies.
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OUR INDUSTRY DOES
NOT RESPECT TRADITION
—IT ONLY RESPECTS
INNOVATION.

—SATYA NADELLA cko, Microsoft
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THE JOURNEY OF A THOUSAND MILES

BEGINS WITH A SINGLE STEP. _LAOZ! Philsopher and Post

hat's our journey. The Art of Opportunity journey has presented a broad set of concepts and has

outlined a new process for finding your growth opportunity by moving from traditional strategic

planning to new strategic innovation. You've learned to craft your strategy from a customer-fo-
cused opportunity and to design your offering, business model, and revenue model. Finally, you found out
how to build your new growth business to create value for customers, your firm, and your ecosystem.

These concepts are inherently tied to a new way of working based on the principles of business design
thinking, with a rigorous process requiring you to iteratively move back and forth between doing and thinking
while steadily evolving your growth strategy and ultimately launching your new business.

It's a journey—one of continual iteration. Get going!
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