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The Dueling Mantras
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Learning-by-Doing as the Basis for Competitiveness and
Sustainability
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?D=LPAN�PKLE?O��3DA�?=OA�OPQ@EAO�=J@�?H=OO�@E=HKC�?KQLHA@�SEPD�PDA�NA=@EJC�KB�PDA
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Chapter 1

Concepts in the Context of Monopolistic Competition

Dominant Types of Markets

(�=HS=UO�HEGA�PK�OP=NP�?H=OO�SEPD�=�LKL�MQEV��(P�EO�=�CKK@�S=U�PK�CAP�PDA�KH@�CN=U�I=PPAN
CKEJC�=J@�OPENO�QL�=�>EP�KB�=JCOP�=J@�HK=PDEJC��3DANA�=NA�KJHU�PDNAA�I=P?DEJC
MQAOPEKJO�=J@�PDAU�=HH�NAH=PA�PK�PDA�@KIEJ=JP�PULAO�KB�I=NGAPO��	�
perfectly
competitive markets � �	�
 perfectly monopolistic markets � �=J@�	�
�PDA�I=NGAP
DU>NE@�NABANNA@�PK�=Omonopolistic competition � �

Question 1: Match the market types with their definition

���/ANBA?PHU�?KILAPEPERA
I=NGAP

=��,=JU�OAHHANO�PN=@EJC�=�OEIEH=N�LNK@Q?P�PK�I=JU
>QUANO

���,KJKLKHU�I=NGAP
>��.JA�OAHHAN�PN=@EJC�=�OEIEH=N�LNK@Q?P�PK�I=JU
>QUANO

���,KJKLKHEOPE?
?KILAPEPEKJ�I=NGAP

?��,=JU�OAHHANO�PN=@EJC�=�OHECDPHU�@EBBANAJPE=PA@
LNK@Q?P�PK�I=JU�>QUANO

(B�UKQ�I=P?DA@���SEPD�=���SEPD�>�=J@���SEPD�?�CERA�UKQNOAHB�KJA�LKEJP�

Question 2: Now match the types of markets with their percentages of
total activity

���/ANBA?PHU�?KILAPEPERA�I=NGAP =��+AOO�PD=J���

���,KJKLKHU�I=NGAP >��+AOO�PD=J���

���,KJKLKHEOPE?�?KILAPEPEKJ�I=NGAP ?��.RAN����

(B�UKQ�I=P?DA@���SEPD�=���SEPD�>�=J@���SEPD�?�CERA�UKQNOAHB�KJA�LKEJP�

Question 3: Now match the type of market that is easiest to enter

���/ANBA?PHU�?KILAPEPERA�I=NGAP=��2KIASD=P�A=OU�PK�AJPAN

���,KJKLKHU�I=NGAP >��5ANU�@EBBE?QHP�PK�AJPAN

���,KJKLKHEOPE?�?KILAPEPEKJ�I=NGAP?��5ANU�A=OU�PK�AJPAN

�� ,=JU�OAHHANO�PN=@EJC�=�OEIEH=N
LNK@Q?P�PK�I=JU�>QUANO�

�� .JA�OAHHAN�PN=@EJC�=�OEIEH=N
LNK@Q?P�PK�I=JU�>QUANO�

�� ,=JU�OAHHANO�PN=@EJC�=�OHECDPHU
@EBBANAJPE=PA@�LNK@Q?P�PK�I=JU
>QUANO�

��



(B�UKQ�I=P?DA@���SEPD�=���SEPD�>�=J@���SEPD�?�CERA�UKQNOAHB�KJA�LKEJP�

&ERA�UKQNOAHB�=�L=OOEJC�CN=@A�EB�UKQ�CAP�=>KRA�=�VANK�!U�PDA�S=U�(�@APAOP�LKL
MQEVVAO��3DAU�I=U�SKNG�PK�BKN?A�LAKLHA�PK�NA=@�PDA�I=PANE=H�>QP�PDAU�I=GA
HA=NJEJC�IEOAN=>HA�!=OA@�KJ�PDA�@AO?NELPEKJ�KB�PDA�PDNAA�PULAO�KB�I=NGAPO�PDEO
>NEAB�MQAOPEKJJ=ENA�EHHQOPN=PAO�PD=P�PDA�>AOP�LH=?A�=J@�LAND=LO�PDA�KJHU�LH=?A�BKN
AJPNALNAJAQNO�PK�?KILAPA�EO�EJ�I=NGAPO�?D=N=?PANEVA@�>U�IKJKLKHEOPE?�?KILHAPEKJ�

"D=LPAN���"KJ?ALPO�EJ�PDA�"KJPATP�KB�,KJKLKHEOPE?�"KILAPEPEKJ

��



1.1 Monopolistic Competition

$@S=N@�"D=I>ANHEJ�LQ>HEODA@�PDA�BKQJ@=PEKJO�KB�IKJKLKHEOPE?�?KILAPEPEKJ�EJ�DEO
�����>KKG�AJPEPHA@The Theory of Monopolistic Competition��(P�EO�?KJOE@ANA@�>U�OKIA
A?KJKIEOPO�PK�D=RA�PDA�O=IA�OP=PQNA�=O�)KDJ�,=UJ=N@�*AUJAObOGeneral TheoryEJ
NARKHQPEKJEVEJC�A?KJKIE?�PDKQCDP�EJ�PDA���PD�?AJPQNU�!N=GI=J�=J@�'AEF@N=�	����
�
3DA�E@A=�>ADEJ@�IKJKLKHEOPE?�?KILAPEPEKJ�EO�OEILHA�EJ�BKNI�=J@�LKSANBQH�EJ
LN=?PE?A�

,KJKLKHEOPE?�?KILAPEPEKJ�EJRKHRAO�I=JU�>QUANO�I=JU�OAHHANO�=J@�A=OU�ATEP�=J@
AJPNU�SEPD�OHECDPHU�@EBBANAJPE=PA@�LNK@Q?PO��3DA�OAHHANO�EJ�PDAOA�I=NGAPO�OAHH
LNK@Q?PO�PD=P�=NA�?HKOAHU�NAH=PA@�>QP�JKP�E@AJPE?=H��3DAU�D=RA�BA=PQNAO�PD=P
@EBBANAJPE=PA�PDAI�BNKI�PDA�?KILAPEPEKJ��4OQ=HHU�PDA�>QUANO�=J@�OAHHANO�=HOK�D=RA
CKK@�EJBKNI=PEKJ�KJ�PDA�=PPNE>QPAO�KB�PDA�LNK@Q?PO�=J@�PDA�LNE?AO�KB�PDA�LNK@Q?PO�EJ
PDA�I=NGAPLH=?A��(J@AA@�IKOP�LNK@Q?PO�=J@�OANRE?AO�=NA�OKH@�EJ�I=NGAPO
?D=N=?PANEVA@�>U�IKJKLKHEOPE?�?KILAPEPEKJ��3DA�HEOP�EJ?HQ@AO�FASAHNU�IKREA
LNK@Q?PEKJ�BKK@�AJPANP=EJIAJP�I=JU�AHA?PNKJE?�C=@CAPO�=J@�?KILKJAJPO�OKIA
@QN=>HA�CKK@O�>KKGO�?N=BPO�OK@=�DKQOAO�?=NO�?KJOQHPEJC�>QOEJAOOAO�OKBPS=NA
C=IA�?KJOKHAO�NAOP=QN=JPO�>=NO�=J@�OK�BKNPD�

 monopolist � EO�=�LNE?A�OAPPAN�=J@�=�>QOEJAOO�?KILAPEJC�EJ�=�LANBA?PHU�?KILAPEPERA
I=NGAP�EO�=�LNE?A�P=GAN��,KOP�>QOEJAOOAO�OPNERA�PK�>A�LNE?A�OAPPANO�SEPDEJ�=�?ANP=EJ
N=JCA�KB�LNE?AO�>U�KBBANEJC�=�LNK@Q?P�PD=P�EO�?HKOAHU�NAH=PA@�>QP�JKP�AT=?PHU�E@AJPE?=H
PK�KPDAN�LNK@Q?PO�EJ�PDA�I=NGAP��3DA�GAU�OPN=PACU�BKN�?KILAPEJC�EJ�I=NGAPO
?D=N=?PANEVA@�>U�IKJKLKHEOPE?�?KILAPEPEKJ�EO�PK�KBBAN�LNK@Q?PO�PD=P�=NA
@EBBANAJPE=PA@��3DA�LNK@Q?PO�=NA�OKNP�KB�MQ=OE�OQ>OPEPQPAO�>QP�PDAU�OPEHH�NAOAI>HA�PDA
KNECEJ=H�LNK@Q?P�KN�OANRE?A��%KN�AT=ILHA� LLHA�@ARAHKLA@�PDA�E/K@�PK�?KILAPA�SEPD
ATEOPEJC�,/��LH=UANO�

 ??KN@EJC�PK�OP=J@=N@�A?KJKIE?�PDAKNU�=�LQNAHU�?KILAPEPERA�I=NGAP�D=O�I=JU
>QUANO�=J@�OAHHANO�=J@�A=?D�EJ@ERE@Q=H�BENI�EO�=�LNE?A�P=GAN��(J�AOOAJ?A�?KJOQIANO
=J@�LNK@Q?ANO�@APANIEJA�PDA�I=NGAP�LNE?A�BKN�=�LNK@Q?P�KN�OANRE?A��(J�LANBA?PHU
?KILAPEPERA�I=NGAPO�PDANA�=NA�I=JU�OAHHANO�=J@�>QUANO�=J@�AJPNU�EJPK�=J@�KQP�KB
PDA�I=NGAP�EO�A=OU��(J�=�LANBA?PHU�?KILAPEPERA�I=NGAP�?KIL=JEAO�OAHH�PDAEN�LNK@Q?PO
=P�LNAR=EHEJC�I=NGAP�LNE?AO�SDANA�I=NCEJ=H�NARAJQA�AMQ=HO�I=NCEJ=H�?KOP��(J
=?PQ=HEPU�ARANU�>QOEJAOO�SKQH@�HEGA�PK�?KJPNKH�PDA�I=NGAP�OAP�PDA�LNE?A�=J@�>A�=
IKJKLKHEOP�� HH�>QOEJAOOAO�ODKQH@�OPNERA�PK�?KILAPA�=O�=�IKJKLKHEOP�ARAJ�EB�EP�EO�EJ
PDA�ODKNP�PANI��3DA�CK=H�EO�PK�N=GA�EJ�HKPO�KB�IKJAU�EJ�PDA�ODKNP�PANI�>A?=QOA�UKQN
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1.2 The Importance of Being Entrepreneurial and Being a Short-Term
Monopolist
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=J@�5AJG=P=N=I=J�	����
�3DA�LNK?AOO�=J@�PDA�OGEHHO�D=RA�>AAJ�HEGAJA@�PK�HA=NJEJC
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?KJPEJQKQO�?NA=PEKJ�=J@�NA�
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1.3 The Entrepreneur Should Design Products and Services for
Continuous Product Differentiation and Innovation
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1.4 Entrepreneurship Can Be Found in Large and Small Companies
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1.5 The Kingpins of Product Differentiation and Entrepreneurial
Innovation Activity
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1.6 Radical and Incremental Innovation
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1.7 Product and Technology Life Cycles
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Figure 1.1Technology Life Cycle
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Figure 1.2Technology Life Cycle Profile in 2011
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1.8 Diffusion of a Technology Usually Lags Performance
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Figure 1.3Diffusion Lags Performance
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1.9 Discontinuities, Chasms, and Hype in the Diffusion Process
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Figure 1.4Transistor Count and Moore's Law
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Figure 1.5Gartner Hype Cycle

���  �I=NGA@�@EREOEKJ�@EBBANAJ?A
KN�OAL=N=PEKJ�

"D=LPAN���"KJ?ALPO�EJ�PDA�"KJPATP�KB�,KJKLKHEOPE?�"KILAPEPEKJ

����#EO?KJPEJQEPEAO�"D=OIO�=J@�'ULA�EJ�PDA�#EBBQOEKJ�/NK?AOO ��



1.10 The Bridge Model of Technology Life Cycle
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Figure 1.6Crossing the Bridge of Hope and Climbing the Bridge of Adversity
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1.11 Technologies Do Not Necessarily Fall Into the Abyss: They Become
Embedded in New Technology
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1.12 There is Power in Numbers: Network Effects and MetcalfeÕs Law
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Figure 1.7The Size of the Network Increases the Value of the Network
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1.13 The Role of R&D Process in Innovation

3DA�K>FA?PERAO�KB�1�#�=NA�PK�@ARAHKL�ATEOPEJC�=J@�JAS�?KNA�?KILAPAJ?EAO�PK
BQNPDAN�ATEOPEJC�=J@�JAS�LNK@Q?PO�=J@�PK�@ARAHKL�ATEOPEJC�=J@�JAS�>QOEJAOO
LNK?AOOAO�PDNKQCD�EJRAJPEKJ�=J@�EJJKR=PEKJ�,=PDAOKJ�=J@�,=PDAOKJ�	����
�3DA
1�#�LNK?AOO�EO�PDA�AJCEJA�PD=P�@NERAO�LNK@Q?P�=J@�LNK?AOO�@EBBANAJPE=PEKJ�
Innovation �� EO�PULE?=HHU�@ABEJA@�=O�PDA�E@A=O�PDA�LNK@Q?PO�PDA�OANRE?AO�KN
LNK?AOOAO�PD=P�=NA�LAN?AERA@�=O�>AEJC�JAS�=J@�@EBBANAJP�=J@�PDAU�D=RA�>AAJ
EILHAIAJPA@�KN�ARAJ�?KIIAN?E=HEVA@�

1AOA=N?D�=J@�@ARAHKLIAJP�=NA�QOQ=HHU�PDNKSJ�PKCAPDAN�=O�KJA�?KJ?ALP�>QP�EJ
NA=HEPU�PDAU�=NA�OKIASD=P�@EOPEJ?P�LNK?AOOAO� JJ=??DEJK�	����
� Research�� EO
PULE?=HHU�?KJOE@ANA@�PK�>A�O?EAJ?A�KNEAJPA@�SDANA=Odevelopment �� EO�PDA
IA?D=JEOI�BKN�PN=JOH=PEJC�PDA�O?EAJ?A�EJPK�?KIIAN?E=H�LNK@Q?PO�=J@�OANRE?AO��!=OE?
O?EAJ?A�?=J�>A�PDKQCDP�KB�=O�PDA�AJCEJA�BKN�LQODEJC�JAS�@EO?KRANEAO�=J@�E@A=O�EJPK
OK?EAPU��3DEO�EO�EJ�?KJPN=OP�PK�PDA�?KJ?ALP�KB�I=NGAP�LQHH�Market pull �� EO
AOOAJPE=HHU�PDA�LNK?AOO�KB�PN=JOH=PEJC�PDA�>=OE?�O?EAJ?A�EJPK�LNK@Q?PO�=J@�OANRE?AO�EJ
KN@AN�PK�O=PEOBU�?QOPKIAN�JAA@O�S=JPO�=J@�@AI=J@O��3DA�EJPAN=?PEKJ�>APSAAJ
O?EAJ?A�LQOD�=J@�I=NGAP�LQHH�?NA=PAO�=�RANU�LKSANBQH�BAA@>=?G�HKKL�PD=P�OLQNO�KJ
PDA�@ARAHKLIAJP�=J@�@EBBQOEKJ�KB�JAS�LNK@Q?PO�=J@�OANRE?AO�2?DIK?D�	����
�

 O�JKPA@�A=NHEAN�PDA�@EBBQOEKJ�=J@�=S=NAJAOO�KB�PA?DJKHKCEAO�PULE?=HHU�BKHHKSO�=J�2�
?QNRA��(J�PDA�A=NHU�OP=CAO�KB�PDA�2�?QNRA�PDANA�=NA�RANU�BAS�LAKLHA�=S=NA�KB�PDA
PA?DJKHKCU��,=NGAP�NAOA=N?D�EO�JKP�EILKNP=JP�=P�PDEO�OP=CA�>A?=QOA�PDANA�=NA�BAS
QJP=LLA@�S=JPO�>A?=QOA�KB�PDA�H=?G�KB�=S=NAJAOO�� O�=�PA?DJKHKCU�I=PQNAO�=J@
>ACEJO�PK�P=GA�KBB�PDANA�EO�=�LNKL=C=PEKJ�KB�=S=NAJAOO�SEPD�EJ?NA=OA@�EJOECDP�KB�PDA
LKOOE>EHEPEAO�KB�=�PA?DJKHKCU�&KH@AJ>ANC�=J@�,=VQNOGU�	����
�(P�EO�=P�PDEO�OP=CA�PD=P
I=NGAP�NAOA=N?D�>A?KIAO�RE=>HA��(P�EO�=HOK�=P�PDEO�OP=CA�PD=P�I=JU�OEIEH=N�LNK@Q?PO
>ACEJ�PK�AIANCA�>A?=QOA�KB�PDA�OQNB=?EJC�KB�=�GEJ@�KB�CNKQLaha>A?=QOA�KB�PDA
EJPAN?KJJA?PA@JAOO�KB�>QOEJAOOAO�=J@�NAOA=N?D�CNKQLO��3DEO�CNKQLahaK??QNO
>A?=QOA�I=NGAP�NAOA=N?D�>U�LNK@Q?ANO�=J@�LNK@Q?P�@ARAHKLIAJP�H=>KN=PKNEAO�HA=@O
PK�PDA�O=IA�?KJ?HQOEKJO�=>KQP�?KJOQIAN�S=JPO��.J?A�?KJOQIANO�>ACEJ�PK�QOA
LNK@Q?PO�=J@�D=RA�D=@�PDA�KLLKNPQJEPU�PK�ATLANEAJ?A�=�LNK@Q?P�PDAU�=HOK�>ACEJ�PK
E@AJPEBU�=NA=O�KB�@ABE?EAJ?EAO�EJ�PDA�LNK@Q?P�=J@�=NA=O�SDANA�=�BA=PQNA�IECDP�>A
=@@A@�� J@�PDEO�EO�SDANA�I=NGAP�NAOA=N?D�EO�RANU�ABBA?PERA�>A?=QOA�I=NGAP
NAOA=N?DANO�=NA�RANU�=@ALP�=P�E@AJPEBUEJC�?D=JCAO�EJ�?KJOQIAN�S=JPO�

 O�PDA�I=NGAP�I=PQNAO�PDA�@AI=J@�BKN�PDA�LNK@Q?PO�=HOK�>ACEJO�PK�@A?HEJA�SEPD�PDA
AIANCAJ?A�KB�OQ>OPEPQPA�LNK@Q?PO�=J@�PA?DJKHKCE?=H�K>OKHAO?AJ?A��(P�EO�PDAJ
JA?AOO=NU�PK�NA�LNEIA�PDA�LQIL�=J@�NAHK=@�O?EAJ?A��3DEO�EO�@KJA�>U�SKNGEJC�SEPD
JAS�O?EAJ?A�=J@�JAS�PA?DJKHKCEAO�EJ�KN@AN�PK�E@AJPEBU�JAS�KLLKNPQJEPEAO�BKN

��� 3DA�E@A=O�LNK@Q?PO�OANRE?AO
KN�LNK?AOOAO�PD=P�=NA�LAN?AERA@
=O�>AEJC�JAS�=J@�@EBBANAJP�=J@
PD=P�D=RA�>AAJ�EILHAIAJPA@�KN
ARAJ�?KIIAN?E=HEVA@�

��� 3ULE?=HHU�?KJOE@ANA@�PK�>A
O?EAJ?A�KNEAJPA@�

��� 3DA�IA?D=JEOI�BKN�PN=JOH=PEJC
PDA�O?EAJ?A�KB�NAOA=N?D�EJPK
?KIIAN?E=H�LNK@Q?PO�=J@
OANRE?AO�

��� 3DA�LNK?AOO�KB�PN=JOH=PEJC�PDA
>=OE?�O?EAJ?A�EJPK�LNK@Q?PO�=J@
OANRE?AO�EJ�KN@AN�PK�O=PEOBU
?QOPKIAN�JAA@O�S=JPO�=J@
@AI=J@O�

"D=LPAN���"KJ?ALPO�EJ�PDA�"KJPATP�KB�,KJKLKHEOPE?�"KILAPEPEKJ

��



@ARAHKLEJC�LNK@Q?PO�=J@�OANRE?AO�%ECQNA������/QOD�/QHH�=J@�1AHK=@�EHHQOPN=PAO�PDA
?KJ?ALPO�KB�O?EAJ?A�LQOD�=J@�I=NGAP�LQHH�=J@�DKS�PDAU�NAH=PA�PK�@EBBQOEKJ�=J@
=S=NAJAOO�

Figure 1.8Push, Pull, and Reload
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1.14 Push, Pull, and Reload can go on Forever

2KIA�EJ@ERE@Q=HO�>AHEARA�PD=P�PDANA�EO�=�HEIEP�KJ�PDA�=>EHEPU�KB�EJJKR=PERA�=?PEREPEAO
PK�>NEJC�JAS�LNK@Q?PO�PK�PDA�I=NGAP��3DEO�OQCCAOPO�PD=P�@EBBANAJPE=PEKJ�?=JJKP�CK
KJ�BKNARAN��3DEO�HEJA�KB�NA=OKJEJC�EO�OEIEH=N�PK�PDA�E@A=�=PPNE>QPA@�PK�OKIAKJA�EJ�PDA
4�2��L=PAJP�KBBE?A�PD=P��`$RANUPDEJC�PD=P�?=J�>A�EJRAJPA@�D=O�>AAJ�EJRAJPA@�a�3DANA
EO�CKK@�JASO�DKSARAN�BNKI�PDA�L=PAJP�KBBE?A��1AOA=N?D�D=O�ODKSJ�PD=P�?KIL=JEAO
?=J�GAAL�EJJKR=PEJC�=J@�OPEHH�?KJPNE>QPA�PK�PDA�>KPPKI�HEJA�>A?=QOA�EP�=LLA=NO�PD=P
EJ�CAJAN=H�PDANA�=NA�JK�@EIEJEODEJC�NAPQNJO�PK�O?=HA�BKN�1�#�ATLAJ@EPQNAO�,=@OAJ
	����
� (J�AOOAJ?A�?KJPEJQA@�EJRAOPIAJP�EJ�1�#�UEAH@O�NAS=N@O�NARAJQAO�=J@
LNKBEPO��$RAJ�PDKQCD�=�L=NPE?QH=N�PA?DJKHKCU�I=U�D=RA�=�LANBKNI=J?A�HEIEP
=@R=J?AO�EJ�1�#�=J@�EJ�>=OE?�O?EAJ?A�=HKJC�SEPD�?QOPKIAN�LQHH�SEHH�OP=NP�PDA�LNK?AOO
=JAS��,KKNAbO�H=S�?KJPEJQAO�PK�SKNG�BKN�(JPAH�>A?=QOA�PDAU�?KJPEJQKQOHU�NA�LNEIA
PDA�LQIL��3DAU�D=RA�CKJA�BNKI�BK?QOEJC�KJ�PDA�?HK?G�N=PA�KB�PDAEN�"/4�SDE?D�EO
?KJOPN=EJA@�>U�PDANIK@UJ=IE?�?KJOE@AN=PEKJO�PK�ATLHKNEJC�IQHPELHA�"/4�?KNAO�=J@
NAOPNQ?PQNEJC�PDA�KRAN=HH�IE?NK=N?DEPA?PQNA�KB�PDAEN�?DELO�

"D=LPAN���"KJ?ALPO�EJ�PDA�"KJPATP�KB�,KJKLKHEOPE?�"KILAPEPEKJ

��



1.15 R&D for Start-Ups and Small Businesses
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1.16 Search and the Role of Learning-About in Developing Ideas for New
Products and Services
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Figure 1.9Breadth and Depth of Search and Innovative Activity

Figure 1.10Breadth of Search and Innovative Performance
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1.17 Building Things and the Role of Learn-By-Doing in Developing Ideas
for New Products and Services
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1.18 The Role of the Supply Chain and the Brand in Product
Differentiation
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1.19 Conclusion
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Chapter 2

Fundamentals of Product and Price Differentiation
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2.1 The Demand Curve
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2.2 First-Degree Price Discrimination: Personalized Pricing
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Figure 2.1Need a Way to Capture Additional Revenue
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Collaborative Filtering
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Figure 2.2Revenues Derived by Selling a Product at a Single Price
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Figure 2.3Auctions Can Be Used for Personalized Pricing
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2.3 Second-Degree Price Discrimination: Versioning
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Figure 2.4Second-Degree Price Discrimination

�� 3K�AJC=CA�EJ�@EBBANAJPE=H
LNE?EJC�>U�KBBANEJC�@EBBANAJP
RANOEKJO�KB�=�LNK@Q?P�

��  �NQHA�KB�PDQI>�PD=P�OQCCAOPO
UKQ�OP=NP�KQP�SEPD�PDNAA�LNE?A
HARAHO�

"D=LPAN���%QJ@=IAJP=HO�KB�/NK@Q?P�=J@�/NE?A�#EBBANAJPE=PEKJ

��



 O�JKPA@�A=NHEAN�=J@�EHHQOPN=PA@�EJ�PDA�JATP�?D=LPAN�RANOEKJEJC�=HOK�HA=@O�PK
EJ?NA=OA@�NARAJQAO�=J@�LNKBEPO��8KQ�SEHH�HA=RA�IKJAU�KJ�PDA�P=>HA�EB�UKQ�@K�JKP
D=RA�=�DECD�AJ@�LNK@Q?P�BKN�?KJOQIANO�SDK�=NA�JKP�LNE?A�OAJOEPERA��(J�=@@EPEKJ
UKQ�SEHH�JKP�OAHH�=JU�LNK@Q?P�PK�?QOPKIANO�SDK�=NA�RANU�LNE?A�OAJOEPERA��3DANA�=NA
OARAN=H�=@@EPEKJ=H�?KILAHHEJC�NA=OKJO�BKN�RANOEKJEJC��!U�D=REJC�OARAN=H�LNK@Q?PO
UKQ�?=J�ATLANEIAJP�=J@�S=P?D�A?KJKIE?�>AD=REKN�=O�?KJOQIANO�SEHH�BK?QO�KJ�PDA
BA=PQNAO�=J@�LNK@Q?PO�PD=P�=NA�IKOP�@AOEN=>HA��3DEO�OKNP�KB�ATLANEIAJP=PEKJ�EO�PDA
>=OEO�KB�IKJKLKHEOPE?�?KILAPEPEKJ�=J@�PDA�IA?D=JEOI�PD=P�=HHKSO�PDA�AJPNALNAJAQN
PK�OQ??AOOBQHHU�?KILAPA��/NK@Q?P�RANOEKJO�?=J�>A�CAJAN=PA@�EJ�=�R=NEAPU�KB�S=UO
EJ?HQ@EJC�@EOPEJ?P�LNK@Q?P�BA=PQNAO�LNK@Q?P�@AOECJ�=J@�LNK@Q?P�LNKIKPEKJO�OQ?D
=O�LNK@Q?P�NA>=PAO�=J@�LNK@Q?P�=R=EH=>EHEPU�BKN�AT=ILHA�SDAJ�PDA�LNK@Q?P�EO
@AHERANA@�

(J�PDEO�>KKG�SA�SEHH�NABAN�PK�PDNAA�BKQJ@=PEKJ=H�RANOEKJO�KB�LNK@Q?PO��3DA�DECD�AJ@
LNK@Q?P�EO�NABANNA@�PK�=O�=�,E@=O�RANOEKJ�=J@�EP�EO�P=NCAPA@�PKS=N@�JKJLNE?A�
OAJOEPERA�?KJOQIANO�Midas products � =NA�ATPN=R=C=JPHU�AJCEJAANA@�=J@�?KJP=EJ
=@R=J?A@�BA=PQNAO�=J@�=PPNE>QPAO�Hermes products�� =NA�P=NCAPA@�PKS=N@�LNE?A�
OAJOEPERA�?KJOQIANO�=J@�=NA�BNQC=HHU�AJCEJAANA@�=J@�@AOECJA@�SEPD�>=OE?�BA=PQNAO�
Atlas products �� =NA�@AOECJA@�BKN�PDA�IE@@HA�CNKQJ@�KN�PDA�I=EJOPNA=I��3DAU�JKP
KJHU�D=RA�>=OE?�BA=PQNAO�>QP�=HOK�D=RA�OARAN=H�=@R=J?A@�BA=PQNAO�=J@�=NA�LNE?A@
>APSAAJ�,E@=O�=J@�'ANIAO�RANOEKJO��,KNA�@AP=EHO�KJ�PDA�IKPER=PEKJ�>ADEJ@�PDA
PDNAA�RANOEKJO�SEHH�>A�LNAOAJPA@�PDNKQCDKQP�PDA�>KKG�

 J�AT=ILHA�KB�RANOEKJEJC�EO�BKQJ@�EJ�PDA�=ENHEJA�EJ@QOPNU�� ENHEJA�?KIL=JEAO�QOQ=HHU
LNKRE@A�PSK�KN�PDNAA�HARAHO�KB�OA=PO�OQ?D�=O�A?KJKIU�?H=OO�OA=PO�>QOEJAOO�?H=OO
OA=PO�=J@�BENOP�?H=OO�OA=PO��3DA�BENOP�?H=OO�PE?GAPO�=NA�PDA�IKOP�ATLAJOERA�=J@�PDAU
KBBAN�?QOPKIANO�PDA�DECDAOP�MQ=HEPU�OANRE?A��"KJOQIANO�SDK�=NA�SEHHEJC�PK�L=U�BKN
PDA�ATPN=�OANRE?AO�SEHH�LQN?D=OA�PDA�BENOP�?H=OO�PE?GAP��.J�PDA�KPDAN�D=J@�?QOPKIANO
SDK�LQN?D=OA�PDA�A?KJKIU�?H=OO�PE?GAP�NA?AERA�=�HKSAN�HARAH�KB�OANRE?A��!QP�PDAU�=NA
JKP�SEHHEJC�PK�L=U�BKN�PDA�ATPN=�OANRE?AO�=J@�BA=PQNAO�KBBANA@�PK�PDA�BENOP�?H=OO�=J@
>QOEJAOO�?H=OO�?QOPKIANO�� O�EHHQOPN=PA@�EJ�PDA�DULKPDAPE?=H�AT=ILHA�EJ%ECQNA����
�1ARAJQAO�&AJAN=PA@�>U�.JHU�.BBANEJC�$?KJKIU�2A=PO��EB�=J�=ENHEJA�KBBANO�KJHU�=J
A?KJKIU�PE?GAP�=P�=�OAP�LNE?A�KB������PDAJ�PDA�NARAJQAO�CAJAN=PA@�SKQH@�>A
��������'KSARAN�=O�EHHQOPN=PA@�EJ%ECQNA������5ANOEKJEJC� ENHEJA�2A=PO�&AJAN=PAO
 @@EPEKJ=H�1ARAJQA��EB�PDA�=ENHEJA�KBBANO�=J�A?KJKIU�PE?GAP�=P������=�>QOEJAOO�?H=OO
PE?GAP�BKN������=J@�BENOP�?H=OO�PE?GAPO�BKN������PDAJ�PDA�?KIL=JU�?KQH@�LKPAJPE=HHU
CAJAN=PA�=@@EPEKJ=H�NARAJQAO�KB��������

Bundling �� EO�=�OLA?E=H�PULA�KB�RANOEKJEJC�PD=P�KBPAJ�EJRKHRAO�EJBKNI=PEKJ�?KJPAJP
PD=P�EO�EJ�=�@ECEP=H�BKNI=P��.JHEJA�=J@�KBBHEJA�JASOL=LANO�AJ?U?HKLA@E=O�=J@
I=C=VEJAO�=NA�AT=ILHAO�KB�EJBKNI=PEKJ�>QJ@HAO��2KBPS=NA�EJ�=@@EPEKJ�PK�D=REJC
RANOEKJO�EO�=HOK�>QJ@HA@��$T=ILHAO�EJ?HQ@A�PDA�OK�?=HHA@�KBBE?A�>QJ@HAO�?KJP=EJEJC
SKN@�LNK?AOOEJC�LNAOAJP=PEKJ�=J@�OLNA=@ODAAP�OKBPS=NA�=J@�PDA�P=T�OKBPS=NA

�� 'ECD�AJ@�LNK@Q?P�P=NCAPA@
PKS=N@�JKJLNE?A�OAJOEPERA
?KJOQIANO�

��� /NK@Q?PO�P=NCAPA@�PKS=N@
LNE?A�OAJOEPERA�?KJOQIANO�=J@
=NA�BNQC=HHU�AJCEJAANA@�=J@
@AOECJA@�SEPD�>=OE?�BA=PQNAO�

��� #AOECJA@�BKN�PDA�IE@@HA
CNKQJ@�KN�PDA�I=EJOPNA=I�
3DAU�JKP�KJHU�D=RA�>=OE?
BA=PQNAO�>QP�=HOK�=@R=J?A@
BA=PQNAO�=J@�=NA�LNE?A@
>APSAAJ�,E@=O�=J@�'ANIAO
RANOEKJO�

���  �OLA?E=H�PULA�KB�RANOEKJEJC
PD=P�KBPAJ�EJRKHRAO�EJBKNI=PEKJ
?KJPAJP�PD=P�EO�EJ�=�@ECEP=H
BKNI=P�

"D=LPAN���%QJ@=IAJP=HO�KB�/NK@Q?P�=J@�/NE?A�#EBBANAJPE=PEKJ

����2A?KJ@�#ACNAA�/NE?A�#EO?NEIEJ=PEKJ��5ANOEKJEJC ��



>QJ@HAO�PD=P�EJ?HQ@A�AHA?PNKJE?�BEHEJC�OP=PA�BEHEJC�=O�SAHH�=O�=@@EPEKJ=H�P=T
LNAL=N=PEKJ�BA=PQNAO�

Figure 2.5Revenues Generated by Only Offering Economy Seats
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Figure 2.6Versioning Airline Seats Generates Additional Revenue
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2.4 Third-degree Price Discrimination: Group Pricing
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Figure 2.7Revenues Generated by Set Price for Statistical Software

Figure 2.8Group Pricing and Additional Revenues
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Figure 2.9Third-Degree Price Discrimination: Group Pricing
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2.5 Legal Issues Related to Price Discrimination and Product
Differentiation
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2.6 Conclusion
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Chapter 3

Differentiation in Action

JoanÕs Handcrafted Jewelry Boxes
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Figure 3.1Demand Curve for Jewelry Box
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Figure 3.2Revenue With One Type of Jewelry Box Selling for $40

)K=J�@APANIEJA@�PD=P�ODA�?KQH@�I=GA�=�OI=HH�LNKBEP�>U�OAHHEJC�PDA�>KT�BKN������3DA
NARAJQA�CAJAN=PA@�>U�OAHHEJC�KJHU�KJA�IK@AH�KB�DAN�FASAHNU�>KT�EO�EHHQOPN=PA@�EJ
%ECQNA������1ARAJQA�6EPD�.JA�3ULA�KB�)ASAHNU�!KT�2AHHEJC�BKN�������'AN fixed costs� 
?KJOEOPEJC�KB�NAJP�QPEHEPEAO�=J@�PKKH�I=EJPAJ=J?A�SKQH@�NQJ�=>KQP��������3DA
variable costs� BKN�PDA�SKK@�B=OPAJANO�=J@�@A?KN=PEKJO�SKQH@�>A�=>KQP�����SDAJ
>KQCDP�EJ�>QHG�MQ=JPEPEAO��3DA�IKJPDHU�NARAJQA�BNKI�PDA�>QOEJAOO�SKQH@�>A������
	����d����
�=J@�PDA�LNKBEP�BNKI�PDA�>QOEJAOO�SKQH@�>A��������3DAcontribution
margin � EO�PDA�@EBBANAJ?A�>APSAAJ�PDA�OAHHEJC�LNE?A�=J@�PDA�R=NE=>HA�?KOP�PK�LNK@Q?A
A=?D�FASAHNU�>KT��3DA�?KJPNE>QPEKJ�I=NCEJ�BKN�A=?D�FASAHNU�>KT�EO������3DA
?=H?QH=PEKJO�BKN�LNKBEP�QOEJCq=O�PDA�MQ=JPEPU�=J@p =O�PDA�LNE?A�=NA�=O�BKHHKSO�

3KP=H�NARAJQA��pdq

3KP=H�NARAJQA������d����

3KP=H�NARAJQA��������

/NKBEP���3KP=H�NARAJQA�c�3KP=H�R=NE=>HA�?KOPO�c�3KP=H�BETA@�?KOPO

/NKBEP��p dqc Vc dqc Fc

/NKBEP������d�����c���� d�����c������

/NKBEP���������c�������c������

�� "KOPO�PD=P�@K�JKP�?D=JCA
NAC=N@HAOO�KB�O=HAO�

�� $TLAJOAO�PD=P�?D=JCA
=??KN@EJC�PK�LNK@Q?PEKJ
KQPLQP�

�� 3DA�=IKQJP�NAI=EJEJC�BNKI
O=HAO�NARAJQAO�=BPAN�@A@Q?PEJC
=HH�R=NE=>HA�ATLAJOAO�

"D=LPAN���#EBBANAJPE=PEKJ�EJ� ?PEKJ

��



/NKBEP��������

"D=LPAN���#EBBANAJPE=PEKJ�EJ� ?PEKJ

��



3.1 Price and Product Differentiation and Enlightenment

)K=J�NA=HHU�AJFKUA@�KSJEJC�=�>QOEJAOO�=J@�>AEJC�=J�AJPNALNAJAQN�>QP�ODA�S=JPA@
IKNA�� BPAN�NANA=@EJC�=J�EJPANAOPEJC�=NPE?HA�KJ�LNE?A�@EO?NEIEJ=PEKJ�>U�'=H
5=NE=J5=NE=J�	����
� )K=J�@A?E@A@�PK�ATL=J@�DAN�LNK@Q?P�HEJA��$TL=JOEKJ�S=O�A=OU
>A?=QOA�ODA�D=@�LHAJPU�KB�BHKKN�OL=?A�=J@�?KQH@�DENA�KJA�KB�DAN�P=HAJPA@�JALDASO�PK
=OOEOP�EJ�LNK@Q?EJC�PDA�>KTAO��)K=J�QJ@ANOPKK@�PDA�NAH=PEKJODEL�>APSAAJ�LNE?A
@EO?NEIEJ=PEKJ�=J@�LNKBEP=>EHEPU�=J@�PDEO�HA@�DAN�PK�@AOECJ�=J�=@@EPEKJ=H�DECD�AJ@
RANOEKJ�=J@�=�HKS�AJ@�RANOEKJ�KB�DAN�FASAHNU�>KT�

Figure 3.3Potential Revenue When Adding Versions
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Figure 3.4Financial Structure for Three Versions of Joan's Jewelry Boxes

Figure 3.5Differentiating Features for Three Versions of Joan's Jewelry Boxes
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3.2 Generating Additional Revenues: Willingness-to-Pay
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3.3 Demand and Differentiation Dashboards

6A�D=RA�@ARAHKLA@�=�OLNA=@ODAAP�PKKH�PD=P�?=J�>A�QOA@�PK�=OOEOP�EJ�LNK@Q?P
@EBBANAJPE=PEKJ��8KQ�=NA�AJ?KQN=CA@�PK�REOEPDPPL���CHO=J@ANO�SKN@LNAOO�?KI�=J@
K>P=EJ�PDA�JASAOP�RANOEKJ�KB�PDA�OLNA=@ODAAP��8KQ�=NA�=HOK�AJ?KQN=CA@�PK�NA=@�PDA
 LLAJ@ET�KB�PDEO�?D=LPAN�>A?=QOA�EP�?KJP=EJO�=J�KRANREAS�KB�PDA�I=PD�BKN
E@AJPEBUEJC�PDA�KLPEI=H�LNE?A�=J@�MQ=JPEPU�BKN�=�@AI=J@�AMQ=PEKJ�

%ECQNA������#AI=J@� J=HUOEO�#=OD>K=N@�EHHQOPN=PAO�PDA�@AI=J@�OLNA=@ODAAP�BKN
)K=JbO�FASAHNU��3DA�@AI=J@�@=OD>K=N@�OLNA=@ODAAP�EO�QOA@�PK�?=H?QH=PA�PDA�OHKLA
=J@�PDA�I=TEIQI�=IKQJP�?KJOQIANO�SKQH@�>A�SEHHEJC�PK�L=U�BKN�=�LNK@Q?P�%ECQNA
�����#EBBANAJPE=PEKJ�#=OD>K=N@�4OEJC�#AI=J@� J=HUOEO�#=OD>K=N@�(JLQP�=J@
%EJ=J?E=H�#=P=�BNKI�)K=J�LNAOAJPO�=�@EBBANAJPE=PEKJ�@=OD>K=N@�OLNA=@ODAAP��3DA
differentiation dashboard � EO�QOA@�PK�@APANIEJA�PDA�LNKBEP=>EHEPU�@QA�PK�LNK@Q?P
@EBBANAJPE=PEKJ��3DA�@EBBANAJPE=PEKJ�@=OD>K=N@�=HOK�?KILQPAO�=J�KLPEI=H�OKHQPEKJ
BKN�PDA�@AI=J@�?QNRA�SDAJ�KJHU�KJA�RANOEKJ�EO�KBBANA@��3DA�KLPEI=H�LNE?A�SKQH@�>A
�������=J@�=P�PD=P�LNE?A�)K=J�SKQH@�OAHH�������FASAHNU�>KTAO�� O�UKQ�?=J�OAA�BNKI
PDA�OKHQPEKJ�EJ%ECQNA������#EBBANAJPE=PEKJ�#=OD>K=N@�4OEJC�#AI=J@� J=HUOEO
#=OD>K=N@�(JLQP�=J@�%EJ=J?E=H�#=P=�BNKI�)K=J��PDA�IKJPDHU�?=OD�BHKS�QOEJC�PDA
KLPEI=H�OKHQPEKJ�UEAH@O�=�IKJPDHU�LNKBEP�KB����������SDE?D�EO�OPEHH�JKP�RANU�?HKOA�PK
PDA�IKJPDHU�JAP�LNKBEP�KB�������SEPD�PDNAA�RANOEKJO��3DA�R=HQA�KB�PDA�>QOEJAOO
SKQH@�>A���������EB�SA�=OOQIA�=�?KOP�KB�?=LEP=H�R=HQA�KB�����	��d��������������
�
3DA�KLPEI=H�OKHQPEKJ�EO�RANU�DAHLBQH�BKN�E@AJPEBUEJC�=�OP=NPEJC�LKEJP�BKN�OAHA?PEJC�=
LNE?A�LKEJP�BKN�KJA�LNK@Q?P�=J@�BKN�E@AJPEBUEJC�LNE?A�LKEJPO�BKN�=@@EPEKJ=H�RANOEKJO�
3DA�@EBBANAJPE=PEKJ�@=OD>K=N@�EO�RANU�QOABQH�BKN�?KJ@Q?PEJC�OAJOEPEREPU�=J=HUOEO�=J@
SD=P�EB�=J=HUOEO�BKN�@EBBANAJPE=PEJC�QL�PK�PDNAA�LNK@Q?PO�=J@�OANRE?AO�

�� 4OA@�PK�@APANIEJA�LNKBEP=>EHEPU
@QA�PK�LNK@Q?P�@EBBANAJPE=PEKJ�
 HOK�?KILQPAO�=J�KLPEI=H
OKHQPEKJ�BKN�PDA�@AI=J@�?QNRA
SDAJ�KJHU�KJA�RANOEKJ�EO
KBBANA@�

"D=LPAN���#EBBANAJPE=PEKJ�EJ� ?PEKJ

��

http://glsanders.wordpress.com/


Figure 3.6Demand Analysis Dashboard

Figure 3.7Differentiation Dashboard Using Demand Analysis Dashboard Input and Financial Data from Joan
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3.4 Monopolistic Competition at Work
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3.5 Independent, Complement, and Substitute Goods and Services
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3.6 Price Discrimination and Price Differentiation
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3.7 Irritating Consumers
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3.8 Waves of Innovation Fueled by Substitutes and Complements
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3.9 Arbitrage: ProducerÕs Paradise and ConsumerÕs Dread

Figure 3.8Innovation Driven by Substitutes and Complements
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3.10 Conclusion
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3.11 Appendix: Determining the Optimal Selling Price Using Demand,
Revenue, and Cost Equations
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Figure 3.9Two Points Are Used to Derive the Demand Curve
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Figure 3.10Optimal Profit with Three Versions of Jewelry Boxes
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Figure 3.11Nonlinear Demand Curve for Joan's Jewelry Boxes
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Figure 3.12Demand Curve for Nonlinear Estimation
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Figure 3.13Joan's Profit Using Estimates of Nonlinear Demand
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Chapter 4

Dynamic Tension in Versioning and PD Curves

��



4.1 Product Differentiation Curves
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Figure 4.1Product Differentiation or Versions Curve for Joan's Jewelry
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4.2 Versioning and Goldilocks Pricing
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4.3 Using Dynamic Tension Differentiation to Develop Products and
Services for the Entire Demand Curve
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Figure 4.2Dynamic Tension Between Midas and Hermes Leads to Atlas Products
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4.4 Dynamic Tension Between Midas and Hermes Spawns Atlas
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4.5 Midas, Atlas, and Hermes Versions
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Figure 4.3Midas, Atlas, and Hermes Characteristics
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Figure 4.4TurboTax Versioning
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4.6 Bottom of the Pyramid
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4.7 Versioning Restaurants, Hotels, and Motels
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Figure 4.5PD Curve for Restaurants
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Figure 4.6Differentiating a Standard or Similar Product
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4.8 Versioning Commodity and Standardized Products
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4.9 Versioning Strategies
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4.10 Version Rollout Strategies
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4.11 Customer Segments and Midas, Atlas, and Hermes Versions
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4.12 Pricing and Product Differentiation Strategies
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4.13 Dynamic Tension in Action at Singapore Airlines
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4.14 Conclusion
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4.15 Addendum on Pareto Economics, Welfare, and Efficiency
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Chapter 5

Examples of Product Differentiation & Versioning Curves
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5.1 Versioning Automobiles
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Figure 5.1PD Curves for Toyota Passenger Cars

Figure 5.2PD Curve for Camry
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Figure 5.3PD Curve for Lexus Sedan

Figure 5.4PD Curve for Engine Technologies
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5.2 Versioning at Dell
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DellÕs Migration and Evolution
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Figure 5.5Differentiation at Dell
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5.3 Versioning at Microsoft
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Figure 5.6Windows 7 and Vista Product Differentiation
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5.4 Versioning Wireless Communications
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Figure 5.7Communication Drives Innovation
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Figure 5.8Broad-based Versus High-End Differentiation Strategies for Cell Phone Devices

How Wireless Companies Compete on Price: Hide the True Price
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5.5 Versioning at Apple
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Figure 5.9iPhone 4 Data Stream Plans
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5.6 Versioning e-Books
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Figure 5.10iPad Differentiation
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Figure 5.11Differentiating the Kindle
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5.7 Versioning Digital Content
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Figure 5.12Digital Content Differentiation Strategies
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5.8 Versioning Digital Entertainment
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Figure 5.13Product Differentiation for the Halo Reach Game
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5.9 Versioning Disease Treatments
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Figure 5.14Net Profits When Only One Version of the Treatment Is Offered
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Figure 5.15Net Profit When Three Treatment Versions Are Offered
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5.10 Conclusion
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Chapter 6

Facilitating Creativity and Innovation

The Driving Force Behind Research and
Development
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Figure 6.1Creative Problem Solving and the Creative Star Model
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6.1 The Creative Process is Inherently Nonlinear
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6.2 The Lonely Genius
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6.3 The Habits of Successful Entrepreneurs
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6.4 Environmental Factors Affecting Creativity and Innovation
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Anyone can be creative.'=HB�KB�PDA�>=PPHA�KB�>AEJC�?NA=PERA�EO�?KJREJ?EJC�UKQNOAHB�=J@
KPDANO�PD=P�=JUKJA�?=J�>A�?NA=PERA��(�OKIAPEIAO�DA=N�BNEAJ@O�=J@�OPQ@AJPO�O=U�PD=P
PDAU�=NA�JKP�?NA=PERA�� JUKJA�?=J�>A�?NA=PERA��EP�FQOP�EJRKHRAO�=LLHUEJC�=HH�KB�PDA
BKHHKSEJC�OPN=PACEAO�

[ '=RA�=�IEOOEKJ�=J@�BK?QOEJC�KJ�=�OEJCHA�CK=H
[ -AA@�KJA�KJ�KJA�?KHH=>KN=PEKJ
[ 3=GA�NEOGO�=J@�LANIEP�B=EHQNA
[ -AA@�MQEAP�PEIA�=J@�OKHEPQ@A
[ -AA@�PK�LNKPKPULA�=J@�ATLANEIAJP
[ 6KNG�D=N@

(J�=J�E@A=H�SKNH@�I=J=CAIAJP�SKQH@�>A�NAOLKJOE>HA�BKN�?NA=PEJC�=J�AJRENKJIAJP
PD=P�EO�?KJ@Q?ERA�PK�?NA=PEREPU��(J�NA=HEPU�EP�EO�PDA�EJ@ERE@Q=HbO�NAOLKJOE>EHEPU�PK
?NA=PA�OQ?D�=J�AJRENKJIAJP�>U�>=H=J?EJC�PEIA�=P�SKNG�=P�LH=U�=J@�=P�DKIA�PD=P
SEHH�I=P?D�PDA�@AOENA@�HARAH�KB�?NA=PERA�=?PEREPU��$RANUKJA�JAA@O�=�>EP�KBahaEJ�DEO�KN
DAN�HEBA�

"D=LPAN���%=?EHEP=PEJC�"NA=PEREPU�=J@�(JJKR=PEKJ

����$JRENKJIAJP=H�%=?PKNO� BBA?PEJC�"NA=PEREPU�=J@�(JJKR=PEKJ ���



6.5 How to Hinder Creativity
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6.6 Embrace Some Adversity and Avoid Chronic Stress
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6.7 Creativity Techniques
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Challenge Assumptions by Recombining, Adding, Deleting, or
Changing Product Features
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Idea Arbitrage: Steal Ideas and Products From Someone Else
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Midas Approach: Product and Services Developed with Unlimited
Resources
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Hermes Approach: Products and Services Developed with Limited
Resources

(J�=J�A=NHEAN�?D=LPAN�SA�@EO?QOOA@�PDA�'ANIAO�=LLNK=?D�PK�LNK>HAI�OKHREJC�=J@
@ARAHKLEJC�LNK@Q?PO�=J@�OANRE?AO�PK�NAHEARA�DA=@=?DAO��3DA�'ANIAO�L=NP�KB�PDA
@AI=J@�?QNRA�EO�SDANA�PDA�?KJOQIANO�=NA�LNE?A�OAJOEPERA��3DEO�?KQH@�EJ?HQ@A
OPQ@AJPO�OAJEKNO�=J@�EJ�CAJAN=H�EJ@ERE@Q=HO�SEPD�HKS�HARAHO�KB�@EO?NAPEKJ=NU
EJ?KIA�KN�EJ@ERE@Q=HO�SDK�=NA�R=HQA�?KJO?EKQO��(J�@AOECJEJC�LNK@Q?PO�=J@�OANRE?AO
BKN�PDEO�CNKQL�UKQ�?=J�QOA�PDA�`What would Hermes Do?a�=LLNK=?D��'ANIAO�S=O�PDA
CK@�KB�PDA�PN=RAHAN�PDA�ODALDAN@�PDA�=PDHAPA�PDA�IAN?D=JPO�=J@�PDA�?QJJEJC�=J@
S=O�HEJGA@�PK�EJRAJPEKJ�=J@�?KIIAN?A��3DANA�=NA�=�R=NEAPU�KB�RANU�EJPANAOPEJC
LNK@Q?PO�=J@�OANRE?AO�PD=P�D=RA�>AAJ�@ARAHKLA@�BKN�PDA�LNE?A�OAJOEPERA�AJ@�KB�PDA
@AI=J@�?QNRA��3DA�E@A=�EO�PK�QOA�PDA�PKL�=J@�>KPPKI�KB�PDA�@AI=J@�?QNRA�PK
CAJAN=PA�JAS�E@A=O�BKN�LNK@Q?PO�=J@�OANRE?AO��3DA�LKEJP�EO�?NA=PEJC�@UJ=IE?�PAJOEKJ
>APSAAJ�PDA�PSK�AJ@O�KB�PDA�@AI=J@�?QNRA�=J@�ARAJPQ=HHU�LNK@Q?EJC�PDA�>AOP
LNK@Q?PO�BKN�PDA�LNE?A�OAJOEPERA�	'ANIAO
�PDA�DECD�AJ@�	,E@=O
�=J@�PDA�IE@@HA�KB
PDA�@AI=J@�?QNRA�	 PH=O
�

Nightmare Features: Think of Ways to Put Your Company Out of
Business
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Fostering Creativity in Meetings and with Your Colleagues
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6.8 Conclusion
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Chapter 7

Conceptualizing Products/Services Using FAD
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7.1 Features, Attributes, Form, Design, Function, and Meaning are
Interrelated Concepts
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Figure 7.1SuperDuper Smartphone
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7.2 Meaning and Product Design
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Figure 7.2Fundamental Design Approaches

,##�=HOK�EJRKHRAO�4##�>QP�EP�EO�JKP�PDA�IKPER=PEKJ�>ADEJ@�PDA�AJPENA�LNK?AOO��(J
,##�PDA�?KIL=JU�ATA?QPERAO�=J@�NAOA=N?D�=J@�@ARAHKLIAJP�	1�#
�LANOKJJAH
@AOECJ�PDA�JATP�CAJAN=PEKJ�LNK@Q?P�=J@�PDAJ�LNAOAJP�EP�PK�?KJOQIANO��3DAU�OPEHH
K>P=EJ�=�NA=?PEKJ�BNKI�LKPAJPE=H�?KJOQIANO�>QP�EP�EO�JKP�PDA�OKHA�@NEREJC�BKN?A
>ADEJ@�PDA�LNK?AOO��3DA�,##�=LLNK=?D�=HOK�EJ?KNLKN=PAO�PA?DJKHKCU�LQOD

�� #AOECJ�=LLNK=?D�BK?QOA@�KJ
NAOA=N?DEJC�?KJOQIAN�S=JPO
=J@�JAA@O�

�� #AOECJ�=LLNK=?D�BK?QOA@
=LLHUEJC�JAS�=J@�AIANCEJC
PA?DJKHKCEAO�PK�@ARAHKL
LNK@Q?PO�=J@�OANRE?AO�

�� #AOECJ�=LLNK=?D�BK?QOA@�KJ
PDA�AIKPEKJ=H�=J@
LOU?DKHKCE?=H�NAH=PEKJODELO
PD=P�LAKLHA�D=RA�SEPD�PDEJCO
K>FA?PO�=J@�LNK@Q?PO�=J@
=PPAILPO�PK�@AOECJ�LNK@Q?PO
PD=P�O=PEOBU�PDAOA�IA=JEJCO�

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #

���



EJJKR=PEKJ�SDANA�EJJKR=PERA�AIANCEJC�PA?DJKHKCEAO�=NA�LQODA@�PK�PDA�I=NGAP��(J
AOOAJ?A�,##�QOAO�AHAIAJPO�KB�>KPD�4##�=J@�3##�PK�@AHERAN�EJJKR=PERA�LNK@Q?PO�
3DA�QJEMQA�L=NP�KB�,##�EO�PDA�OA=N?D�BKN�IA=JEJC��3DANA�EO�=�OA=N?D�BKN�IA=JEJC�EJ
PDA�S=U�PD=P�LAKLHA�NAH=PA�PK�K>FA?PO��3DEO�EO�KBPAJ�=??KILHEODA@�>U�?KHH=>KN=PEJC
SEPD�KPDAN�KNC=JEV=PEKJO�=J@�SEPD�ATLANPO�EJ�PDA�LNK@Q?P�@KI=EJ�KJ�DKS�PDA
LNK@Q?P�ODKQH@�>A�@AOECJA@��3DA�@AOECJ�KB�PDA�LNK@Q?P�EO�JKP�OKHAHU�@ANERA@�BNKI
?QOPKIAN�LQHH�=O�EO�PDA�?=OA�KB�4##�>QP�EO�=HOK�@NERAJ�>U�PDA�EJJKR=PKN�=J@�JAS�=J@
AIANCEJC�PA?DJKHKCEAO��(J�,##�PDA�EJJKR=PKN�OUJPDAOEVAO�EJBKNI=PEKJ�BNKI�=
R=NEAPU�KB�OKQN?AO�=J@�PDAJ�QOAO�PDEO�GJKSHA@CA�PK�@AOECJ�EJJKR=PERA
LNK@Q?PO�2KBPS=NA�@ARAHKLANO�KBPAJ�QOA�=�PA?DJEMQA�NABANNA@�PK�=O�QOAN�?AJPANA@
@AOECJ�KN�L=NPE?EL=PERA�@AOECJ�PD=P�D=O�AHAIAJPO�KB�4##�=J@�,##��(J�QOAN�?AJPANA@
@AOECJ�PDANA�EO�=J�EPAN=PERA�LNK?AOO�KB�>QEH@EJC�PDA�=LLHE?=PEKJ�=J@�D=REJC�PDA�QOAN
?KJPEJQKQOHU�R=HE@=PA�OKBPS=NA�OKHQPEKJ�

3DA�E@A=�>ADEJ@�PDA�,##�2?DKKH�KB�EJJKR=PEKJ�EO�PK�HKKG�BKN�IA=JEJC�EJ�ARANU@=U
LNK@Q?PO�=J@�PK�PNU�PK�@APANIEJA�DKS�PDAU�?=J�>A�?D=JCA@�EJ�=�N=@E?=H�S=U�PK
OQLLKNP�PDA�AIKPEKJ=H�=J@�LOU?DKHKCE?=H�JAA@O�KB�?KJOQIANO��3DA�,##�=LLNK=?D�PK
@ARAHKLEJC�=�!HQA�.?A=J�I=NGAP�EJRKHRAO�QJ@ANOP=J@EJC�DKS�?QOPKIANO�NAH=PA�PK
LNK@Q?PO�=J@�PDAJ�@ARAHKLEJC�JAS�LNK@Q?PO�PD=P�CAP�=P�PDA�?KNA�KB�SD=P�IA=JEJC
?QOPKIANO�=PP=?D�PK�LNK@Q?PO� O�JKPA@�EJ�=J�A=NHEAN�?D=LPAN�� �!HQA�.?A=J�I=NGAP�EO
=�I=NGAP�PD=P�EO�JKP�EJ�ATEOPAJ?A�� �!HQA�.?A=J�LNK@Q?P�EO�=�JAS�LNK@Q?P�PD=P�EO
N=@E?=HHU�@EBBANAJPE=PA@�BNKI�ATEOPEJC�LNK@Q?PO�PD=P�=NA�>AEJC�KBBANA@�

,=JU�EJ@ERE@Q=HO�EJ�PDA�,##�O?DKKH�>AHEARA�PD=P�PDA�QOAN�?AJPANA@�@AOECJ�EO�=
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3N=@EPEKJ=H�QOAN�?AJPANA@�@AOECJ�=LLNK=?DAO�=NA�JKP�BK?QOA@�KJ�QJ@ANOP=J@EJC�PDA
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7.3 Functional Design and User Ignored
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QL@=PAO�EJ�=�BAS�DKQNO��'A�O=E@�=O�OQ?D�EJ�MQEAP�PKJAO�>QP�DA�S=O�JKP�HEOPAJA@�PK�

(J�PDA�?QNNAJP�I=NGAP�?KJPATP�BQJ?PEKJ=HHU�@AOECJA@�LNK@Q?PO�=J@�OANRE?AO�=NA
OKIAPEIAO�=P�NEOG�QJHAOO�PDA�IA=JEJC�KB�PDA�@AOECJ�EO�PK�?KJRAU�OEILHE?EPU�=J@
BQJ?PEKJ=HEPU��3DANA�=NA�JQIANKQO�AT=ILHAO�KB�OQ??AOOBQH�LNK@Q?PO�=J@�OANRE?AO
PD=P�OEILHU�@K�SD=P�PDAU�=NA�OQLLKOA@�PK�@K�>A?=QOA�PDAU�=NA�BQJ?PEKJ=H�
%QJ?PEKJ=HHU�@AOECJA@�LNK@Q?PO�?=J�>A�ARAJ�IKNA�OQ??AOOBQH�SDAJ�PDAU�=NA
=??KIL=JEA@�>U�QOAN�?AJPANA@�@AOECJ�=J@�IA=JEJC�?AJPANA@�@AOECJ�

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #

���



7.4 Identifying Key Meanings, Attributes, and Features

.JA�PDEJC�EO�BKN�OQNA��3DANA�=NA�HEPAN=HHU�PDKQO=J@O�KB�=PPNE>QPAO�BA=PQNAO�@AOECJO
=J@�IA=JEJCO�PD=P�?=J�>A�QOA@�PK�@ABEJA�LNK@Q?PO�=J@�OANRE?AO��3DEO�OA?PEKJ�@AP=EHO
PDA�I=FKN�=PPNE>QPAO�PD=P�ODKQH@�>A�?KJOE@ANA@�@QNEJC�LNK@Q?P�=J@�OANRE?A
@ARAHKLIAJP�

[ Functions of the product or service and target customers��6D=P�@KAO�PDA
LNK@Q?P�@K��6D=P�EILKNP=JP�OQ>BQJ?PEKJO�@KAO�EP�LANBKNI��6D=P�PULA
KB�?QOPKIANO�KN�?QOPKIAN�OACIAJP�=NA�UKQ�PNUEJC�PK�=PPN=?P�

[ Quality��'KS�SAHH�@KAO�PDA�LNK@Q?P�KN�OANRE?A�?KJBKNI�PK
OLA?EBE?=PEKJO��#KAO�PDA�LNK@Q?P�KN�OANRE?A�@K�SD=P�EP�O=UO�EP�EO
OQLLKOA@�PK�@K�EJ�PDA�QOAN�I=JQ=H��(O�EP�ABBA?PERA�EJ�LANBKNIEJC�EPO
BQJ?PEKJ�

[ Reliability��#KAO�PDA�LNK@Q?P�KN�OANRE?A�LANBKNI�=O�EP�EO�OQLLKOA@�PK�KRAN
PDA�ATLA?PA@�HEBA�KB�PDA�LNK@Q?P�KN�OANRE?A��(O�EP�LNKJA�PK�B=EHQNA��(O�EP
A=OEHU�I=EJP=EJA@��"=J�L=NPO�>A�K>P=EJA@�=P�=�NA=OKJ=>HA�?KOP�=J@�=NA
PDAU�A=OU�PK�?D=JCA��#KAO�PDA�LNK@Q?P�LANBKNI�O=PEOB=?PKNEHU�EJ�=
R=NEAPU�KB�AJRENKJIAJP=H�?KJ@EPEKJO�

[ Ease-of-use��(O�PDA�LNK@Q?P�KN�OANRE?A�A=OU�PK�QOA�=J@�?=J�?KJOQIANO
HA=NJ�DKS�PK�QOA�EP�SEPDKQP�IQ?D�PNKQ>HA��(O�PDA�LNK@Q?P�?KJRAJEAJP�PK
QOA�� �?KJRAJEAJP�LNK@Q?P�KN�OANRE?A�EO�NA=@EHU�=R=EH=>HA�LANBKNIO�PDA
P=OG�BKN�SDE?D�EP�S=O�@AOECJA@�=J@�NA@Q?AO�PDA�PEIA�EP�P=GAO�PK
?KILHAPA�=�P=OG�

[ Performance��(O�PDA�LNK@Q?P�OI=HHAN�PD=J�PDA�?KILAPEPEKJ��(O�EP�IKNA
LKSANBQH��#KAO�PDA�LNK@Q?P�KN�OANRE?A�?KILHAPA�=�P=OG�B=OPAN��(O�PDA
LNK@Q?P�=@=LP=>HA�PK�I=JU�OEPQ=PEKJO�

[ Design��(O�PDA�ATPANJ=H�BKNI�=PPN=?PERA��(O�PDA�LNK@Q?P�L=?G=CA@
LNKLANHU��#KAO�PDA�LNK@Q?P�OQCCAOP�=�?ANP=EJ�IA=JEJC��#K�PDA
I=PANE=HO�QOA@�EJ�@ARAHKLEJC�=�LNK@Q?P�=HOK�?KJPNE>QPA�PK�PDA�KRAN=HH
HKKG�=J@�BAAH��3DQO�PDA�IA=JEJC�KB�=�LNK@Q?P�EO�@ANERA@�BNKI�PDA�PULA
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7.5 Design Products and Services that Facilitate Control
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7.6 Categorizing the Importance of Product Attributes
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Points of Parity and Must-Haves (POPS)
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Blue Ocean Features and Exciters (BOFs)
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Extinct and vestigial features (EXTs)

3DAOA�=NA�=PPNE>QPAO�PD=P�=NA�JK�HKJCAN�JA?AOO=NU�KN�KJ�PDA�RANCA�KB�>A?KIEJC
ATPEJ?P��3DAU�=NA�OQJOAP�BA=PQNAO��3DAU�=NA�BA=PQNAO�PD=P�=NA�KJ�PDA�RANCA�KB
>A?KIEJC�K>OKHAPA�=J@�B=@EJC�EJPK�@=NGJAOO�=J@�K>HEREKJ��2KIAPEIAO�$73O�?=JJKP
>A�NAIKRA@�>A?=QOA�PDANA�I=U�>A�=�OI=HH�OQ>OAP�KB�LAKLHA�PD=P�@AI=J@�PDA�BA=PQNA�
(J�PDEO�?=OA�=�@A?EOEKJ�D=O�PK�>A�I=@A�PK�=>=J@KJ�PDA�BA=PQNAO�KN�GAAL�PDA�BA=PQNA�
2KIAPEIAO�PDA�@A?EOEKJ�PK�=>=J@KJ�EO�PDA�>AOP�S=U�PK�CK�>A?=QOA�KB�?KOP�EOOQAO�=J@
>A?=QOA�PDA�?KIL=JU�EO�CKEJC�@KSJ�=�JAS�PA?DJKHKCU�L=PD��3DEO�S=O�PDA�?=OA�SEPD
NA?AJP�RANOEKJO�KB�,E?NKOKBPbO�KLAN=PEJC�OUOPAIO�PD=P�=>=J@KJA@�OKIA�KB�PDA�HAC=?U
#.2�?K@A�� LLHA�I=@A�=�OEIEH=N�@A?EOEKJ�EJ�NAC=N@O�PK�=>=J@KJEJC�#5#�@NERAO�EJ�PDA
,=?!KKG� EN�LNK@Q?P�=J@�PDA�@A?EOEKJ�JKP�PK�EJ?HQ@A�=�?=IAN=�EJ�PDA�E3KQ?D�� HH�KB
 LLHAbO�@A?EOEKJO�=NA�EJBHQAJ?A@�>U�LNK@Q?P�LKOEPEKJEJC�LNK@Q?P�?KOPO�=J@�PDA
AIANCAJ?A�=J@�@A?HEJA�KB�PA?DJKHKCEAO���

3DA�JATP�?=PACKNU�EO�=?PQ=HHU�=�OQ>?=PACKNU�KB�ATPEJ?P�BA=PQNAO��6DAJ�LNK@Q?PO�KN
OANRE?AO�HA=@�PK�=?PQ=H�@EOHEGA�KB�=�LNK@Q?P�KN�OANRE?A�PDAJ�PDAU�ODKQH@�>A�NAPENA@�KN
=P�=�IEJEIQI�NAMQENA�I=FKN�NA@AOECJ�

���  PPNE>QPAO�KB�=�LNK@Q?P�KN
OANRE?A�PD=P�=OOEOP�EJ
@EOPEJCQEODEJC�LNK@Q?PO�BNKI
PDA�?KILAPEPEKJ�=J@�BNKI
OEIEH=N�IK@AHO�EJ�=�LNK@Q?P
HEJA�

��� %A=PQNAO�PULE?=HHU�EJ�PDA�RANU
A=NHU�OP=CAO�KB�1�#�=J@�L=NP�KB
=�OA?NAP�LH=J�PK�@ARAHKL�=�JAS
I=NGAP�

���  PPNE>QPAO�PD=P�=NA�JK�HKJCAN
JA?AOO=NU�KN�KJ�PDA�RANCA�KB
>A?KIEJC�ATPEJ?P�

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #

����"=PACKNEVEJC�PDA�(ILKNP=J?A�KB�/NK@Q?P� PPNE>QPAO ���



Dissatifiers (DISs)
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7.7 The FAD Template
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Prototyping and the FAD Template
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Example of the FAD Template in Wine Aging Cooler
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Use the FAD Template to Develop the Blue Ocean Strategy Canvas
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Figure 7.3Preliminary Strategy Canvas with FAD Categories

Figure 7.4Potential Strategy Canvas for Nintendo Wii
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Figure 7.5Nintendo Wii Strategy Canvas

Benefits of the FAD Strategy Canvas
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Lateral Marketing, FAD, and the Strategy Canvas
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7.8 Developing Blue Ocean Markets from Complementary Products and
Services
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=QPKIK>EHA�S=O�PDA�@NEREJC�BKN?A�>ADEJ@�PDA�@ARAHKLIAJP�KB�>APPAN�NK=@O�BQAHEJC
OP=PEKJO�@EJANO�=J@�PNQ?G�OPKLO��3DA�@ARAHKLIAJP�KB�>APPAN�O=EHEJC�ODELO�HA@�PK�PDA
JAA@�BKN�?KILHAIAJP=NU�@ARE?AO�BKN�J=REC=PEKJ�PKKHO�OQ?D�=O�I=LO�OP=N�I=LO
?KIL=OOAO�OATP=JPO�=J@�&/2O��3DA�% #�PAILH=PA�=J@�PDA�2PN=PACU�"=JR=O�?=J�=HOK
>A�QOA@�PK�E@AJPEBU�?KILAPEPERA�?KILHAIAJP=NU�LNK@Q?PO�=J@�OANRE?AO�

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #
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7.9 Avoid the Swiss Army Knife Approach to Product Differentiation

.JA�IK@AH�KB�PDA�6AJCAN�2SEOO� NIU�GJEBA�?=HHA@�PDAGiant�D=O����PKKHO�LANBKNIO
����BQJ?PEKJO�=J@�?KOPO�������DPPL���SSS�SAJCANJ=�?KI�CE=JP�GJEBA������(B�UKQ
SANA�OAJP�PK�=�@AOANPA@�EOH=J@�=J@�SANA�HEIEPA@�PK�SD=P�UKQ�?KQH@�>NEJC�PD=P�GJEBA
SKQH@�?ANP=EJHU�>A�KJ�=�ODKNP�HEOP�KB�IQOP�D=RA�EPAIO��3DA�&E=JP�S=O�LNK>=>HU
EJPNK@Q?A@�>A?=QOA�6AJCAN�?KQH@�EJPNK@Q?A�EP�=J@�=HOK�>A?=QOA�EP�?NA=PAO�=�CNA=P
EI=CA�EJ�PDA�IEJ@�KB�?KJOQIANO��6AJCAN�D=O�AT?AHHAJP�AJCEJAANEJC�OGEHHO��(J
CAJAN=H�DKSARAN�OLA?E=HEVA@�PKKHO�LANBKNI�>APPAN�PD=J�PDA�=HH�EJ�KJA�PKKH��3DANA�EO
=�PN=@A�KBB�>APSAAJ�D=REJC�ARANUPDEJC�EJ�KJA�LH=?A�PD=P�EO�NA=@EHU�=??AOOE>HA�=J@
D=REJC�OQLAN>�?=L=>EHEPEAO�=J@�BQJ?PEKJ=HEPU��3DA�?KNG�O?NAS�PDA�O?EOOKNO�PDA
I=CJEBEAN�PDA�CKHB�?HQ>�?HA=JAN�=J@�PDA�SENA�?QPPAN�EJ�=�2SEOO� NIU�GJEBA�=NA�.*
>QP�PDAU�=NA�JKP�PDA�>AOP�PKKHO�BKN�@KEJC�PDA�NAOLA?PERA�FK>O�

6ENAHAOO�LDKJAO�D=RA�>A?KIA�PDA�2SEOO� NIU�GJEBA�BKN�?KIIQJE?=PEKJ
JAPSKNGEJC�=J@�AJPANP=EJIAJP��-KP�=HH�PDA�EILHAIAJPO�	?=IAN=�IQOE?�LH=UEJC
RE@AK�JAP�EJPANB=?A�NAP=EH�ODKSNKKI�=J@�LQN?D=OEJC�C=IEJC�&/2�OK?E=H
JAPSKNGEJC�=J@�?KIIQJE?=PEKJO
�=NA�OPAHH=N��PDAU�=NA�DKSARAN�=HS=UO�=R=EH=>HA
PK�PDA�QOAN�� LLHA�D=O�>AAJ�RANU�OQ??AOOBQH�=P�EJPACN=PEJC�BA=PQNAO�KJ�PDA�E/DKJA
PDA�E/=@�=J@�PDAEN�KPDAN�LNK@Q?PO�PD=P�=NA�=PPN=?PERA�PK�PDAEN�?QOPKIANO�>QP�PDAU
=NA�RANU�?=QPEKQO�EJ�=@@EJC�BA=PQNAO�BKN�BA=PQNA�O=GA�,=JFKK�	����
� 2KIA�KB�PDA
DQ>NEO�ATDE>EPA@�>U� LLHA�EO�=PPNE>QP=>HA�PK�PDA�?=?DA�KB�PDA�OQLAN>� LLHA�>N=J@�
!QP�PDANA�EO�=�OA?NAP�O=Q?A�BKN� LLHAbO�OQ??AOO��3DANA�=NA�OPNKJC�@AOECJ�LNEJ?ELHAO�=P
SKNG�=P� LLHA�EJRKHREJC�IEJEI=HEOI�=PPAJPEKJ�PK�MQ=HEPU�=J@�BK?QOEJC�KJ�PDA
@AOECJ�KB�=�DECD�MQ=HEPU�QOAN�EJPANB=?A�� LLHA�EO�=HOK�RANU�>EC�KJ�=PP=?DEJC�IA=JEJC
PK�PDAEN�AJPENA�LNK@Q?P�LKNPBKHEK��3DAEN�?KIIAN?E=HO�ATQ@A�PDA�@ARAHKLIAJP�KB
IA=JEJC��3DA�%HEL�,EJK�RE@AK�?=IAN=�S=O�KJ?A�RANU�OQ??AOOBQH�>A?=QOA�EP�S=O
OEILHA�=J@�RANU�A=OU�PK�QOA��3DA�RANU�UKQJC�=J@�PDA�KH@�=NA�=HS=UO�HKKGEJC�BKN
A=OU�PK�QOA�LNK@Q?PO�=J@�OANRE?AO�

Feature creep�� K??QNO�SDAJ�=�JAS�BA=PQNA�EO�=@@A@�=J@�I=JU�KB�PDA�KH@�BA=PQNAO
=NA�NAP=EJA@��2KIAPEIAO�BA=PQNAO�=NA�>AJABE?E=H��2KIAPEIAO�PDAU�>A?KIA�RAOPECE=H
=J@�BKNARAN�AJ?K@A@�EJ�PDA�#- �KB�PDA�LNK@Q?P�KN�OANRE?A��3DAU�=NA�HEGA�RAOPECE=H
LDUOE?=H�?D=N=?PANEOPE?O�EJ�DQI=J�>AEJCO�PD=P�=NA�JK�HKJCAN�JAA@A@��%KN�AT=ILHA
DQI=JO�D=RA�P=EH>KJAO�KN�?K??UT�>QP�PDAU�@K�JKP�D=RA�P=EHO��.J?A�=�BA=PQNA�EO�EJ
LH=?A�EP�EO�@EBBE?QHP�PK�NAIKRA�EP�>A?=QOA�OKIA�?KIL=JU�SEHH�QOA�PDA�BA=PQNAO�PK
EHHQOPN=PA�DKS�PDAU�D=RA�IKNA�BA=PQNAO�PD=J�PDAEN�?KILAPEPEKJ�� QPKIK>EHA�&/2O
EHHQOPN=PA�DKS�BA=PQNA�?NAAL�K??QNO�KRAN�PEIA��%A=PQNA�?NAAL�D=O�>AAJ�PDA�>KKI�=J@
PDA�>KKJ�KB�?KIL=JEAO�PD=P�LNK@Q?A�=QPKIK>EHA�&/2�=LLHE?=PEKJO�%ECQNA����
�%A=PQNAO�4OA@�PK�#EBBANAJPE=PA�&/2�.BBANEJCO�EHHQOPN=PAO�PDA�JQIANKQO�LNK@Q?P
BA=PQNAO�PD=P�?=J�>A�BKQJ@�EJ�=QPKIK>EHA�&/2�LNK@Q?PO��(P�EO�QJHEGAHU�PD=P�I=JU

��� .??QNO�SDAJ�=�JAS�BA=PQNA�EO
=@@A@�=J@�I=JU�KB�PDA�KH@
BA=PQNAO�=NA�NAP=EJA@�

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #
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LAKLHA�=NA�QOEJC�PDA�,/��=J@�LDKPK�LH=UANO�KJ�PDAEN�=QPK�&/2O�PK�LH=U�IQOE?�KN
REAS�LDKPKO�>QP�PDAOA�BA=PQNAO�D=RA�?NALP�EJPK�I=JU�KB�PDA�QJEPO�OKH@�>U�&/2
I=JQB=?PQNANO��3DA�LKEJP�EO�PD=P�PDANA�=NA�EJOP=J?AO�SDANA�EP�IECDP�I=GA�OAJOA�PK
O?=HA�>=?G�KJ�BA=PQNAO�>A?=QOA�PDA�BA=PQNAO�=NA�AEPDAN�PNQHU�RAOPECE=H�KN�KRANGEHH�
3DEO�SKQH@�=HOK�NA@Q?A�PDA�?KCJEPERA�>QN@AJ�B=?EJC�?KJOQIANO�>A?=QOA�KB�PDA
JQIANKQO�?DKE?A�LKEJPO��2KIAPEIAO�PDA�RAOPECE=H�BA=PQNAO�DEJ@AN�@AOECJ�?D=JCAO
=J@�?=J�=@RANOAHU�=BBA?P�PDA�=>EHEPU�PK�=@@�JAS�BA=PQNAO�PD=P�=NA�PNQHU�R=HQ=>HA�PK
PDA�?KJOQIAN��.JA�KB�PDA�CNA=PAOP�EILA@EIAJPO�B=?EJC�D=N@S=NA�=J@�OKBPS=NA
@ARAHKLANO�EJ�NA@AOECJEJC�OUOPAIO�EO�EJ�I=EJP=EJEJC�>=?GS=N@�?KIL=PE>EHEPU�

Figure 7.6Features Used to Differentiate GPS Offerings
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7.10 Conclusion

2Q??AOOBQH�LNK@Q?P�@ARAHKLIAJP�ODKQH@�EJRKHRA�>KPD�4##�PD=P�EO�BK?QOA@�KJ
?KJOQIAN�S=JPO�=J@�JAA@O�=J@�,##�PD=P�EO�LNA@E?=PA@�KJ�QJ@ANOP=J@EJC�PDA
AIKPEKJ=H�=J@�LOU?DKHKCE?=H�NAH=PEKJODELO�PD=P�LAKLHA�D=RA�KJ�LNK@Q?PO�=O�SAHH�=O
EJ?KNLKN=PEJC�PDA�EILKNP=J?A�KB�JAS�PA?DJKHKCE?=H�@ARAHKLIAJPO�	3##
��6A�D=RA
=HOK�EJPNK@Q?A@�PDA�% #�PAILH=PA��3DA�% #�PAILH=PA�EO�>=OA@�KJ�PDA�R=NEKQO�@AOECJ
=LLNK=?DAO�=J@�=HOK�@N=SO�KJ�=�?H=OOEBE?=PEKJ�O?DAIA�PD=P�?=J�>A�QOA@�PK�=O?ANP=EJ
SDAPDAN�=PPNE>QPAO�=J@�BA=PQNAO�=NA�EJ?NA=OEJC�KN�@A?HEJEJC�EJ�EILKNP=J?A��3DA�% #
PAILH=PA�EJ�?KJFQJ?PEKJ�SEPD�PDA�2PN=PACU�"=JR=O�?=J�>A�QOA@�PK�=OOEOP�EJ�P=GEJC�=J
=>OPN=?P�LNK@Q?P�?KJ?ALP�=J@�LNAL=NEJC�=�BENOP�?QP�LNKPKPULA�KB�PDA�LNK@Q?P��3DA
GAU�LKEJPO�=NA�PDA�BKHHKSEJC�

[ 3DA�BK?QO�KB�,##�=HHKSO�PDA�EJJKR=PKNO�PK�@ARAHKL�E@A=O�PD=P
PN=JO?AJ@�ATEOPEJC�LNK@Q?P�?KJ?ALPO�?KJ?AEREJC�LNK@Q?P�E@A=O�=O�=
REOEKJ�N=PDAN�PD=J�KJHU�KJ�LNK@Q?P�@EBBANAJPE=PEKJ�

[ "KJ?AJPN=PEJC�KJ�BQJ?PEKJ�=J@�ECJKNEJC�QOAN�EJLQP�EO�=�NA?ELA�BKN
B=EHQNA�

[ (@AJPEBUEJC�GAU�IA=JEJCO�=PPNE>QPAO�=J@�BA=PQNAO�EO�=J�AOOAJPE=H�OPAL
EJ�,##�EJ?HQ@EJC�PDA�?QOPKIAN�NAH=PEKJODEL�PK�PDA�LNK@Q?P�MQ=HEPU
NAHE=>EHEPU�A=OA�KB�QOA�LANBKNI=J?A�@AOECJ�PA?DJKHKCU�=J@�IKOP
EILKNP=JPHU�R=HQA�?NA=PEKJ�=J@�IA=JEJC�

[ 3DA�IA=JEJC�KB�=�LNK@Q?P�KN�OANRE?A�EO�RANU�IQ?D�PEA@�EJPK�SD=P�PDA
LNK@Q?P�@KAO�

[  PPNE>QPAO�KB�=�LNK@Q?P�PK�DAHL�QOANO�?KJPNKH�AEPDAN�PDAEN�EJPANJ=H�KN
ATPANJ=H�AJRENKJIAJPO�D=RA�PDA�LKSAN�PK�I=GA�=�OECJEBE?=JP�EIL=?P�

[ /OU?DKHKCE?=H�KSJANODEL�KB�=�LNK@Q?P�LNKIKPAO�QOAN�=PP=?DIAJP�=J@
QOA�GAALEJC�QOANO�HK?GA@�EJPK�PDA�LNK@Q?P�KQP�KB�HKU=HPU�

[  PPAJ@EJC�PK�/./2�=O�SAHH�=O�/.#2�EO�JA?AOO=NU�PK�GAAL�UKQN�LNK@Q?P
?KILAPEPERA��/./2�AJOQNA�PD=P�UKQN�LNK@Q?P�IAAPO�PDA�IEJEI=H
AOOAJPE=H�BA=PQNAO��/.#2�=NA�JA?AOO=NU�BKN�@EOPEJCQEODEJC�=�LNK@Q?P
BNKI�PDA�?KILAPEPEKJ�

[ #EONQLPERA�PA?DJKHKCEAO�=J@�OQJNEOA�BA=PQNAO�=NA�PDA�@=SJ�KB�JAS
PA?DJKHKCE?=H�=J@�?KJ?ALPQ=H�?=L=>EHEPEAO�

[ 4OA�PDA�% #�PAILH=PA�PK�B=?EHEP=PA�=J@�LNKRE@A�OPNQ?PQNA�SDAJ
?KJ?ALPQ=HEVEJC�JAS�LNK@Q?PO�=J@�OANRE?AO�

[ "NA=PA�=�% #�2PN=PACU�"=JR=O�PK�QJ@ANOP=J@�PDA�=PPNE>QPAO�KB�UKQN
LNK@Q?P�EJ�PDA�?KJPATP�KB�UKQN�?QNNAJP�=J@�LKPAJPE=H�?KILAPEPKNO�

[ 2ANEKQOHU�?KJOE@AN�UKQN�BA=PQNA�HEOP�EJ�PANIO�KB�IQOP�D=RAO�LKEJPO�KB
@EBBANAJPE=PEKJ�=J@�RAOPECE=H�BA=PQNAO��3NU�PK�=RKE@�BA=PQNA�?NAAL
SDE?D�EJRKHRAO�=@@EJC�BA=PQNAO�FQOP�BKN�PDA�O=GA�KB�=@@EJC�JAS
BA=PQNAO�
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7.11 Exhibit 1: FAD Template

�� Product or service description (what will it do or what is its
function?). What type of customer or customer segment(s) are you
targeting?

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� What is the meaning(s) behind the product or service?

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Potential meanings: 3DA�LNK@Q?P�KN�OANRE?A�LNKRE@AO�LDUOE?=H�DA=HPD
NAHECEKQO�=J@�AIKPEKJ=H�OQOPAJ=J?A��LNKRE@AO�BAAHEJCO�KB�>AEJC�JAA@A@
KN�>AEJC�HEOPAJA@�PK��OQLLKNPO�=NPEOPE?�=J@�?NA=PERA�JAA@O��B=?EHEP=PAO
?KJPNKH�KRAN�PDA�AJRENKJIAJP��LNKRE@AO�AJPANP=EJIAJP��OQLLKNPO
BAAHEJCO�KB�OP=PQO�OQLANEKNEPU�=J@�AHEPEOI��LNKRE@AO�=�OAJOA�KB
OPAS=N@ODEL��OQLLKNPO�BAAHEJCO�KB�?HKOAJAOO�PK�PDA�A=NPD�=J@�>AEJC
KNC=JE?��LNKRE@AO�=�OAJOA�KB�=HPNQEOI��OQLLKNPO�BAAHEJCO�KB�=@RAJPQNA�
OQLLKNPO�CAJ@AN�JAA@O��OQLLKNPO�BAAHEJCO�KB�OA?QNEPU�=J@�?KIBKNP�
B=?EHEP=PAO�=J@�=OOEOPO�EJ�PDA�?KILHAPEKJ�KB�OKIA�SKNG�KN�DKIA�P=OG�
LNKRE@AO�BAAHEJCO�KB�B=IEHE=H�OQLLKNP��DAHLO�=J�EJ@ERE@Q=H�KN�=
?KIIQJEPU�PK�HA=NJ�=J@�=@=LP��DAHLO�QO�PK�?D=JCA�HK?=PEKJ��LNKRE@AO�=J
KLLKNPQJEPU�BKN�?KIIQJE?=PEKJ�=J@�JAPSKNGEJC��D=O�=>KRA�=RAN=CA
EJPNEJOE?�R=HQA�PK�OKIA�KN�I=JU�LAKLHA��LNKRE@AO�BKN�NAOLA?P�=J@
NA?KCJEPEKJ��=J@�BEJ=HHU�PDA�LNK@Q?P�KN�OANRE?A�EO�=�OKQN?A�KB
O=PEOB=?PEKJ�D=LLEJAOO�=J@�DKLA�

�� Identify potential product and service attributes, features, and
functions. Here are some ideas for the attributes, features, and
functions:

Price: 'KS�IQ?D�@KAO�EP�?KOP�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Quality: 'KS�SAHH�@KAO�PDA�LNK@Q?P�KN�OANRE?A�?KJBKNI�PK�PDA�LNK@Q?P
OLA?EBE?=PEKJO��#KAO�PDA�LNK@Q?P�@K�SD=P�EP�O=UO�EP�EO�OQLLKOA@�PK�@K�EJ
PDA�QOAN�I=JQ=H��(O�EP�ABBA?PERA�EJ�LANBKNIEJC�EPO�BQJ?PEKJ�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Reliability: #KAO�PDA�LNK@Q?P�KN�OANRE?A�LANBKNI�=O�EP�EO�OQLLKOA@�PK
KRAN�EPO�ATLA?PA@�HEBA��(O�EP�LNKJA�PK�B=EHQNA��(O�EP�A=OEHU�I=EJP=EJA@�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
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Ease-of-use:(O�PDA�LNK@Q?P�KN�OANRE?A�A=OU�PK�QOA�=J@�?=J�?KJOQIANO
HA=NJ�PK�QOA�EP�SEPDKQP�IQ?D�PNKQ>HA�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Performance: (O�PDA�LNK@Q?P�KN�OANRE?A�B=OPAN�OI=HHAN�IKNA
?KJRAJEAJP�CNA=PAN�?=L=?EPU�>APPAN�NAOKHQPEKJ�?KIL=PE>HA�=J@
=@=LP=>HA��6DE?D�BA=PQNAO�BQJ?PEKJO�=J@�LNK?AOOAO�=NA�QJEMQA�KN
@EOPEJCQEODEJC�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Design: (O�PDA�ATPANJ=H�BKNI�=PPN=?PERA��(O�EP�REOQ=HHU�P=?PE?=HHU
=Q@E>HU�=J@�KHB=?PKNEHU�=PPN=?PERA��(O�PDA�LNK@Q?P�L=?G=CA@�LNKLANHU�
(O�PDA�OANRE?A�ATLANEAJ?A�=PPN=?PERA�=J@�LKOEPERA�BNKI�PDA�?KJOQIANbO
LANOLA?PERA��#KAO�PDA�LNK@Q?P�KN�OANRE?A�OQCCAOP�=�?ANP=EJ�IA=JEJC�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Technology: (O�PDANA�=J�AIANCEJC�PA?DJKHKCU�KN�=�LNK?AOO�PD=P�?=J
EILNKRA�MQ=HEPU�NAHE=>EHEPU�A=OA�KB�QOA�LANBKNI=J?A�R=HQA�@AOECJ
=J@�IA=JEJC�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Value creation: (O�PDANA�=JU�EJPNEJOE?�R=HQA�EJ�PDA�LNK@Q?P�PD=P
@EOPEJCQEODAO�EP�BNKI�KPDAN�LNK@Q?PO�KN�OANRE?AO��#KAO�EP�OKHRA�=
LNK>HAI�PD=P�?KJOQIANO�S=JP�PK�OKHRA�=J@�SEHH�=PPN=?P�PDAI�PK�PDA
LNK@Q?P�KN�OANRE?A�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� List the key attributes, features, and functions that will be focused
on and, in particular, those that reinforce or detract from the
meaning. Attribute can be in more than one category. Attributes
can refer to the product you are planning to introduce and to
existing products,

Points of parity and must-haves (POPS):+EOP�PDA�=PPNE>QPAO�BA=PQNAO
=J@�BQJ?PEKJO�PD=P�IKOP�KB�PDA�LNK@Q?PO�KN�OANRE?AO�EJ�=�?=PACKNU
QOQ=HHU�D=RA�

� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Points of difference and differentiators (PODs) ��+EOP�PDA�=PPNE>QPAO
BA=PQNAO�=J@�BQJ?PEKJO�KB�=�LNK@Q?P�PD=P�@EOPEJCQEOD�EP�BNKI�PDA

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #

�����$TDE>EP����% #�3AILH=PA ���



?KILAPEPEKJ��3DEO�PULE?=HHU�NABANO�PK�=�LNK@Q?P�KN�OANRE?A�PD=P�UKQ�=NA
@ARAHKLEJC�

� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Blue Ocean features and exciters (BOFs)��+EOP�PDA�OQJNEOA�=PPNE>QPAO
BA=PQNAO�=J@�BQJ?PEKJO�PD=P�?KQH@�>A�QOA@�PK�@ARAHKL�=�JAS�!HQA�.?A=J
I=NGAP�

� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Extinct and vestigial features (EXTs) ��+EOP�PDA�OQJOAP�=PPNE>QPAO
BA=PQNAO�=J@�BQJ?PEKJO�PD=P�=NA�JK�HKJCAN�JA?AOO=NU�KN�KJ�PDA�RANCA�KB
>A?KIEJC�ATPEJ?P�BKN�PDA�LNK@Q?P�KN�OANRE?A��3DEO�PULE?=HHU�NABANO�PK
LNK@Q?PO�=J@�OANRE?AO�PD=P�=NA�=HNA=@U�>AEJC�OKH@�

� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

Dissatisfiers (DISs)��+EOP�PDA�=PPNE>QPAO�BA=PQNAO�=J@�BQJ?PEKJO�PD=P
?=J�?=QOA�OKIA�?KJOQIANO�PK�=RKE@�QOEJC�UKQN�LNK@Q?P�KN�UKQN
?KILAPEPKNbO�LNK@Q?P��3DEO�PULE?=HHU�NABANO�PK�LNK@Q?PO�=J@�OANRE?AO
PD=P�=NA�=HNA=@U�>AEJC�OKH@�

� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<
� <<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #

�����$TDE>EP����% #�3AILH=PA ���



7.12 Design and Prototype Product or Service

/QP�=�IK?G�QL�LE?PQNA�KB�PDA�LNK@Q?P�KN�OANRE?A�DANA�	QOA�OGAP?DEJC�@N=SEJC
OKBPS=NA�IK?G�QL�OKBPS=NA�LDKPK�OKBPS=NA�KN�LNAOAJP=PEKJ�OKBPS=NA
��(B�PDA
LNK@Q?P�EO�=�OKBPS=NA�LQP�=J�AT=ILHA�KB�=�?NEPE?=H�NALKNP�KN�EJLQP�O?NAAJ�DANA�	QOA�=
SKN@�LNK?AOOKN�KN�LNAOAJP=PEKJ�OKBPS=NA
��(B�PDA�E@A=�>ADEJ@�PDA�LNK@Q?P�KN�OANRE?A
EJRKHRAO�=�?KILHAT�LNK?AOO�KN�>QOEJAOO�LNK?AOO�PDAJ�@N=S�=�BHKS�@E=CN=I�KN�=
>QOEJAOO�LNK?AOO�@E=CN=I�	QOA�LNAOAJP=PEKJ�OKBPS=NA�KN�OLA?E=HEVA@�BHKS?D=NP�=J@
>QOEJAOO�LNK?AOO�@E=CN=IIEJC�OKBPS=NA
�

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #
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7.13 Appendix 1: Examples of Prototypes

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #
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"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #
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7.14 Appendix 2: FAD Template for Wine Aging Product

�� Product or service description (what will it do or what is its
function?) What type of customer or customer segment(s) are you
targeting?

4OAO�OKIA�PULA�KB�PA?DJKHKCU�PK�=CA�EJATLAJOERA�SEJAO�=J@�I=GA�PDAI
IKNA�LHA=O=JP��"KJOE@ANEJC�QOEJC�=J�AHA?PNKI=CJAP�SEPD�=�OLA?EBE?
I=CJAPE?�BEAH@�OPNAJCPD��3DA�LKPAJPE=H�P=NCAP�?QOPKIANO�=NA�SEJA
?KJJKEOOAQNO�=J@�EJ@ERE@Q=HO�EJPANAOPA@�EJ�BEJA�SEJA�

�� What is the meaning(s) behind the product or service?

 LLA=HO�PK�OP=PQO�

Potential Meanings: 3DA�LNK@Q?P�KN�OANRE?A�LNKRE@AO�LDUOE?=H�DA=HPD
NAHECEKQO�=J@�AIKPEKJ=H�OQOPAJ=J?A��LNKRE@AO�BAAHEJCO�KB�>AEJC�JAA@A@
KN�>AEJC�HEOPAJA@�PK��OQLLKNPO�=NPEOPE?�=J@�?NA=PERA�JAA@O��B=?EHEP=PAO
?KJPNKH�KRAN�PDA�AJRENKJIAJP��LNKRE@AO�AJPANP=EJIAJP��OQLLKNPO
BAAHEJCO�KB�OP=PQO�OQLANEKNEPU�=J@�AHEPEOI��LNKRE@AO�=�OAJOA�KB
OPAS=N@ODEL��OQLLKNPO�BAAHEJCO�KB�?HKOAJAOO�PK�PDA�A=NPD�=J@�>AEJC
KNC=JE?��LNKRE@AO�=�OAJOA�KB�=HPNQEOI��OQLLKNPO�BAAHEJCO�KB�=@RAJPQNA�
OQLLKNPO�CAJ@AN�JAA@O��OQLLKNPO�BAAHEJCO�KB�OA?QNEPU�=J@�?KIBKNP�
B=?EHEP=PAO�=J@�=OOEOPO�EJ�PDA�?KILHAPEKJ�KB�OKIA�SKNG�KN�DKIA�P=OG�
LNKRE@AO�BAAHEJCO�KB�B=IEHE=H�OQLLKNP��DAHLO�=J�EJ@ERE@Q=H�KN�=
?KIIQJEPU�PK�HA=NJ�=J@�=@=LP��DAHLO�QO�PK�?D=JCA�HK?=PEKJ��LNKRE@AO�=J
KLLKNPQJEPU�BKN�?KIIQJE?=PEKJ�=J@�JAPSKNGEJC��D=O�=>KRA�=RAN=CA
EJPNEJOE?�R=HQA�PK�OKIA�KN�I=JU�LAKLHA��LNKRE@AO�BKN�NAOLA?P�=J@
NA?KCJEPEKJ��=J@�BEJ=HHU�PDA�LNK@Q?P�KN�OANRE?A�EO�=�OKQN?A�KB
O=PEOB=?PEKJ�D=LLEJAOO�=J@�DKLA�

�� Identify potential product and service attributes, features, and
functions. Here are some ideas for the attributes, features, and
functions:

Price: 'KS�IQ?D�@KAO�EP�?KOP�

4JOQNA�>QP�SEHH�D=RA�PSK�RANOEKJO�LNE?A@�=P������=J@�������LNE?A�HARAH�

Quality: 'KS�SAHH�@KAO�PDA�LNK@Q?P�KN�OANRE?A�?KJBKNI�PK�PDA�LNK@Q?P
OLA?EBE?=PEKJO��#KAO�PDA�LNK@Q?P�@K�SD=P�EP�O=UO�EP�EO�OQLLKOA@�PK�@K�EJ
PDA�QOAN�I=JQ=H��(O�EP�ABBA?PERA�EJ�LANBKNIEJC�EPO�BQJ?PEKJ�

-AA@�PK�PAOP�PDA�ABBA?PERAJAOO�KB�PDA�PA?DJKHKCU�EJ�=�NAOA=N?D�OAPPEJC�

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #

���



Reliability: #KAO�PDA�LNK@Q?P�KN�OANRE?A�LANBKNI�=O�EP�EO�OQLLKOA@�PK
KRAN�EPO�ATLA?PA@�HEBA��(O�EP�LNKJA�PK�B=EHQNA��(O�EP�A=OEHU�I=EJP=EJA@�

4JOQNA��/H=J�KJ�D=REJC�=�NABNECAN=PKN�BQJ?PEKJ�EJ�PDA�DECD�AJ@�RANOEKJ�

Ease-of-use:(O�PDA�LNK@Q?P�KN�OANRE?A�A=OU�PK�QOA�=J@�?=J�?KJOQIANO
HA=NJ�PK�QOA�EP�SEPDKQP�IQ?D�PNKQ>HA�

6EHH�D=RA�AEPDAN�GJK>O�KN�=�@ECEP=H�GAU�L=@�PK�LNKCN=I�PDA�=CEJC�PEIA�

Performance: (O�PDA�LNK@Q?P�KN�OANRE?A�B=OPAN�OI=HHAN�IKNA
?KJRAJEAJP�CNA=PAN�?=L=?EPU�>APPAN�NAOKHQPEKJ�?KIL=PE>HA�=J@
=@=LP=>HA��6DE?D�BA=PQNAO�BQJ?PEKJO�=J@�LNK?AOOAO�=NA�QJEMQA�KN
@EOPEJCQEODEJC�

6A�=NA�KLPEIEOPE?�PD=P�EP�SEHH�>A�B=OPAN�PD=J�ATEOPEJC�SEJA�=CEJC
LNK@Q?PO��6EHH�=HOK�D=RA�CNA=PAN�?=L=?EPU�PD=J�ATEOPEJC�LNK@Q?PO�

Design: (O�PDA�ATPANJ=H�BKNI�=PPN=?PERA��(O�EP�REOQ=HHU�P=?PE?=HHU
=Q@E>HU�=J@�KHB=?PKNEHU�=PPN=?PERA��(O�PDA�LNK@Q?P�L=?G=CA@�LNKLANHU�
(O�PDA�OANRE?A�ATLANEAJ?A�=PPN=?PERA�=J@�LKOEPERA�BNKI�PDA�?KJOQIANbO
LANOLA?PERA��#KAO�PDA�LNK@Q?P�KN�OANRE?A�OQCCAOP�=�?ANP=EJ�IA=JEJC�

3DA�DECD�AJ@�IK@AH�SEHH�HKKG�HEGA�=�DECD�AJ@�DECD�PA?D�NABNECAN=PKN�

Technology: (O�PDANA�=J�AIANCEJC�PA?DJKHKCU�KN�=�LNK?AOO�PD=P�?=J
EILNKRA�MQ=HEPU�NAHE=>EHEPU�A=OA�KB�QOA�LANBKNI=J?A�R=HQA�@AOECJ
=J@�IA=JEJC�

4JOQNA��'KSARAN�KQN�=LLNK=?D�?KQH@�>A�EJABBA?PERA�

Value Creation: (O�PDANA�OKIA�EJPNEJOE?�R=HQA�EJ�PDA�LNK@Q?P�PD=P
@EOPEJCQEODAO�EP�BNKI�KPDAN�LNK@Q?PO�KN�OANRE?AO��#KAO�PDA�LNK@Q?P�KN
OANRE?A�OKHRA�=�LNK>HAI�PD=P�?KJOQIANO�S=JP�PK�OKHRA�=J@�SEHH�PDA
OKHQPEKJ�=PPN=?P�PDAI�PK�PDA�LNK@Q?P�KN�OANRE?A�

(P�I=U�=PPN=?P�SEJA�AJPDQOE=OPO�>A?=QOA�EP�D=O�PDA�LKPAJPE=H�PK�EILNKRA
PDA�P=OPA�KB�=HH�SEJAO��6A�=HOK�PDEJG�PD=P�EP�SEHH�=HOK�=LLA=H�PK�>QUANO�KB
SEJA�OPKN=CA�@ARE?AO�EJ?HQ@EJC�NABNECAN=PKNO�=J@�?KKHANO�

�� List the key attributes, features, and functions that will be focused
on and, in particular, those that reinforce or detract from the
meaning. Attribute can be in more than one category. Attributes
can refer to the product you are planning to introduce and to
existing products,

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #

����� LLAJ@ET����% #�3AILH=PA�BKN�6EJA� CEJC�/NK@Q?P ���



Points of parity and must-haves (POPS):+EOP�PDA�=PPNE>QPAO�BA=PQNAO
=J@�BQJ?PEKJO�PD=P�IKOP�KB�PDA�LNK@Q?PO�KN�OANRE?AO�EJ�=�?=PACKNU
QOQ=HHU�D=RA�

� "=L=>HA�KB�=CEJC

Points of difference and differentiators (PODs): +EOP�PDA�=PPNE>QPAO
BA=PQNAO�=J@�BQJ?PEKJO�KB�=�LNK@Q?P�PD=P�@EOPEJCQEOD�EP�BNKI�PDA
?KILAPEPEKJ��3DEO�PULE?=HHU�NABANO�PK�=�LNK@Q?P�KN�OANRE?A�PD=P�UKQ�=NA
@ARAHKLEJC�

� 2KLDEOPE?=PEKJ�=CEJC�PA?DJKHKCU�� CEJC�NABNECAN=PKN�=R=EH=>HA�
� 'ECD�PA?D�@AOECJ

Blue Ocean features and exciters (BOFs):+EOP�PDA�OQJNEOA�=PPNE>QPAO
BA=PQNAO�=J@�BQJ?PEKJO�PD=P�?KQH@�>A�QOA@�PK�@ARAHKL�=�JAS�!HQA�.?A=J
I=NGAP�

� 2KLDEOPE?=PEKJ�=CEJC�PA?DJKHKCU
� 'ECD�PA?D�@AOECJ

Extinct and vestigial features (EXTs): +EOP�PDA�OQJOAP�=PPNE>QPAO
BA=PQNAO�=J@�BQJ?PEKJO�PD=P�=NA�JK�HKJCAN�JA?AOO=NU�KN�KJ�PDA�RANCA�KB
>A?KIEJC�ATPEJ?P�BKN�PDA�LNK@Q?P�KN�OANRE?A��3DEO�PULE?=HHU�NABANO�PK
LNK@Q?PO�=J@�OANRE?AO�PD=P�=NA�=HNA=@U�>AEJC�OKH@�

� 3N=@EPEKJ=H�SEJA�=CEJC�LNK?AOO

Dissatisfiers (DISs):+EOP�PDA�=PPNE>QPAO�BA=PQNAO�=J@�BQJ?PEKJO�PD=P
?=J�?=QOA�OKIA�?KJOQIANO�PK�=RKE@�QOEJC�UKQN�LNK@Q?P�KN�UKQN
?KILAPEPKNbO�LNK@Q?P��3DEO�PULE?=HHU�NABANO�PK�LNK@Q?PO�=J@�OANRE?AO
PD=P�=NA�=HNA=@U�>AEJC�OKH@�

� #KAO�JKP�=CA�SEJA

"D=LPAN���"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #

����� LLAJ@ET����% #�3AILH=PA�BKN�6EJA� CEJC�/NK@Q?P ���



7.15 Design and Prototype Product or Service

/QP�=�IK?G�QL�LE?PQNA�KB�PDA�LNK@Q?P�KN�OANRE?A�DANA�	QOA�OGAP?DEJC�@N=SEJC
OKBPS=NA�IK?G�QL�OKBPS=NA�LDKPK�OKBPS=NA�KN�LNAOAJP=PEKJ�OKBPS=NA
��(B�PDA
LNK@Q?P�EO�=�OKBPS=NA�LQP�=J�AT=ILHA�KB�=�?NEPE?=H�NALKNP�KN�EJLQP�O?NAAJ�DANA�	QOA�=
SKN@�LNK?AOOKN�KN�LNAOAJP=PEKJ�OKBPS=NA
��(B�PDA�E@A=�>ADEJ@�PDA�LNK@Q?P�KN�OANRE?A
EJRKHRAO�=�?KILHAT�LNK?AOO�KN�>QOEJAOO�LNK?AOO�PDAJ�@N=S�=�BHKS�@E=CN=I�KN�=
>QOEJAOO�LNK?AOO�@E=CN=I�	QOA�LNAOAJP=PEKJ�OKBPS=NA�KN�OLA?E=HEVA@�BHKS?D=NP�=J@
>QOEJAOO�LNK?AOO�@E=CN=IIEJC�OKBPS=NA
�
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Chapter 8

Strategic Planning and TenÐTen Planning

3K�>A�OPN=PACE?�EO�PK�D=RA�LH=JO�KB�=?PEKJ�PD=P�LNKRE@A�@ENA?PEKJO�BKN�KLAN=PEJC�EJ�=J
QJ?ANP=EJ�SKNH@��(J�PDEO�OA?PEKJ�KQN�BK?QO�EO�KJ�@ARAHKLEJC�OPN=PACE?�LH=JO�PK
?KILAPA�EJ�=�SKNH@�?D=N=?PANEVA@�>U�IKJKLKHEOPE?�?KILAPEPEKJ��-KPE?A�PD=P�PDA
AILD=OEO�EO�KJ�LH=JO�KB�=?PEKJ�=J@�JKP�KJ�=�OEJCHA�LH=J��3DANA�EO�JK�OEJCHA�LH=J�KN
OEJCHA�LH=JJEJC�=LLNK=?D�PD=P�?=J�@A=H�SEPD�PDA�?KILHATEPU�KB�?KJPAILKN=NU
I=NGAPO��6D=P�EO�JAA@A@�EO�=�?KJPEJQKQO�LNK?AOO�BKN�?DQNJEJC�KQP�JAS�LH=JO�BKN
@EBBANAJPE=PA@�LNK@Q?PO�=J@�OANRE?AO�EJ�KN@AN�PK�?KILAPA�EJ�=�@UJ=IE?
AJRENKJIAJP��3DEO�?D=LPAN�LNAOAJPO�=�>NEAB�KRANREAS�KB�PDA�R=NEKQO�=LLNK=?DAO�PK
OPN=PACE?�LH=JJEJC�=J@�LNKRE@AO�=J�KRANREAS�KB�PDA�LH=JJEJC�HEPAN=PQNA��3DANA�EO�=
HKP�KB�I=PANE=H�PK�OHKC�PDNKQCD�>QP�A=?D�=LLNK=?D�PK�LH=JJEJC�D=O�OKIAPDEJC�PK
KBBAN��3DEO�KRANREAS�SEHH�OAP�PDA�OP=CA�BKN�LNAOAJPEJC�PDA�3AJ^3AJ�LH=JJEJC�LNK?AOO
EJ�PDA�JATP�?D=LPAN��3DA�JATP�?D=LPAN�SEHH�EJPACN=PA�PDA�R=NEKQO�LH=JJEJC
=LLNK=?DAO�=J@�LNAOAJP�=�OEILHEBEA@�UAP�NK>QOP�=LLNK=?D�PK�LH=JJEJC�?=HHA@�PDA
3AJ^3AJ�LH=JJEJC�LNK?AOO��3DA�GAU�>AJABEP�KB�PDA�3AJ^3AJ�LH=JJEJC�LNK?AOO�EO�PD=P
EP�?=J�>A�QOA@�BKN�@ARAHKLEJC�>QOEJAOO�LH=JO�EJ�=�RANU�ODKNP�PEIA�OL=J�

���



8.1 Planning Concepts

3DANA�=NA�PSK�CAJANE?�LH=JJEJC�OPN=PACEAO�PD=P�=�>QOEJAOO�?=J�LQNOQA�,E?D=AH�/KNPAN
KNECEJ=HHU�E@AJPEBEA@�PDNAA�CAJANE?�OPN=PACEAO��'A�JKPA@�PD=P�=�>QOEJAOO�?=J�=HOK
BK?QO�KJ�=�I=NGAP�PD=P�EO�JKP�RANU�?KILAPEPERA��,KOP�LAKLHA�?KJOE@AN�PDEO�PK�>A�=
OLA?E=H�?=OA�KB�PDA�KPDAN�PSK�OPN=PACEAO��2AA�/KNPAN�	����
�(P�?=J�OPNERA�PK�>A
ABBE?EAJP�EP�?=J�@EBBANAJPE=PA�KN�>KPD��(J�KPDAN�SKN@O�=�BENI�?=J�BK?QO�KJ�@AHERANEJC
,E@=O�RANOEKJO�KB�LNK@Q?PO�'ANIAO�RANOEKJO�KB�LNK@Q?PO�KN�>KPD�� �BENI�PD=P
AILHKUO�=�OPN=PACU�KB�ABBE?EAJ?U�OPNERAO�PK�>A�PDA�HKS�?KOP�LNK@Q?AN�=J@�?KILAPA�KJ
PDA�>=OEO�KB�?D=NCEJC�HAOO�PD=J�PDA�KPDAN�?KILAPEPKNO��(J�?KJPN=OP�=�BENI�PD=P�EO
?KILAPEJC�KJ�PDA�>=OEO�KB�LNK@Q?P�@EBBANAJPE=PEKJ�?=J�?D=NCA�LNAIEQI�LNE?AO��(B
?D=NCEJC�LNAIEQI�LNE?AO�UEAH@O�H=NCAN�PD=J�=RAN=CA�LNKBEPO�PDA�I=NGAP�SEHH�KB
?KQNOA�=PPN=?P�=PPAJPEKJO��"KILAPEPKNO�SEHH�AJPAN�PDA�I=NGAP�SEPD�=�OHECDPHU
@EBBANAJP�LNK@Q?P�LAND=LO�ARAJ�=�>APPAN�LNK@Q?P�=P�=�HKSAN�LNE?A�=J@�QHPEI=PAHU
@NERA�@KSJ�PDA�LNAIEQI�LNE?AO��3DA�BENI�SEHH�PDAJ�D=RA�PK�AI>=NG�KJ�BQNPDAN�?KOP�
?QPPEJC�EJEPE=PERAO�EILNKRA�PDAEN�LNK@Q?P�EJ�KN@AN�PK�DKH@�KJ�PK�I=NGAP�OD=NA�=J@
OQNRERA�KN�@K�>KPD��3DA�I=NGAP�EO�NAHAJPHAOO�=J@�EP�@AI=J@O�=�PSK�LNKJCA@
=LLNK=?D�KB�@ARAHKLEJC�@EBBANAJPE=PA@�LNK@Q?PO�=J@�OANRE?AO�=J@�?QPPEJC�?KOPO�

3DA�BENOP�I=JPN=�KB�PDA�AJPNALNAJAQN�EO�`@EBBANAJPE=PA�PDNKQCD�EJJKR=PEKJ�KN
LANEODa�KN�EJ�OEILHAN�PANIO�`@EBBANAJPE=PA�KN�@EA�a�3DA�OA?KJ@�I=JPN=�KB�PDA
AJPNALNAJAQN�EO�`OPNERA�PK�NA@Q?A�?KOPO�a�3DA�BENOP�I=JPN=�EO�=??KILHEODA@�>U
BK?QOEJC�KJ�,E@=O�RANOEKJO�KB�LNK@Q?PO�QOEJC�ATPN=R=C=JP�AJCEJAANEJC�=J@�@AOECJ�
#EBBANAJPE=PEKJ�EO�JKP�KJHU�PDA�AJCEJA�@NEREJC�>QOEJAOO�OQ??AOO�QJ@AN�IKJKLKHEOPE?
?KILAPEPEKJ�>QP�EP�EO�=HOK�>QPPNAOOA@�>U�=PPAILPEJC�PK�EILNKRA�?KOPO�=J@�LNK@Q?P
@AOECJ�PDNKQCD�BNQC=H�AJCEJAANEJC��3DA�OA?KJ@�I=JPN=�EO�=??KILHEODA@�>U�BK?QOEJC
KJ�'ANIAO�RANOEKJO�KB�LNK@Q?PO�QOEJC�BNQC=H�AJCEJAANEJC�

 O�JKPA@�A=NHEAN�KRAN�����KB�PDA�=LLNKTEI=PAHU����IEHHEKJ�>QOEJAOOAO�?KILAPA�EJ
I=NGAPO�PD=P�=NA�?D=N=?PANEVA@�>U�IKJKLKHEOPE?�?KILAPEPEKJ��3D=P�EO�PDANA�=NA�I=JU
>QUANO�I=JU�OAHHANO�I=NGAP�AJPNU�=J@�ATEP�EO�A=OU�=J@�PDA�LNK@Q?PO�=NA�?HKOAHU
NAH=PA@�>QP�JKP�E@AJPE?=H��3DANA�=NA�PDA�PSK�=LLNK=?DAO�BKN�@EBBANAJPE=PEJC�LNK@Q?PO�
3DA�BENOP�QOAO�I=NGAPEJC�=J@�=@RANPEOEJC�PK�@ARAHKL�=�>N=J@��3DA�OA?KJ@�=LLNK=?D
EO�PK�AJC=CA�EJ�LNK@Q?P�@ARAHKLIAJP�PDNKQCD�OKIA�OKNP�KB�NAOA=N?D�=J@
@ARAHKLIAJP�	1�#
�LNK?AOO�=J@�PK�@ARAHKL�CKK@O�=J@�OANRE?AO�SEPD�QL@=PA@
BA=PQNAO��!KPD�=LLNK=?DAO�=NA�JA?AOO=NU�L=NPO�KB�PDA�@EBBANAJPE=PEKJ�LNK?AOO�
,=NGAPEJC�=J@�=@RANPEOEJC�?=J�DAHL�EHHQOPN=PA�PDA�BA=PQNAO�=J@�?=J�OKIAPEIAO�@AH=U
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8.2 The Planning Process
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Figure 8.1The Planning Process (Adapted from May)
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8.3 Analytical Approaches for Strategic Planning
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Figure 8.2The Value Chain (Adapted from Porter)

Figure 8.3Supply Chain
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The Five-Force Model in Practice
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Resource-based Framework
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Figure 8.4Example of a Strategy Map for a Railroad

From the public sector, permission of Wikimedia Commons License Agreement,http://commons.wikimedia.org/
wiki/File:StrategyMap.jpg.
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Figure 8.5SWOT Diagram
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Figure 8.6iPhone 4 SWOT Analysis

Example 2: DellÕs Entrance Into the Chinese Computer Market
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Figure 8.7SWOT Analysis for Dell Entering China

Integrated SWOT Analysis
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Figure 8.8Key Drivers for Quick SWOT Analysis

The Quick SWOT Supported With Strategy Canvas
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Figure 8.9Competing Under Monopolistic Competition Requires Strength in At Least Two Areas
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8.4 Conclusion
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Chapter 9

The TenÐTen Planning Process: Crafting a Business Story

TenÐTen Planning Process

 O�JKPA@�EJ�PDA�H=OP�?D=LPAN�PDA�LH=JJEJC�LNK?AOO�EO�JARAN�AJ@EJC�>A?=QOA�KB�PDA
KJCKEJC�LNAOOQNA�EJ�PDA�I=NGAPLH=?A��3DANA�EO�JK�OEJCHA�LH=J�PD=P�?=J�@A=H�SEPD�PDA
?KILHATEPU�KB�IKJKLKHEOPE?�?KILAPEPEKJ��3DA�BENOP�I=JPN=�KB�PDA�AJPNALNAJAQN�EO�
differentiate through innovation or perish�=J@�PDEO�EO�=??KILHEODA@�>U�BK?QOEJC�KJ
,E@=O�RANOEKJO�KB�LNK@Q?PO�QOEJC�ATPN=R=C=JP�AJCEJAANEJC��3DA�OA?KJ@�I=JPN=�KB
PDA�AJPNALNAJAQN�EO�strive to reduce costs�=J@�PDEO�EO�=??KILHEODA@�>U�BK?QOEJC�KJ
'ANIAO�RANOEKJO�KB�LNK@Q?PO�QOEJC�BNQC=H�AJCEJAANEJC�=J@�@AOECJ��3DA�@UJ=IE?
PAJOEKJ�>APSAAJ�@AHERANEJC�,E@=O�=J@�'ANIAO�RANOEKJO�SEHH�=HOK�HA=@�PK�I=EJOPNA=I
 PH=O�LNK@Q?PO�� �?KJPEJQKQO�LNK?AOO�BKN�@ARAHKLEJC�>QOEJAOO�LH=JO�EO�JA?AOO=NU�BKN
?KILAPEJC�=J@�OQNREREJC�QJ@AN�IKJKLKHEOPE?�?KILAPEPEKJ�� O�@EO?QOOA@�EJ�PDA�H=OP
?D=LPAN�PDA�OPN=PACE?�LH=JJEJC�LNK?AOO�?=J�>A�IK@AHA@�QOEJC�PDA�@E=CN=I�EJ%ECQNA
�����2PN=PACE?�/H=JJEJC�/NK?AOO���3DA�I=JPN=�=J@�IEOOEKJ�=NA�?KJOP=JPHU�AR=HQ=PA@
=J@�NAREOEPA@�PDNKQCDKQP�PDA�HEBA�KB�PDA�BENI�

Figure 9.1Strategic Planning Process
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	3DAOA�PAILH=PAO�?=J�>A�@KSJHK=@A@�BNKIDPPL���CHO=J@ANO�SKN@LNAOO�?KI�
�3DA
E@A=�>ADEJ@�PDA�3AJ^3AJ�=LLNK=?D�EO�PD=P�KJ?A�UKQ�D=RA�C=PDANA@�OKIA

�� .J?A�UKQ�D=RA�C=PDANA@�OKIA
>=?GCNKQJ@�@=P=�NAH=PA@�PK�PDA
EJ@QOPNU�=J@�KNC=JEV=PEKJ�UKQ
ODKQH@�>A�=>HA�PK�?KILHAPA�=J
.NC=JEV=PEKJ=H�=J@�(J@QOPNU
 J=HUOEO�PAILH=PA�=J@�=
!QOEJAOO�/H=J�.RANREAS
PAILH=PA�EJ�=>KQP����IEJQPAO�

���
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>=?GCNKQJ@�@=P=�NAH=PA@�PK�PDA�EJ@QOPNU�=J@�PDA�KNC=JEV=PEKJ�UKQ�ODKQH@�>A�=>HA�PK
?KILHAPA�PDA�PSK�PAILH=PAO�EJ�=>KQP����IEJQPAO�2AA�'KN=J�	����
��3DEO�EO�=J
=HPANJ=PERA�=LLNK=?D�PK�'KN=JbO�=LLNK=?D�@ARAHKLEJC�=�>NEAB�LH=J��.JA�@ABE?EAJ?U�KB
PDA�'KN=J�=LLNK=?D�EO�PD=P�EP�@KAO�JKP�EJPACN=PA�PDA�GAU�E@A=O�BKQJ@�EJ�PDA�I=FKN
LH=JJEJC�=LLNK=?DAO��3DA�@ABE?EAJ?U�EJ�=HH�KB�PDA�KPDAN�LH=JJEJC�=LLNK=?DAO
@EO?QOOA@�EJ"D=LPAN����2PN=PACE?�/H=JJEJC�=J@�3AJ^3AJ�/H=JJEJC�EO�PDAU�P=GA�PKK
IQ?D�PEIA�=J@�UAP�PDAU�=NA�JKP�?KILNADAJOERA�AJKQCD�>A?=QOA�PDAU�@K�JKP
EJ?HQ@A�=J@�>QEH@�KJ�KPDAN�=LLNK=?DAO��3DA�3AJ^3AJ�=LLNK=?D�=PPAILPO�PK
NA?KJ?EHA�OLAA@�SEPD�?KILNADAJOERAJAOO�3DEO�SEHH�KB�?KQNOA�>A�=�RANU�NKQCD�BENOP�
?QP�>QP�EP�SEHH�>A�PDA�BKQJ@=PEKJ�BKN�@ARAHKLEJC�IKNA�NABEJA@�LH=JO��3DA�3AJ^3AJ
LNK?AOO�EO�IA=JP�PK�>A�MQE?G�=J@�PK�PDA�LKEJP�>QP�EP�?=J�>A�ATL=J@A@�PK����DKQNO���
@=UO�KN�EJ�OKIA�EJOP=J?AO����SAAGO�>QP�N=NAHU�IKNA�PD=J�PD=P��3DAOA�PAILH=PAO
=HKJC�SEPD�PDA�% #�	BA=PQNAO�=PPNE>QPAO�=J@�@AOECJ
�PAILH=PA�?=J�>A�QOA@�PK
@ARAHKL�PDA�ATA?QPERA�OQII=NU��3DEO�EJ�PQNJ�?=J�>A�QOA@�PK�@ARAHKL�=�BQHH�>HKSJ
>QOEJAOO�LH=J�SDE?D�EO�PDA�BKQJ@=PEKJ�BKN�>QEH@EJC�PDA�>QOEJAOO�%ECQNA������3DA
!QOEJAOO�#ARAHKLIAJP�/NK?AOO�EHHQOPN=PAO�PDA�AJPENA�3AJ^3AJ�LNK?AOO�BNKI
?KJ?ALPQ=HEVEJC�PDA�>QOEJAOO�E@A=�PDNKQCD�>QEH@EJC�PDA�>QOEJAOO�

Figure 9.2The Business Development Process

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���



9.1 Organizational and Industry Analysis Template

3DA�BENOP�PAILH=PA�EO�PDAOrganizational and Industry Analysis template � =J@�EP
EJ?KNLKN=PAO�PDA�MQE?G�26.3�=J=HUOEO�QOEJC�?KJ?ALPO�BNKI�OQLLHU�?D=EJ�=J=HUOEO
/KNPANbO�R=HQA�?D=EJ�=J=HUOEO�=J@�BERA�BKN?A�IK@AH/KNPAN�	����
� PDA�NAOKQN?A�>=OA@
=LLNK=?D!=NJAU�	����
� ?KNA�?KILAPAJ?EAO�=J=HUOEO/N=D=H=@�=J@�'=IAH�	����
�
=J@�PDA�!HQA�.?A=J�2PN=PACU�"=JR=O�*EI�=J@�,=Q>KNCJA�	����
� 3DA�E@A=�EO�PK
?KJ@Q?P�=�>NEAB�EJ@QOPNU�=J=HUOEO�SEPDKQP�CAPPEJC�>KCCA@�@KSJ�EJ�PDA�@AP=EHO��3DEO
PAILH=PA�EO�?KJP=EJA@�EJ-KPA������.NC=JEV=PEKJ=H�=J@�(J@QOPNU� J=HUOEO�3AILH=PA
	@K�PDEO�BENOP
���3DA�% #�PAILH=PA�EO�=�CKK@�OKQN?A�KB�EJBKNI=PEKJ�NAH=PA@�PK�SD=P
LNK@Q?PO�KN�OANRE?AO�=NA�CKEJC�PK�>A�LNK@Q?A@�=J@�OKH@��3DA�LKEJP�KB�PDA�BENOP
LH=JJEJC�PAILH=PA�EO�PK�DAHL�UKQ�QJ@ANOP=J@�PDA�?QNNAJP�KN�LNKLKOA@�KNC=JEV=PEKJ
=J@�PDA�P=NCAP�EJ@QOPNU��0QAOPEKJO���PDNKQCD���=OOEOP�EJ�@AP=EHEJC�PDA�>=OE?�MQAOPEKJ
NAH=PA@�PK�SD=P�>QOEJAOO�UKQ�=NA�EJ�=J@�SD=P�PDA�EJ@QOPNU�HKKGO�HEGA��0QAOPEKJ���EO�=
OEILHEBEA@�26.3�@E=CN=I��(P�EO�EJPAJPEKJ=HHU�OI=HH�OK�PD=P�PD=P�EP�EO�@EBBE?QHP�PK�AJPAN
PKK�I=JU�EPAIO��+KJC�H=QJ@NU�HEOPO�=NA�=�NA?QNNEJC�?NEPEMQA�KB�26.3�=J=HUOEO��.JA
=NA=�SDANA�PDA�OEILHEBEA@�26.3�=J=HUOEO�@EBBANO�BNKI�PDA�PN=@EPEKJ=H�26.3
=LLNK=?D�EO�PD=P�PDA�BK?QO�EO�JKP�KJ�FQOP�EJPANJ=H�EOOQAO�>QP�KJ�=JU�=NA=O�SDANA�=J
KNC=JEV=PEKJ�D=O�OPNAJCPDO�=J@�SA=GJAOOAO��%KN�AT=ILHA�PDA�NAOA=N?D�=J@
@ARAHKLIAJP�	1�#
�=J@�LNK@Q?P�@ARAHKLIAJP�=NA=O�=NA�PULE?=HHU�?KJOE@ANA@
EJPANJ=H�BQJ?PEKJO�>QP�PDA�OQLLHU�=J@�R=HQA�?D=EJO�=HKJC�SEPD�PDA�>N=J@�EI=CA�=NA
EJPAN?KJJA?PA@�BQJ?PEKJO�PD=P�OL=J�PDA�EJPANJ=H�=J@�ATPANJ=H�KNC=JEV=PEKJ=H
AJRENKJIAJP�

�� (J?KNLKN=PAO�PDA�MQE?G�26.3
=J=HUOEO�QOEJC�?KJ?ALPO�BNKI
OQLLHU�?D=EJ�=J=HUOEO�/KNPANbO
R=HQA�?D=EJ�=J=HUOEO�=J@�BERA�
BKN?A�IK@AH�PDA�NAOKQN?A�
>=OA@�=LLNK=?D�?KNA
?KILAPAJ?EAO�=J=HUOEO�=J@�PDA
!HQA�.?A=J�2PN=PACU�"=JR=O�PK
?KJ@Q?P�=�>NEAB�EJ@QOPNU
=J=HUOEO�SEPDKQP�>KCCEJC�@KSJ
EJ�@AP=EHO�
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Organizational and Industry Analysis Template (do this
first)

�� &ERA�=�>NEAB�@AO?NELPEKJ�KB�UKQN�>QOEJAOO�IK@AH�EJ?HQ@EJC�SD=P
LNK@Q?PO�KN�OANRE?A�UKQ�=NA�LNK@Q?EJC�KN�SEHH�LNK@Q?A�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� #AO?NE>A�UKQN�P=NCAP�?QOPKIANO�=J@�PDA�OEVA�KB�PDA�I=NGAP�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� +EOP�=J@�@AO?NE>A�UKQN�?QNNAJP�?KILAPEPKNO�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� +EOP�=J@�@AO?NE>A�UKQN�LKPAJPE=H�?KILAPEPKNO�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� 6DK�SEHH�UKQ�LQN?D=OA�KN�=?MQENA�I=PANE=HO�?KILKJAJPO
NAOKQN?AO�KN�KPDAN�EJLQPO�BNKI�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� 26.3�	?KJOE@AN�DQI=J�NAOKQN?AO�1�#�I=NGAPEJC�LNK?QNAIAJP
I=JQB=?PQNEJC�@EOPNE>QPEKJ�AJCEJAANEJC�(3�BEJ=J?A�=??KQJPEJC
=J@�HAC=H


� 6D=P�=NA�UKQN�OPNAJCPDO�	LNK@Q?PO�1�#�OQLLHU�?D=EJ�>N=J@
LNE?EJC�?KNA�?KILAPAJ?EAO�NAOKQN?AO�EJBN=OPNQ?PQNA
O?=H=>EHEPU�=J@�EJPANB=?AO
�

� 6D=P�=NA�UKQN�SA=GJAOOAO�	LNK@Q?PO�1�#�OQLLHU�?D=EJ
>N=J@�LNE?EJC�?KNA�?KILAPAJ?EAO�NAOKQN?AO�EJBN=OPNQ?PQNA
O?=H=>EHEPU�=J@�EJPANB=?AO
�

� 6D=P�=NA�PDA�KLLKNPQJEPEAO�	CNKSPD�I=NGAP�OD=NA�LNK@Q?P
HEJAO�!HQA�.?A=J�?KILHAIAJP=NU�LNK@Q?PO�HK?G�EJ�>N=J@
=J@�BENOP�IKRAN�=@R=JP=CA
�

� 6D=P�=NA�PDA�PDNA=PO�	OQ>OPEPQPAO�AIANCEJC�PA?DJKHKCEAO�JAS
AJPN=JPO�A?KJKIE?�?HEI=PA�CKRANJIAJP�NACQH=PEKJO�=J@
OK?E=H�?QHPQNA�EOOQAO
�

�� 2PN=PACU�"=JR=O�BKN�JAS�LNK@Q?P�?KIL=NA@�SEPD�?KILAPEPKN�KN
EJ@QOPNU�	LNE?A�=J@�MQ=HEPU�=NA�AT=ILHA�=PPNE>QPAO


"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU
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4OA�PDA�% #�PAILH=PA�PK�=@@�GAU�=PPNE>QPAO�PK�PDA�2PN=PACU�"=JR=O�	UKQ�?=J
?KJPEJQA�PDA�P=>HA�EB�UKQ�JAA@�IKNA�=PPNE>QPAO


Meaning
of

product
or

service

BOF
POD
POP
EXT
DIS

BOF
POD
POP
EXT
DIS

BOF
POD
POP
EXT
DIS

BOF
POD
POP
EXT
DIS

BOF
POD
POP
EXT
DIS

BOF
POD
POP
EXT
DIS

 PPNE>QPA
J=IA

/NE?A 0Q=HEPU

5ANU�DECD

'ECD

 RAN=CA

+KS

5ANU�HKS

-KP
=LLHE?=>HA

BOF, Blue Ocean features and exciters; POD, points of difference
and differentiators; POP, points of parity and must-haves; EXT,

extinct and vestigial features; DIS, dissatisfiers

 JKPDAN�EILKNP=JP�BA=PQNA�KB�PDA�.NC=JEV=PEKJ=H�=J@�(J@QOPNU� J=HUOEO�PAILH=PA�EO
PDA�LNAOAJ?A�KB�MQAOPEKJ���=J@�PDA�@ARAHKLIAJP�KB�=�OPN=PACU�?=JR=O�PDA�!HQA
.?A=J�OPN=PACU�BKN�E@AJPEBUEJC�PDA�?QNNAJP�LNK@Q?P�BA=PQNAO�=J@�DKS�PDAU�?KIL=NA
SEPD�KJA�KN�IKNA�?KILAPEPKNO�KN�SEPD�=�PULE?=H�LNK@Q?P�KN�OANRE?A�BKQJ@�EJ�PDA
EJ@QOPNU�I=NGAPLH=?A��3DA�CK=H�EO�PK�=OOEOP�EJ�EHHQOPN=PEJC�SD=P�LNK@Q?P�BA=PQNAO�=NA
>AEJC�QOA@�PK�@EBBANAJPE=PA�PDA�?KILAPEPKNO�=J@�PK�E@AJPEBU�KPDAN�=NA=O�SDANA�UKQ
IECDP�S=JP�PK�NA@Q?A�KN�=@@�BA=PQNAO�KN�ARAJ�EJ?NA=OA�KN�@A?NA=OA�LANBKNI=J?A�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

����.NC=JEV=PEKJ=H�=J@�(J@QOPNU� J=HUOEO�3AILH=PA ���



9.2 Business Plan Overview Template (Mantra, Mission, Money, Goals,
Objectives, and Tactics)

3DA�OA?KJ@�PAILH=PA�EO�PDABusiness Plan Overview template� 	OAA-KPA����
�!QOEJAOO�/H=J�.RANREAS�3AILH=PA�	@K�PDEO�OA?KJ@
�
��3DEO�PAILH=PA�QOAO�PDA
.NC=JEV=PEKJ=H�=J@�(J@QOPNU� J=HUOEO�EJBKNI=PEKJ�=J@�% #�PAILH=PA�PK�E@AJPEBU�PDA
KNC=JEV=PEKJ=H�I=JPN=�PDA�IEOOEKJ�PDA�IKJAU�KN�R=HQA�LNKLKOEPEKJ�CK=HO�=J@
K>FA?PERAO�=J@�P=?PE?O��(P�EO�AOOAJPE=HHU�=�O?=HA@�@KSJ�>QOEJAOO�LH=J�PD=P�?=J�>A�QOA@
PK�@ARAHKL�PDA�BQHH�>HKSJ�>QOEJAOO�LH=J�PD=P�SEHH�>A�@EO?QOOA@�EJ�=�H=PAN�?D=LPAN�

�� The mantra��&QU�*=S=O=GE�LNABANO�QOEJC�=�I=JPN=�EJ�HEAQ�KB�=�IEOOEKJ
OP=PAIAJP�*=S=O=GE�	����
� 'A�EO�RANU�?NEPE?=H�KB�IEOOEKJ�OP=PAIAJPO
PD=P�=NA�?N=BPA@�>U�=�H=NCA�?KIIEPPAA�KB����=P�=J�KBBOEPA�NAPNA=P��6A�@K
JKP�OAA�PDA�I=JPN=�=O�=�NALH=?AIAJP�BKN�PDA�IEOOEKJ�OP=PAIAJP��6A�OAA
PDA�I=JPN=�=O�=J�KBPAJ�NALA=PA@�LDN=OA�PD=P�LNKRE@AO�PDA�>=OEO�BKN�PDA
ATEOPAJ?A�KB�PDA�?KIL=JU��(P�EO�=�OHKC=J�=�S=P?DSKN@�=�>USKN@�=J@�=
IKPPK�PD=P�>NA=PDAO�HEBA�EJPK�PDA�BENIbO�ATEOPAJ?A��3DA�IA=JEJC�KB�=
LNK@Q?P�=O�E@AJPEBEA@�EJ�PDA�% #�PAILH=PA�EO�=�CKK@�LH=?A�PK�HKKG�BKN�PDA
BKQJ@=PEKJO�KB�=�I=JPN=��$T=ILHAO�EJ?HQ@A�PDA�BKHHKSEJC�

� 'KOLEP=H��2ANRE?A�NAOLA?P�=J@�AT?AHHAJ?A�EJ�DA=HPD?=NA
� 2KBPS=NA�#ARAHKLAN��0Q=HEPU�OKBPS=NA�PDNKQCD�D=N@�SKNG�=J@

?NA=PEREPU
� ,=JQB=?PQNEJC��0Q=HEPU�EO�KQN�AJ@C=IA
� 3AHA?KIIQJE?=PEKJO��6A�DA=N�KQN�?QOPKIANO�

�� The mission statement��3DA�IEOOEKJ�OP=PAIAJP�LNAOAJPO�=�>NEAB�KRAN=HH
REAS�KB�PDA�>QOEJAOO��(P�@AO?NE>AO�SD=P�PDA�?KIL=JU�@KAO�=J@�SDU�EP
ATEOPO��(P�ODKQH@�BK?QO�KJ�IAAPEJC�?QOPKIAN�JAA@O��(P�ODKQH@�=@@NAOO�=P
=J�=>OPN=?P�HARAH�SD=P�LNK@Q?PO�KN�OANRE?AO�=NA�LNK@Q?A@��(P�?=J�=HOK
EJ?HQ@A�=�OP=PAIAJP�NABHA?PEJC�SDAPDAN�PDA�?KIL=JU�SEHH�BK?QO�KJ
LNK@Q?P�@EBBANAJPE=PEKJ�=J@�JE?DA�I=NGAPO�BK?QO�KJ�>AEJC�LNE?A�
?KILAPEPERA�KN�BK?QO�KJ�>KPD��3DA�% #�PAILH=PA�EO�=HOK�=�CKK@�OKQN?A
KB�EJBKNI=PEKJ�BKN�PDA�IEOOEKJ�OP=PAIAJP��$T=ILHAO�KB�=�IEOOEKJ
OP=PAIAJP�EJ?HQ@A�PDA�BKHHKSEJC�

� 6A�QOA�DECD�MQ=HEPU�I=PANE=HO�=J@�?N=BPOI=JODEL�PK�@ARAHKL
OQLANEKN�FASAHNU�>KTAO�BKN�PDA�@EO?NEIEJ=PEJC�>QUAN�

� 6A�@ARAHKL�CAJAN=H�LQNLKOA�=J@�?QOPKIEVA@�?D=NEPU�ARAJP
LH=JJEJC�OKBPS=NA�BKN�JKJLNKBEP�KNC=JEV=PEKJO�

� 6A�I=JQB=?PQNA�DECD�MQ=HEPU�IA=OQNAIAJP�EJOPNQIAJPO�BKN
?KIL=JEAO�EJRKHRA@�EJ�KEH�ATLHKN=PEKJ�

��  �PAILH=PA�PD=P�QOAO�PDA
.NC=JEV=PEKJ=H�=J@�(J@QOPNU
 J=HUOEO�EJBKNI=PEKJ�=J@�% #
PAILH=PA�PK�E@AJPEBU�PDA
KNC=JEV=PEKJ=H�I=JPN=
IEOOEKJ�IKJAU�KN�R=HQA
LNKLKOEPEKJ�CK=HO�=J@
K>FA?PERAO�=J@�P=?PE?O�QOA@�PK
@ARAHKL�PDA�BQHH�>HKSJ�>QOEJAOO
LH=J�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���



� .QN�O?DKKH�LNAL=NAO�OPQ@AJPO�PK�SKNG�EJ�DECDHU�LNK@Q?PERA
OKBPS=NA�AJRENKJIAJPO�

�� The money��3DA�LQNLKOA�KB�PDEO�OA?PEKJ�EO�PK�LNKRE@A�=J�KRANREAS�BKN�PDA
R=HQA�LNKLKOEPEKJ��3D=P�EO�DKS�UKQN�KNC=JEV=PEKJ�SEHH�I=GA�IKJAU
QOEJC�PDA�PSK�CAJANE?�>QOEJAOO�IK@AH�OPN=PACEAO��3DA�KNC=JEV=PEKJ�?=J
@EBBANAJPE=PA�>A�PDA�HKS�?KOP�LNK@Q?AN�KN�>KPD�� O�JKPA@�A=NHEAN�IKOP
KNC=JEV=PEKJO�=PPAILP�PK�@EBBANAJPE=PA�=J@�>A�PDA�HKS�?KOP�LNK@Q?AN�=P
PDA�O=IA�PEIA��!A?=QOA�PDAU�=NA�KBPAJ�?KJBHE?PEJC�OPN=PACEAO�I=JU
KNC=JEV=PEKJO�=NA�OHECDPHU�>APPAN�=P�KJA�KN�PDA�KPDAN��3DA�>AOP
LANBKNIANO�>=H=J?A�>KPD�OPN=PACEAO��.JA�EILKNP=JP�?KJOE@AN=PEKJ�EO�PDA
CAJAN=PEKJ�KB�=@@EPEKJ=H�O=HAO�>U�KBBANEJC�?KILHAIAJP=NU�LNK@Q?PO�=J@
OANRE?AO��%KN�AT=ILHA�=�LNEJPAN�?KIL=JU�?=J�OAHH�PKJAN�S=NN=JPEAO
=J@�I=EJPAJ=J?A�?KJPN=?PO�� �LDKJA�I=JQB=?PQNAN�IECDP�>A?KIA�=
IK>EHA�=LLHE?=PEKJ�@ARAHKLAN�=J@�=HOK�OAHH�=??AOOKNEAO�BKN�PDA�LDKJA�
%ENIO�ODKQH@�=HOK�@EO?QOO�PDA�LKPAJPE=H�OEVA�KB�PDA�I=NGAP�SDAJ�EP�EO
NAHAR=JP�=J@�SDAPDAN�PDANA�EO�LKPAJPE=H�BKN�=�!HQA�.?A=J�I=NGAP�
$T=ILHAO�KB�IKJAU�OP=PAIAJPO�EJ?HQ@A�PDA�BKHHKSEJC�

� 6A�SEHH�CAJAN=PA�LNKBEPO�>U�?KJOP=JPHU�EJPNK@Q?EJC�FASAHNU�>KTAO
SEPD�JAS�BA=PQNAO�=J@�?QPPEJC�?KOPO�>U�QOEJC�>QEH@EJC�PA?DJKHKCU
PK�HKSAN�?KOPO�

� 6A�CAJAN=PA�IKOP�KB�KQN�NARAJQAO�>U�@ARAHKLEJC�DECD�AJ@
?QOPKIEV=>HA�?D=NEPU�LH=JJEJC�OKBPS=NA��6A�SEHH�GAAL�@ARAHKLIAJP
?KOPO�@KSJ�>U�@ARAHKLEJC�OKBPS=NA�IK@QHAO�PD=P�=NA�?KJ@Q?ERA�PK
=@@EJC�=J@�OQ>PN=?PEJC�BA=PQNAO��6A�SEHH�CAJAN=PA�=@@EPEKJ=H
NA?QNNEJC�NARAJQAO�>U�KBBANEJC�QLCN=@AO�=J@�LNKRE@EJC�?QOPKIEVA@
OUOPAIO�@ARAHKLIAJP�BKN�JKJOP=J@=N@�=LLHE?=PEKJO��(P�EO�=�H=NCAHU
QJP=LLA@�I=NGAP�SEPD�AT?AHHAJP�NARAJQA�LKPAJPE=H�

� 6A�SEHH�OAHH�=�DECD�AJ@�OK?E=H�JAPSKNGEJC�LNKFA?P�I=J=CAIAJP�PKKH
BKN�H=NCA�?KIL=JEAO��3DA�?KIL=JEAO�SA�SEHH�OAHH�KQN�LNK@Q?P�PK�=NA
JKP�LNE?A�OAJOEPERA�=J@�SA�SEHH�>A�=>HA�PK�?D=NCA�=�LNAIEQI�LNE?A
PK�?KRAN�KQN�DECD�BETA@�?KOPO��6A�SEHH�CAJAN=PA�=@@EPEKJ=H�NA?QNNEJC
NARAJQAO�>U�KBBANEJC�QLCN=@AO�=J@�LNKRE@EJC�?QOPKIEVA@�OUOPAIO
@ARAHKLIAJP�BKN�JKJOP=J@=N@�=LLHE?=PEKJO�

� 6A�SEHH�>QEH@�=J�EJATLAJOERA�DKQOA�QOEJC�IK@QH=N�=J@�EJATLAJOERA
>QEH@EJC�I=PANE=HO��6A�SEHH�>A�PDA�HKS�?KOP�OQLLHEAN��6A�SEHH
CAJAN=PA�=@@EPEKJ=H�NA?QNNEJC�NARAJQAO�>U�KBBANEJC�DKQOA
I=EJPAJ=J?A�OANRE?AO�PK�KQN�?QOPKIANO�

�� The goals and objectives��3DANA�EO�=�HKP�KB�?KJBQOEKJ�NAH=PA@�PK�CK=HO�=J@
K>FA?PERAO��&K=HO�=NA�PDKQCDP�KB�=O�>AEJC�IKNA�=>OPN=?P�=J@�>NK=@AN
PD=J�K>FA?PERAO��3DEO�EO�=�N=PDAN�KRANOP=PA@�=J@�OLA?EKQO�?H=EI�PD=P
?NA=PAO�IKNA�D=NI�PD=J�CKK@��3DEO�OA?PEKJ�KB�PDA�>QOEJAOO�LH=J
PAILH=PA�AJ?KQN=CAO�UKQ�PK�HEOP�>KPD�CK=HO�=J@�K>FA?PERAO��3DA

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

����!QOEJAOO�/H=J�.RANREAS�3AILH=PA�	,=JPN=�,EOOEKJ�,KJAU�&K=HO�.>FA?PERAO�=J@�3=?PE?O
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EILKNP=JP�LKEJP�EO�PK�E@AJPEBU�PDA�CK=HO�=J@�K>FA?PERAO�PD=P�SEHH�DAHL
OQLLKNP�PDA�I=JPN=�PDA�IEOOEKJ�=J@�PDA�R=HQA�LNKLKOEPEKJ�KRAN�PDA
JATP���IKJPDO�PK�=�UA=N��$T=ILHAO�EJ?HQ@A�PDA�BKHHKSEJC�

� +=QJ?D�JAS�LNK@Q?P�HEJA�EJ�)QHU
� (J?NA=OA�O=HAO�>U����KRAN�PDA�JATP�UA=N
� 2ANRE?A�����IKNA�?QOPKIANO�PD=J�H=OP�UA=N
� 1A@Q?A�S=OPA�>U����

�� The tactics��3DA�P=?PE?O�=NA�PDA�=?PEREPEAO�PDA�KNC=JEV=PEKJ�SEHH�QOA�KRAN
PDA�JATP���IKJPDO�PK�=�UA=N�PK�NA=?D�=�?KIL=JUbO�CK=HO�=J@�K>FA?PERAO�
(J�PDA�?KJPATP�KB�PDA�IEHEP=NU�PDA�P=?PE?O�=NA�PDA�PA?DJEMQAO�QOA@�PK
@ALHKU�PNKKLO�D=N@S=NA�=EN?N=BP�=J@�ODELO�BKN�?KI>=P��(J�>QOEJAOO
PDEO�EJ?HQ@AO�PDA�=?PEREPEAO�NAH=PA@�PK�I=NOD=HEJC�DQI=J�NAOKQN?AO
I=JQB=?PQNEJC�NAOKQN?AO�=?MQENEJC�AMQELIAJP�=J@�NAH=PA@�OQLLHU
?D=EJ�=?PEREPEAO�PK�=PP=EJ�PDA�CK=HO�=J@�K>FA?PERAO��3DA�P=?PE?O�?=J
EJ?HQ@A�PEIAP=>HAO�=J@�O?DA@QHAO�NAH=PA@�PK�PDA�CK=HO�=J@�K>FA?PERAO�
$T=ILHAO�KB�P=?PE?O�EJ?HQ@A�PDA�BKHHKSEJC�

� /QN?D=OA�=�DECD�LANBKNI=J?A�>=J@�O=S�EJ�%A>NQ=NU
� 'ENA�AILHKUAAO�EJ� LNEH�PK�@ARAHKL�JAS�?QOPKIAN�EJPANB=?A

OKBPS=NA
� #ARAHKL�=�N=@EK�I=NGAPEJC�LH=J�BKN�EJPNK@Q?EJC�JAS�LNK@Q?P�EJ

-KRAI>AN
� '=RA�PDA�O=HAO�BKN?A�?KJP=?P�ARANU�?QOPKIAN�SDK�D=O�JKP

LQN?D=OA@�=�LNK@Q?P�EJ�PDA�H=OP���UA=NO�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

����!QOEJAOO�/H=J�.RANREAS�3AILH=PA�	,=JPN=�,EOOEKJ�,KJAU�&K=HO�.>FA?PERAO�=J@�3=?PE?O
���



Business Plan Overview Template (do this second)

�� 6D=P�EO�UKQNmantra?KJOE@ANEJC�@EBBANAJPE=PEKJ�PDNKQCD
EJJKR=PEKJ�KN�LANEOD�KN�?KOP�NA@Q?PEKJ�	�^���SKN@O�KJ�SDU�UKQN
?KIL=JU�ODKQH@�ATEOP
�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� 6D=P�EO�PDA�KRAN=HHmissionKB�PDA�>QOEJAOO�	�^��OAJPAJ?AO�KJ�SD=P
UKQN�?KIL=JU�@KAO�KN�SEHH�@K�=J@�UKQN�P=NCAP�?QOPKIANO
�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� 'KS�SEHH�UKQ�I=GAmoneyEJ�PANIO�KB�LNK@Q?P�@EBBANAJPE=PEKJ
>AEJC�PDA�HKS�?KOP�LNK@Q?AN�=J@�SD=P�?KILHAIAJP=NU�LNK@Q?PO
=J@�OANRE?AO�SEHH�>A�KBBANA@�EJ�KN@AN�PK�CAJAN=PA�NA?QNNEJC
NARAJQAO�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� 6D=P�=NA�UKQNgoals=J@objectivesKRAN�PDA�JATP���IKJPDO�PK�UA=N
	�^��LDN=OAO�KJ�LNA?EOA�LANBKNI=J?A�EJPAJPEKJO
�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

�� 6D=PtacticsSEHH�UKQ�QOA�KRAN�PDA�JATP���IKJPDO�PK�=�UA=N�PK�NA=?D
UKQN�K>FA?PERAO�=J@�IEOOEKJ�	�^��LDN=OAO
�

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<<

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU
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"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU
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9.3 Developing an Executive Summary: Crafting a Business Story

.JA�KB�PDA�IKOP�?KIIKJ�NABN=IAO�SA�DA=N�BNKI�AJPNALNAJAQNO�EO�PD=P�

3DAU�FQOP�@KJbP�QJ@ANOP=J@�KQN�>QOEJAOO�IK@AH�

3DAU�FQOP�@KJbP�QJ@ANOP=J@�SD=P�SA�=NA�@KEJC�

6DK�=NAthey� They?=J�>A�BNEAJ@O�B=IEHU�EJRAOPKNO�=J@�ARAJ�PDA�>QOEJAOO
BKQJ@ANO��(J�NA=HEPUtheyOKIAPEIAO�@K�JKP�QJ@ANOP=J@�>A?=QOA�PDA�>QOEJAOO
?KJ?ALP�EO�B=QHPU�>QP�OKIAPEIAO�PDAU�@K�JKP�QJ@ANOP=J@�>A?=QOA�UKQ�D=RA�JKP
?KIIQJE?=PA@�PDA�AOOAJ?A�KB�PDA�REOEKJ�PK�PDA�NAHAR=JP�L=NPEAO��3DA�3AJ^3AJ
LH=JJEJC�PAILH=PAO�?=J�=HHARE=PA�OKIA�KB�PDA�?KJBQOEKJ��BQNPDANIKNA�=P�OKIA�LKEJP
PDA�3AJ^3AJ�PAILH=PAO�SEHH�D=RA�PK�>A�?KJRANPA@�EJPK�=�SAHH�?N=BPA@�ATA?QPERA
OQII=NU�PD=P�PAHHO�=J�EJPANAOPEJC�OPKNU��3DEO�SEHH�DAHL�BQNPDAN�NABEJA�PDA�>QOEJAOO
IK@AH�=J@�EP�SEHH�=HOK�OANRA�=O�=�LH=PBKNI�BKN�?KIIQJE?=PEJC�SEPD�PDA�I=JUtheys
PD=P�=NA�AJ?KQJPANA@�

3DAexecutive summary � ODKQH@�PAHH�=�OPKNU�EJ�KJA�KN�PSK�L=CAO�KN�LAND=LO�ARAJ
PDNAA�L=CAO��3DA�>AOP�S=U�PK�LNAL=NA�PDA�>QOEJAOO�LH=J�EO�PK�QOA�!QOEJAOO�/H=J
.RANREAS�PAILH=PA�EJBKNI=PEKJ�=O�=�OP=NPEJC�LKEJP�=J@�QOA�PDA�(J@QOPNU�=J@
.NC=JEV=PEKJ=H�=J@�PDA�% #�PAILH=PAO�BKN�=@@EPEKJ=H�EJLQP�EJPK�PDA�@ARAHKLIAJP�KB
PDA�ATA?QPERA�OQII=NU��'ANA�EO�=�CAJAN=H�BKNI=P�BKN�PDA�ATA?QPERA�OQII=NU�

[ /=N=CN=LD����(JPNK@Q?A�PDA�E@A=�	BKQN�PK�OET�OAJPAJ?AO
�

� 3DA�BENOP�HEJA�KB�PDA�ATA?QPERA�OQII=NU�ODKQH@�>A�=�?=P?DU
OAJPAJ?A�PD=P�?=LPQNAO�PDA�AOOAJ?A�KB�PDAmantra�

� 3DA�NAI=EJEJC�OAJPAJ?AO�KB�PDA�L=N=CN=LD�ODKQH@�@EO?QOO�PDA
missionKB�PDA�?KIL=JU�

[ /=N=CN=LD����#AO?NE>A�UKQN�>QOEJAOO�IK@AH�=J@�SD=P�LNK@Q?PO�KN
OANRE?AO�SEHH�>A�LNK@Q?A@�	BKQN�PK�AECDP�OAJPAJ?AO
�

� #AO?NE>A�UKQN�P=NCAP�?QOPKIANO�
� #AO?NE>A�UKQN�LNK@Q?P�KN�OANRE?A�=J@�PAHH�SD=P�EP�@KAO�
� #AO?NE>A�DKS�EP�SEHH�>AJABEP�?KJOQIANO�KN�KPDAN�>QOEJAOOAO�
� #EO?QOO�SDU�UKQN�>QOEJAOO�IK@AH�SEHH�SKNG�EJ�PANIO�KB�LNK@Q?P

@EBBANAJPE=PEKJ�>AEJC�PDA�HKS�?KOP�LNK@Q?AN�KN�>KPD��� 3K�?KIIQJE?=PA�=�>QOEJAOO
IK@AH�PK�NA=@ANO�EJ�=�KJA��KN
PSK�L=CA@�OPKNU�KN�LAND=LO
ARAJ�PDNAA�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���



� (B�=LLNKLNE=PA�@AO?NE>A�DKS�UKQN�=LLNK=?D�=J@�UKQN�LNK@Q?PO�=NA
OQLANEKN�PK�PDA�?KILAPEPEKJ�

� (B�=LLNKLNE=PA�@AO?NE>A�PDA�OEVA�KB�PDA�I=NGAP�=J@�EB�EP�EO�=�!HQA
.?A=J�KLLKNPQJEPU�

� 8KQ�?=J�=@@�=@@EPEKJ=H�L=N=CN=LDO�EB�UKQ�PDEJG�PD=P�IKNA�@AP=EH�EO
JAA@A@�PK�@AO?NE>A�UKQN�LNK@Q?P�KN�OANRE?A��2KIAPEIAO�=
PA?DJKHKCU�KN�=�?KJ?ALP�EO�RANU�QJEMQA�=J@�EP�JAA@O�=@@EPEKJ=H
@EO?QOOEKJ�

[ /=N=CN=LD����#EO?QOO�UKQN�OPNAJCPDO�	PDNAA�PK�OET�OAJPAJ?AO
�

� 4OA�PDA�26.3�=J=HUOEO�PK�@EO?QOO�PDA�OPNAJCPDO�?KNA�?KILAPAJ?EAO
=J@�NAOKQN?AO�PD=P�=NA�GAUO�PK�PDA�?KIL=JUbO�OQ??AOO�

[ /=N=CN=LD����#EO?QOO�PDA�KLLKNPQJEPEAO�=J@�DKS�PDA�CK=HO�=J@
K>FA?PERAO�NAH=PA�PK�=?DEAREJC�PDA�KLLKNPQJEPEAO�

� 4OA�PDA�KLLKNPQJEPEAO�EJ�PDA�26.3�=J=HUOEO�PK�E@AJPEBU�PDA�>QOEJAOO
KLLKNPQJEPEAO�

� #EO?QOO�DKS�UKQ�SEHH�I=GA�IKJAU�=J@�CAJAN=PA�NARAJQAO�
� 4OA�PDA�CK=HO�=J@�K>FA?PERAO�EJ�PDA�!QOEJAOO�/H=J�.RANREAS�PK

EJ@E?=PA�DKS�PDA�BENI�SEHH�P=GA�=@R=JP=CA�KB�PDA�KLLKNPQJEPEAO�

3DA�ATA?QPERA�OQII=NU�?=J�>A�QL�PK�PDNAA�L=CAO�=J@�D=RA�=@@EPEKJ=H�L=N=CN=LDO
>QP�UKQ�ODKQH@�OPEHH�=EI�BKN�>NAREPU�?NEOLJAOO�=J@�?H=NEPU��1AIAI>AN�PDA�CK=H�KB
PDA�ATA?QPERA�OQII=NU�EO�PK�?KIIQJE?=PA�UKQN�>QOEJAOO�IK@AH�PK�PDA�NA=@ANO�>U
PAHHEJC�=�OPKNU��.JA�KB�PDA�>AOP�S=UO�PK�?KIIQJE?=PA�E@A=O�EO�PK�GAAL�PDA�NA=@ANO
EJPANAOPA@�=J@�=RKE@�HKJC�IA=J@ANEJC�@EO?QOOEKJO��'ANA�=NA�=�BAS�S=UO�BKN
EJ?NA=OEJC�=PPAJPEKJ�=J@�EJPANAOP�

3DA�BENOP�PDEJC�EO�PK�=RKE@�QOEJC�>QHHAP�LKEJPO�EJ�UKQN�ATA?QPERA�OQII=NU��!QHHAP
LKEJPO�?NA=PA�PDA�EILNAOOEKJ�PD=P�UKQ�D=RA�FQOP�?QP�=J@�L=OPA@�PDA�LNAOAJP=PEKJ�EJPK
PDA�ATA?QPERA�OQII=NU��(J�=@@EPEKJ�NA=@ANO�PAJ@�PK�OGEI�>QHHAP�LKEJPO�=J@
OKIAPEIAO�ARAJ�ECJKNA�PDAI��8KQ�ODKQH@�=HOK�R=NU�PDA�HAJCPD�KB�UKQN�OAJPAJ?AO�
%KN�AT=ILHA�D=RA�PSK�ODKNP�OAJPAJ?AO�KJA�HKJC�OAJPAJ?A�=J@�KJA�ODKNP�OAJPAJ?A
BKHHKSA@�>U�=�HKJC�OAJPAJ?A�=J@�PDAJ�=�ODKNP�OAJPAJ?A��3DA�E@A=�EO�PK�IET�QL�PDA
OAJPAJ?A�OPNQ?PQNA�=J@�?NA=PA�EJPANAOP�� HS=UO�PNU�PK�>ACEJ�=J@�OP=NP�UKQN�ATA?QPERA
OQII=NU�SEPD�=�?=P?DU�LDN=OA�NAH=PA@�PK�PDA�I=JPN=��%EJ=HHU�A@EPEJC�EO�EILKNP=JP
=J@�D=REJC�OKIAKJA�AHOA�A@EP�UKQN�LH=J�EO�AOOAJPE=H��$RAJ�EB�UKQ�@K�JKP�QOA�PDA
A@EPA@�RANOEKJ�UKQ�SEHH�K>P=EJ�EJOECDP�EJPK�SDANA�PDA�ATA?QPERA�LH=J�EO�QJ?HA=N�=J@
JAA@O�SKNG�2AA2A?PEKJ������"KJ?HQOEKJ�BKN�=J�AT=ILHA�KB�=J�=?PQ=H�>QOEJAOO�SDANA
PDA�PAILH=PAO�D=RA�>AAJ�BEHHA@�EJ�.JA�AT=ILHA�KB�=J�ATA?QPERA�OQII=NU�EO
ATDE>EPA@�EJ�PDA� LLAJ@ET�=P�PDA�AJ@�KB�PDEO�?D=LPAN�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

����#ARAHKLEJC�=J�$TA?QPERA�2QII=NU��"N=BPEJC�=�!QOEJAOO�2PKNU ���



9.4 Extending the Wine Aging Cooler Example Using the TenÐTen
Templates

"D=LPAN����"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC�% #�EJPNK@Q?A@�PDA�?KJ?ALP
KB�=�@ARE?A�PD=P�?KQH@�>A�QOA@�PK�NA@Q?A�PDA�PEIA�PD=P�EP�P=GAO�PK�=CA�SEJA��3DA�% #
PAILH=PA�S=O�LNAOAJPA@�EJ"D=LPAN����"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO�4OEJC
% #� BKN�=�OPKN=CA�=J@�NABNECAN=PKN�@ARE?A�PD=P�?KQH@�>A�QOA@�PK�=CA�SEJA��3DEO
AT=ILHA�EO�ATPAJ@A@�EJ�PDA� LLAJ@ET�KB�PDEO�?D=LPAN��3DA� LLAJ@ET�?KJP=EJO�=
?KILHAPA@�PAILH=PA�BKN�PDA�.NC=JEV=PEKJ=H�=J@�(J@QOPNU� J=HUOEO�=J@�=�?KILHAPA@
PAILH=PA�BKN�PDA�>QOEJAOO�LH=J�KRANREAS��3DA� LLAJ@ET�=HOK�?KJP=EJO�=J�ATA?QPERA
OQII=NU�BKN�PDA�SEJA�=CEJC�?KKHAN�=J@�PDA�LE?PQNA�KB�PDA�LNKLKOA@�LNK@Q?P��3DA
LNK@Q?P�S=O�OQ>OAMQAJPHU�J=IA@�PDA� @@5EJPJAN�2P=N�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���



9.5 Conclusion

(J�PDEO�?D=LPAN�SA�D=RA�EHHQOPN=PA@�=�IK@AH�BKN�MQE?GHU�?N=BPEJC�=�>QOEJAOO�LH=J��3DA
GAU�LKEJPO�=NA�PDA�BKHHKSEJC�

[ 3DA�3AJ^3AJ�LH=JJEJC�LNK?AOO�EO�RANU�>NEAB�UAP�@UJ=IE?�=J@�=@=LP=>HA
PK�=�R=NEAPU�KB�OEPQ=PEKJO�

[ (P�@N=SO�KJ�PDA�I=FKN�OPN=PACE?�LH=JJEJC�=LLNK=?DAO�=O�SAHH�=O�PDA�% #
PAILH=PA�@EO?QOOA@�EJ"D=LPAN����"KJ?ALPQ=HEVEJC�/NK@Q?PO�2ANRE?AO
4OEJC�% #��

[ (P�?KJOEOPO�KB�?KILHAPEJC�PSK�PAILH=PAO�=J@�@ARAHKLEJC�=J�ATA?QPERA
OQII=NU�

[ 3DA�BENOP�P=OG�?KJOEOPO�KB�?KHHA?PEJC�EJPANJ=H�=J@�ATPANJ=H�EJBKNI=PEKJ
?KILHAPEJC�PDA�.NC=JEV=PEKJ=H�=J@�(J@QOPNU� J=HUOEO�PAILH=PA��3DEO
PAILH=PA�=HOK�QOAO�EJBKNI=PEKJ�BNKI�PDA�% #�PAILH=PA�

[ 3DA�OA?KJ@�P=OG�QOAO�PDA�.NC=JEV=PEKJ=H�=J@�(J@QOPNU� J=HUOEO
PAILH=PA�=HKJC�SEPD�PDA�% #�PAILH=PA�PK�?KILHAPA�=�!QOEJAOO�/H=J
.RANREAS�PAILH=PA�

[ 3DA�EJBKNI=PEKJ�C=PDANA@�QOEJC�PDA�% #�PAILH=PA�PDA�.NC=JEV=PEKJ=H
=J@�(J@QOPNU� J=HUOEO�PAILH=PA�=J@�PDA�!QOEJAOO�/H=J�.RANREAS
PAILH=PA�=NA�PDAJ�QOA@�PK�SNEPA�=J�ATA?QPERA�OQII=NU�

[ 3DA�CK=H�EO�PK�?KIIQJE?=PA�SEPD�L=NPJANO�?KJBE@=JPO�=J@�BQJ@EJC
OKQN?AO�

Strategic planning � EO�KBPAJ�?NEPE?EVA@�=O�P=GEJC�PKK�HKJC�>AEJC�PKK�?KILHAT�=J@
ARAJ�>AEJC�?KQJPANLNK@Q?PERA��3DA�3AJ^3AJ�=LLNK=?D�=HHARE=PAO�I=JU�KB�PDAOA
?NEPE?EOIO�>U�EPO�?KJ?EOAJAOO�=J@�PDA�S=U�EP�BK?QOAO�KJ�HA=NJEJC�>U�@KEJC��(P�EO�OPEHH
D=N@�SKNG��'KSARAN�PDA�=QPDKN�D=O�=?PQ=HHU�D=@�CNKQLO�KB�LAKLHA�?KILHAPA�=
3AJ^3AJ�LH=J�EJ�KJA�JECDP��3DEO�EJ?HQ@AO�?KJ?ALPQ=HEVEJC�=�JAS�>QOEJAOO�IK@AH�QL
PDNKQCD�PDA�?KILHAPEKJ�KB�PDA�>QOEJAOO�PAILH=PAO��3DA�BAA@>=?G�S=O�CAJAN=HHU
LKOEPERA�BNKI�PDA�ATLANEAJ?A�=HPDKQCD�PDA�L=NPE?EL=JPO�SANA�ATD=QOPA@�

3DAbusiness plan� OANRAO�I=JU�LQNLKOAO��!QP�PDA�LNEI=NU�CK=H�EO�PK�BKOPAN
?KIIQJE?=PEKJ�SEPD�PDA�>QOEJAOO�BKQJ@ANO�L=NPJANO�?KJBE@=JPO�=J@�BQJ@EJC
OKQN?AO��3DATenÐTen business plan� LNAOAJPO�=�OQ??EJ?P�KRANREAS�KB�PDA�SD=P
DKS�SDAJ�=J@�SDU�KB�PDA�>QOEJAOO��(P�LNKRE@AO�=�?KJ?EOA�KRANREAS�KB�SD=P�PDA
>QOEJAOO�EO�=>KQP�=J@�DKS�IKJAU�?=J�>A�I=@A��(J�I=JU�S=UO�PDA�3AJ^3AJ
@K?QIAJPO�=NA�=�LNKPKPULA�KB�PDA�>QOEJAOO�IK@AH��3DEO�EO�EJ�AOOAJ?A�=�O?=HA@�@KSJ
>QOEJAOO�IK@AH�PD=P�@AO?NE>AO�DKS�PDA�>QOEJAOO�SEHH�BQJ?PEKJ�=J@�OANRA�=O�=
LH=PBKNI�BKN�PDA�>QOEJAOO�BKQJ@ANO�PK�?KIIQJE?=PA�SEPD�A=?D�KPDAN�=J@�E@AJPEBU
OPNAJCPDO�=J@�SA=GJAOOAO�KB�PDA�AIANCEJC�BENI��(J"D=LPAN�����#ARAHKLEJC�=

�� 3DA�LNK?AOO�PD=P�@APANIEJAO
PDA�OPALO�NAMQENA@�PK�NA=?D�=J
K>FA?PERA�I=GEJC�PDA�>AOP�QOA
KB�=R=EH=>HA�NAOKQN?AO�

�� 3DA�LNEI=NU�CK=H�EO�PK�BKOPAN
?KIIQJE?=PEKJ�SEPD�>QOEJAOO
BKQJ@ANO�L=NPJANO�?KJBE@=JPO
=J@�BQJ@EJC�OKQN?AO�

�� /NAOAJPO�=�OQ??EJ?P�KRANREAS�KB
PDA�SD=P�DKS�SDAJ�=J@�SDU
KB�PDA�>QOEJAOO�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���



!QOEJAOO�/H=J��SA�SEHH�LNAOAJP�PDA�EJBN=OPNQ?PQNA�BKN�=�BQHH�>HKSJ�>QOEJAOO�LH=J
PD=P�?=J�>A�QOA@�=O�=�>HQALNEJP�BKN�KLAN=PEJC�PDA�>QOEJAOO�PDA�BENOP�UA=N�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

����"KJ?HQOEKJ ���



9.6 Appendix: Illustrations of Completed TenÐTen Templates and an
Executive Summary for the AddVintner Star

Example of an Organizational and Industry Analysis Template

�� Give a brief description of your business model including what
products or service you are producing or will produce.

6A�SEHH�@ARAHKL�DECD�PA?D�@ARE?AO�PD=P�SEHH�OECJEBE?=JPHU�NA@Q?A�PDA
SEJA�=CEJC�LNK?AOO��,KOP�SEJAO�?=J�>AJABEP�BNKI�=CEJC��3DA�PULE?=H
,ANHKP�JAA@O����UA=NO�PK�=CA�=J@�/EJKP�-KENO�=J@�!QNCQJ@EAO
OKIAPEIAO�JAA@���UA=NO�PK�=CA��2DEN=V�>=OA@�SEJAO�OKIAPEIAO�NAMQENA
IKNA�PD=J����UA=NO�

�� Describe your customers.

6A�SEHH�P=NCAP�SEJA�?KJJKEOOAQNO�PDA�SEJA�=BE?EKJ=@K�QLO?=HA
NAOP=QN=JPO�=J@�?HQ>O�SEJA�AJPDQOE=OPO�=J@�@=>>HANO�EJ�OKLDEOPE?=PEKJ�
3DA�SEJA�?KJJKEOOAQN�EO�KJA�SDK�QJ@ANOP=J@O�PDA�@AP=EHO�PA?DJEMQA
=J@�LNEJ?ELHAO�KB�SEJA�=O�=J�=NP�=J@�EO�?KILAPAJP�PK�=?P�=O�=�?NEPE?=H
FQ@CA��3DA�=BE?EKJ=@K�EJ?HQ@AO�EJ@ERE@Q=HO�SDK�HEGA�GJKS�=>KQP
=LLNA?E=PA�=J@�BANRAJPHU�LQNOQA�BEJA�SEJAO��3DA�AJPDQOE=OP�=J@
@=>>HANO�EJ?HQ@AO�EJ@ERE@Q=HO�SDK�=NA�EJPANAOPA@�EJ�SEJA�=J@
AJD=J?EJC�LNAOPECA�=P�=�NA@Q?A@�LNE?A�

�� List and describe your current competitors.

� $TEOPEJC�SEJA�LNK@Q?PEKJ�?KIL=JEAO�=J@�@EOPNE>QPKNO
� 6EJA�=CEJC�PAOPAN�=PDPPL���SSS�REJQII=OPAN�?KI�$JC�

(JBKO"HAB$J�DPI
� 6EJA�=CEJC�=??AHAN=PKNDPPL���SSS�=I=VKJ�?KI�5EJP=CA�$TLNAOO�

 ??AHAN=PKN�!KQN>KJ�!$5$1 &$2�@L�!���(�2���
�  JU�EJ@ERE@Q=H�KN�?KIL=JU�=LLHUEJC�BKN�=�SEJA�=CEJC�L=PAJP

�� List and describe your potential competitors.

 JU�>QOEJAOO�EJPANAOPA@�EJ�SEJA�=CEJC�PA?DJKHKCU��"KIL=JEAO
?QNNAJPHU�LNK@Q?EJC�SEJA�NABNECAN=PKNO�=NA�=HOK�=�PDNA=P�

�� Who will you purchase or acquire materials, components,
resources, or other inputs from?

6A�SEHH�OA?QNA�HK?=H�I=JQB=?PQNANO�PK�@ARAHKL�PDA�@ARE?A�=J@�SEHH�DENA
HK?=H�LAKLHA�PK�=OOAI>HA�PDA�@ARE?A�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���

http://www.vinummaster.com/Eng/InfosClefEn.htm
http://www.vinummaster.com/Eng/InfosClefEn.htm
http://www.amazon.com/Vintage-Express-Accelerator-Bourbon-BEVERAGES/dp/B001I2S308
http://www.amazon.com/Vintage-Express-Accelerator-Bourbon-BEVERAGES/dp/B001I2S308


�� SWOT (consider human resources, R&D, marketing, procurement,
manufacturing, distribution, engineering, IT, finance, accounting,
and legal)

� What are your strengths (products, R&D, supply chain, brand,
pricing, core competencies, resources, infrastructure,
scalability, and interfaces)?

� 3DA�E@A=
� "NA=PERA�PA=I�KB�NAOA=N?DANO�=J@�AJPNALNAJAQNO

� What are your weaknesses (products, R&D, supply chain,
brand, pricing, core competencies, resources, infrastructure,
scalability, and interfaces)?

� 1�#
� 2QLLHU�?D=EJ
� !N=J@
� (JBN=OPNQ?PQNA

� What are the opportunities (growth, market share, product
lines, Blue Ocean, complementary products, lock-in, brand,
and first-mover advantage)?

� /AN�?=LEP=�SEJA�?KJOQILPEKJ�EJ�PDA�42 �D=O�>AAJ
DULKPDAOEVA@�PK�AT?AA@���HEPANO�

� &AJ�7�=J@�IEHHAJJE=H�SEJA�@NEJGEJC�EO�ATLA?PA@�PK�>A�DECD�
� 6EHH�PNU�PK�OA?QNA�SEJA�?KJJKEOOAQNO�=BE?EKJ=@KO�?HQ>O

AJPDQOE=OPO�=J@�@=>>HANO�

� What are the threats (substitutes, emerging technologies, new
entrants, economic climate, government regulations, and
social/culture issues)?

� ,=NGAP�?=J�>A�A=OEHU�AJPANA@�
� .QN�NAOA=N?D�KN�KQN�?KILAPEPKNO�I=U�ODKS�PD=P�EP�@KAO�JKP

SKNG�
� 6EJA�?KIL=JEAO�I=U�CK�=BPAN�KQN�LNK@Q?P��%KN�AT=ILHA

ATLAJOERA�SEJA�REJPJANO�I=U�P=GA�KQP�=@RANPEOAIAJPO�PK�=PP=?G
KQN�LNK@Q?P�

� 6EJA�NABNECAN=PKN�?KIL=JEAO�

6A�=HOK�LH=J�KJ�@ARAHKLEJC�=�OANEAO�KB�?KILHAIAJP=NU�LNK@Q?PO
=J@�OANRE?AO��%KN�AT=ILHA�SA�?KQH@�AJC=CA�EJ�SEJA�?KJOQHPEJC�PK
LNK@Q?ANO��6A�?KQH@�=HOK�EJPNK@Q?A�=�HEJA�KB�SEJA�=??AOOKNEAO�BKN
?KJOQIANO�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���� LLAJ@ET��(HHQOPN=PEKJO�KB�"KILHAPA@�3AJ^3AJ�3AILH=PAO�=J@�=J�$TA?QPERA�2QII=NU�BKN�PDA� @@5EJPJAN�2P=N���



�� Strategy Canvas for existing product compared with competitor or
industry

Meaning
BOF POD POP

EXT DIS

BOF POD
POP EXT

DIS

Attribute
name

Price Sophistication
Wine aging and
refrigeration

Design

5ANU
DECD

4O 4O 4O

'ECD 4O 4O

 RAN=CA 4O

+KS "KILAPEPEKJ

5ANU�HKS "KILAPEPEKJ "KILAPEPEKJ "KILAPEPEKJ

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���� LLAJ@ET��(HHQOPN=PEKJO�KB�"KILHAPA@�3AJ^3AJ�3AILH=PAO�=J@�=J�$TA?QPERA�2QII=NU�BKN�PDA� @@5EJPJAN�2P=N���



9.7 Sample Business Plan

!QOEJAOO�/H=J�.RANREAS�3AILH=PA�BKN� @@5EJPJAN�	?KJBE@AJPE=H�@N=BP


�� What is your mantra considering differentiation through
innovation or perish or cost reduction (3Ð10 words on why your
company should exist and company name)?

 @@5EJPJAN��"NA=PEJC�BEJA�SEJA�>ABKNA�EPO�PEIA�

�� What is the overall missionof the business (1Ð3 sentences on what
your company does or will do)?

6A�SEHH�@ARAHKL�DECD�PA?D�NABNECAN=PEKJ�@ARE?AO�PD=P�SEHH�OECJEBE?=JPHU
NA@Q?A�PDA�PEIA�PK�=CA�SEJAO�BKN�=�>NK=@�N=JCA�KB�?QOPKIANO�

�� How will you make moneyin terms of product differentiation,
being the low-cost producer, or both?

6A�LH=J�KJ�KBBANEJC�=P�HA=OP�PSK�LNK@Q?PO��.JA�EO�P=NCAPA@�=P�PDA�SEJA
?KJJKEOOAQNO�=BE?EKJ=@K�=J@�ATLAJOERA�NAOP=QN=JPO�?HQ>O��3DA�KPDAN
LNK@Q?P�SEHH�>A�P=NCAPA@�PKS=N@�SEJA�AJPDQOE=OPO�=J@�@=>>HANO��3DA
DECD�AJ@�LNK@Q?PO�SEHH�>A�LNE?A@�EJ�PDA������^������N=JCA��3DA�HKS�
AJ@�LNK@Q?P�SEHH�OP=NP�=P������

�� What are your goalsand objectivesover the next 3 months to year
(2Ð6 phrases on precise performance intentions)?

� 2AHH������QJEPO�KB�������QJEP�>U�#A?AI>AN�
� 2AHH�������QJEPO�KB������QJEP�>U�#A?AI>AN�
� "KJ@Q?P�NAOA=N?D�KJ�PDA�ABBA?PERAJAOO�KB�PDA�SEJA�=CEJC�LNK?AOO�

�� What tactics will you use over the next 3 months to a year to reach
your objectives and mission (2Ð8 phrases)?

� /QN?D=OA�S=NADKQOA�BKN�I=JQB=?PQNEJC�>U�,=N?D�
� "KJ@Q?P�=@@EPEKJ=H�NAOA=N?D�KJ�PDA�RE=>EHEPU�KB�PDA�=CEJC�LNK?AOO�
� 'ENA�=@@EPEKJ=H�@AOECJANO�PK�@ARAHKL�LNK@Q?P�LKNPBKHEK�
� #ARAHKL�I=NGAPEJC�OPN=PACU�>U�,=N?D�
� #ARAHKL�LNK@Q?PEKJ�LNK?AOO�>U�,=U�
� 'ENA����AILHKUAAO�>U�)QJA�
� 2P=NP�=@RANPEOEJC�>U�)QHU�
� 2P=NP�LNK@Q?PEKJ�>U� QCQOP�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���



9.8 Executive Summary (first draft not for distribution)

(P�EO�O=E@�PD=P�IQOE?�EO�PDA�SEJA�KB�OEHAJ?A�� CA@�SEJA�EO�BKN�PDKOA�OAAGEJC�OEHAJ?A�=J@
?KIBKNP�EJ�PDA�?D=KO�KB�ARANU@=U�HEBA��(P�EO�KQN�IEOOEKJ�PK�>NEJC�=CA@�SEJA�PK�PDA
@EO?NEIEJ=PEJC�?KJ?ANJ�=J@�PK�CERA�ARANUKJA�PDA�KLLKNPQJEPU�PK�@NEJG�=CA@�SEJA�=P
=�NA=OKJ=>HA�LNE?A�� �CKK@�,ANHKP�?=J�P=GA�QL�PK����UA=NO�PK�=CA�=�/EJKP�-KEN�KN�=
!QNCQJ@U�?=J�P=GA�QL�PK���UA=NO�PK�=CA�=J@�2DEN=V�>=OA@�SEJAO�I=U�NAMQENA���
UA=NO��6A�OAHH�PDA�IKOP�=@R=J?A@�OKHQPEKJO�BKN�EILNKREJC�PDA�=CA@�MQ=HEPU�KB�IKOP
SEJAO�SEPDKQP�D=REJC�PK�L=U�DECD�LNE?AO�KN�S=EP�I=JU�UA=NO�BKN�PDA�SEJA�PK�>A�NA=@U
BKN�PDA�L=H=PA�

.QN�LNK@Q?P�	OAA�LNKPKPULA�>AHKS�KB�PDA� @@5EJPJAN�2P=N
�?=J�=PPN=?P�R=NEAPU�SEJA
@NEJGANO�EJ?HQ@EJC�SEJA�?KJJKEOOAQNO�PDA�SEJA�=BE?EKJ=@K�=J@�ATLAJOERA
NAOP=QN=JPO�?HQ>O�=J@�SEJA�AJPDQOE=OPO�=J@�@=>>HANO��.QN�LNK@Q?P�SEHH�DAHL�PK
NA@Q?A�PDA�PEIA�PD=P�=�?KJOQIAN�D=O�PK�S=EP�BKN�BEJA�SEJA�EP�SEHH�=HOK�EJ?NA=OA�PDA
MQ=HEPU�KB�HKS�LNE?A@�SEJAO�=J@�EP�SEHH�EJ?NA=OA�PDA�OP=PQO�KB�PDA�KSJAN�KB�PDA
LNK@Q?P��6A�=NA�OPNKJC�>AHEARANO�EJ�@AOECJ�@NERAJ�EJJKR=PEKJ�=J@�SEHH�OLAJ@�OARAN=H
IKJPDO�ATLANEIAJPEJC�SEPD�JAS�E@A=O�=J@�?KJ?ALPO�BKN�?NA=PEJC�JAS�?QOPKIAN
IA=JEJCO�BKN�SEJA�=CEJC��1�#�SEHH�>A�PDA�GAU�@NERAN�BKN�@ARAHKLEJC�LNK@Q?PO�PD=P
=NA�QJEMQA�?KJPAILKN=NU�=J@�NAHAR=JP�PK�PDA�SEJA�?KIIQJEPU��3DA�?KILAPEPEKJ
SEHH�OEILHU�JKP�>A�=>HA�PK�GAAL�L=?A�SEPD�KQN�NAOA=N?D�>=OA@�@AOECJ�@NERAJ
LNK@Q?PO�

6A�=NA�=J�E@A=�@NERAJ�?KIL=JU�=J@�D=RA�=OOEIEH=PA@�=�?NA=PERA�PA=I�KB�NAOA=N?DANO
=J@�AJPNALNAJAQNO�PK�@AHERAN�LNK@Q?PO�PK�?KILHEIAJP�=J@�NABHA?P�?KJPAILKN=NU
P=OPAO��.QN�I=NGAPEJC�=J@�LNK@Q?PEKJ�LH=JO�=NA�EJ�LH=?A�=J@�SA�D=RA�=�OPNKJC�CN=OL
KB�PDA�?NEPE?=H�AHAIAJPO�EJ�PDA�OQLLHU�?D=EJ��6A�=NA�@ARAHKLEJC�=J�KNC=JEV=PEKJ�PD=P
SEHH�JKP�FQOP�HEOPAJ�PK�?KJOQIANO�>QP�SEHH�=HOK�>A�LNK=?PERA�EJ�@ARAHKLEJC�LNK@Q?PO
PD=P�SEHH�=JPE?EL=PA�=J@�@NERA�@AI=J@�

/AN�?=LEP=�SEJA�?KJOQILPEKJ�EJ�PDA�42 �AT?AA@O���HEPANO�LAN
UA=N�DPPL���SSS�SEJAEJOPEPQPA�KNC�BEHAO�/AN"=LEP=6EJA"KJOQILPEKJ"KQJPNEAO�L@B
6EJA�@NEJGEJC�>U�PDA�&AJ�7ANO�=J@�PDA�,EHHAJJE=HbO�AT?AA@O�PDA�?KJOQILPEKJ�KB
>AAN�=J@�OLENEPO�DPPL���SSS�SEJAI=NGAP?KQJ?EH�?KI�
NAOA=N?D<OHE@AREAS�=OL�LKOEPEKJ��6A�D=RA�=J�KLLKNPQJEPU�PK�P=L�EJPK�PD=P�DQCA
I=NGAP�=J@�@ARAHKL�LNK@Q?PO�PD=P�=NA�NAHAR=JP�PK�PDA�HEBA�OPUHA�KB�&AJ�7ANO�=J@�PDA
,EHHAJJE=HbO��6A�>AHEARA�PD=P�SA�?=J�CAJAN=PA�JA=NHU����IEHHEKJ�EJ�NARAJQA�PDA�BENOP
UA=N��(P�EO�KQN�CK=H�PK�AJPAN�PDA�I=NGAP�>U�)=JQ=NU�SEPD�PSK�JAS�LNK@Q?PO�BKN
LNK@Q?EJC�BEJA�SEJA�>ABKNA�EPO�PEIA�

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

���

http://www.wineinstitute.org/files/PerCapitaWineConsumptionCountries.pdf
http://www.winemarketcouncil.com/research_slideview.asp?position=9
http://www.winemarketcouncil.com/research_slideview.asp?position=9


Figure 9.3The AddVintner
Star

"D=LPAN���3DA�3AJ^3AJ�/H=JJEJC�/NK?AOO��"N=BPEJC�=�!QOEJAOO�2PKNU

����$TA?QPERA�2QII=NU�	BENOP�@N=BP�JKP�BKN�@EOPNE>QPEKJ
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Chapter 10

Lock-In and Revenue Growth

+K?G�EJ�K??QNO�SDAJ�PDANA�=NA�?KOPO�EJRKHRA@�EJ�OSEP?DEJC�BNKI�KJA�LNK@Q?P�KN
OANRE?A�PK�=JKPDAN�LNK@Q?P�KN�OANRE?A��%KN�AT=ILHA�?KJOE@AN�DKS�?=>HA�PAHAREOEKJ
>NK=@>=J@�LNKRE@ANO�=J@�SENAHAOO�LDKJA�LNKRE@ANO�D=RA�LAJ=HPEAO�BKN�PDA
?QOPKIANO�SDK�PANIEJ=PA�=�?KJPN=?P�SEPDEJ�PDA�PANI�KB�OLA?EBE?�=CNAAIAJP�LANEK@O�
2SEP?DEJC�?KOPO�?=J�=HOK�EJRKHRA�PEIA�=J@�LOU?DKHKCE?=H�ABBKNP��6DAJ�UKQ�OSEP?D
?=>HA�LNKRE@ANO�PDANA�EO�=�@ABEJEPA�HA=NJEJC�?QNRA�NAH=PA@�PK�QOEJC�PDA�JAS�OP=PEKJ
CQE@A�=J@�@ECEP=H�RE@AK�NA?KN@EJC�@ARE?A��"=>HA�LNKRE@ANO�PNU�PK�EJ?NA=OA�IKJAP=NU
=J@�LOU?DKHKCE?=H�OSEP?DEJC�?KOPO�OK�PD=P�?KJOQIANO�=NA�HK?GA@�EJ�PK�PDAEN�OANRE?A�
3DA�J=PQNA�KB�LOU?DKHKCE?=H�OSEP?DEJC�?KOPO�?=J�>A�PN=?A@�PK�L=OP�QOA�KB�=�LNK@Q?P
=J@�PK�PDA�HA=NJEJC�ABBA?PO�=O�?KJOQIANO�>A?KIA�=PP=?DA@�PK�PDA�LNK@Q?P�=J@
>A?KIA�B=IEHE=N�SEPD�PDA�EJPANB=?A�=J@�DKS�PK�?KJPNKH�PDA�EJPANB=?A��$?KJKIEOPO
D=RA�E@AJPEBEA@�=�NAH=PA@�?KJ?ALP�PD=P�PDAU�NABAN�PK�=O�PDA�EJ?NA=OEJC�NAPQNJO�PK�
=@KLPEKJ�LDAJKIAJ=�SDANA�PDA�QOA�KB�=�PA?DJKHKCU�HA=@O�PK�CNA=PAN�QOA�=J@�PDEO�EJ
PQNJ�HA=@O�PK�PA?DJKHKCE?=H�EILNKRAIAJPO� NPDQN�	����
� 3DEO�`HA=NJEJC�>U�QOAa
=LLNK=?D�SDE?D�SA�D=RA�=HOK�@AO?NE>A@�EJ�=J�A=NHEAN�?D=LPAN�=O�PDAlearning-by-
doingLDAJKIAJ=�?NA=PAO�=�OEPQ=PEKJ�SDANA�HK?GEJC�EJ�?QOPKIANO�AOOAJPE=HHU�HK?GO�
KQP�PDA�?KILAPEPEKJ�

���



10.1 Lock-In Leads to Network Effects and Increased Product
Performance

Lock-in � =HOK�EJ?NA=OAO�PDA�OK�?=HHA@�JAPSKNG�ABBA?P�LDAJKIAJKJ�� network
effect � K??QNO�SDAJ�PDA�R=HQA�KB�=�CKK@�EO�@ALAJ@AJP�KJ�PDA�JQI>AN�KB�?QOPKIANO
=HNA=@U�KSJEJC�PD=P�CKK@��,AP?=HBAbO�H=S�OP=PAO�PD=P�PDA�R=HQA�KN�QPEHEPU�KB�=
JAPSKNG�EO�LNKLKNPEKJ=H�PK�PDA�JQI>AN�KB�QOANO�KB�PDA�JAPSKNG�2D=LENK�=J@�5=NE=J
	����
� (J�PDA�A?KJKIE?O�HEPAN=PQNA�=�JAPSKNG�ABBA?P�PULE?=HHU�NABANO�PK�=�?D=JCA�EJ
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Figure 10.1Growth and Lock-In
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10.2 Switching Costs are Everywhere
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Figure 10.2Levels of Lock-In for Several Businesses
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10.3 A Lock-In Index
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10.4 The Downside of Lock-in
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10.5 Outsourcing and Lock-in
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Benefits of Outsourcing
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Risks of Outsourcing
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10.6 Customer Acquisition, Customer Retention, and Lock-in
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10.7 Conclusion
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Figure 10.3Lock-In Issues
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Chapter 11

Valuing the Business
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11.1 Why are Businesses Bought and Sold?
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11.2 Overview of Business Valuation Techniques
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@ABEJA@�EJ�2A?PEKJ������KBRevRul 59-60=O�BKHHKSO�

Fair market value :EO;�PDA�LNE?A�=P�SDE?D�PDA�LNKLANPU�SKQH@�?D=JCA�D=J@O
>APSAAJ�=�SEHHEJC�>QUAN�=J@�=�SEHHEJC�OAHHAN�SDAJ�PDA�BKNIAN�EO�JKP�QJ@AN�=JU
?KILQHOEKJ�PK�>QU�=J@�PDA�H=PPAN�EO�JKP�QJ@AN�=JU�?KILQHOEKJ�PK�OAHH�>KPD�L=NPEAO
D=REJC�NA=OKJ=>HA�GJKSHA@CA�KB�NAHAR=JP�B=?PO��"KQNP�@A?EOEKJO�BNAMQAJPHU�OP=PA�EJ
=@@EPEKJ�PD=P�PDA�DULKPDAPE?=H�>QUAN�=J@�OAHHAN�=NA�=OOQIA@�PK�>A�=>HA�=O�SAHH�=O
SEHHEJC�PK�PN=@A�=J@�PK�>A�SAHH�EJBKNIA@�=>KQP�PDA�LNKLANPU�=J@�?KJ?ANJEJC�PDA
I=NGAP�BKN�OQ?D�LNKLANPU�

3DEO�@ABEJEPEKJ�NAI=EJO�PDA�?KIIKJ�@ABEJEPEKJ�KBfair market value � ��PDA�LNE?A
JACKPE=PA@�>U�SAHH�EJBKNIA@�SEHHEJC�=J@�=>HA�>QUANO�=J@�OAHHANO�SDK�=NA�JKP
?KILAHHA@�PK�=?P�

�� 3DA�LNE?A�JACKPE=PA@�>U�SAHH�
EJBKNIA@�SEHHEJC�=J@�=>HA
>QUANO�=J@�OAHHANO�SDK�=NA�JKP
?KILAHHA@�PK�=?P�
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11.3 Controlling and Noncontrolling Interests

.JA�?KJOE@AN=PEKJ�EJ�@APANIEJEJC�PDA�R=HQA�KB�=�>QOEJAOO�KSJANODEL�EJPANAOP�EO�PDA
ATPAJP�PK�SDE?D�PD=P�EJPANAOP�?=J�ATAN?EOAcontrolKRAN�>QOEJAOO�=?PEREPU�Control �

NABANO�PK�PDA�LKSAN�PK�@ENA?P�PDA�LKHE?EAO�=J@�I=J=CAIAJP�KB�PDA�>QOEJAOO��"KJPNKH
EO�IKOP�?KIIKJHU�IA=OQNA@�>U�RKPEJC�LKSAN_DKH@EJC�IKNA�PD=J�����KB�PDA�RKPEJC
AMQEPU�KB�PDA�?KIL=JU��(J�OKIA�?=OAO�SDAJ�PDANA�EO�JK�I=FKNEPU�OPK?GDKH@AN�KPDAN
?EN?QIOP=J?AO�?=J�HA=@�PK�KJA�KSJAN�D=REJC�ABBA?PERA�?KJPNKH�

6DAJ�PDANA�EO�=�?KJPNKHHEJC�EJPANAOP�KPDAN�KSJANODEL�EJPANAOPO�=NA�O=E@�PK�>A
minority � KNnoncontrolling interests � ��2Q?D�EJPANAOPO�NALNAOAJP�����KB�PDA�RKPEJC
LKSAN�EJ�PDA�?KIL=JU�� �RKPEJC�EJPANAOP�KB�AT=?PHU�����EO�JAEPDAN�=�?KJPNKHHEJC�JKN
=�IEJKNEPU�EJPANAOP��6DEHA�=�����EJPANAOP�?=JJKP�?=QOA�PDEJCO�PK�D=LLAJ�EP�?=J
LNARAJP�PDEJCO�BNKI�D=LLAJEJC��'=REJC�PSK�����KSJANO�EO�KBPAJ�?KJOE@ANA@�=J
EJABBE?EAJP�>QOEJAOO�OPNQ?PQNA�=O�=�OP=HAI=PA�K??QNO�EB�PDA�PSK�KSJANO�@K�JKP�=CNAA�
'KSARAN�PD=P�OPNQ?PQNA_shared control_=LLA=NO�EJ�I=JU�FKEJP�RAJPQNAO�

 �?KJPNKHHEJC�EJPANAOP�EO�CAJAN=HHU�?KJOE@ANA@�PK�>A�SKNPD�IKNA�KJ�=�LAN�OD=NA
>=OEO�PD=J�=�JKJ?KJPNKHHEJC�EJPANAOP�� IKJC�PDA�LKSANO�KB�=�?KJPNKHHEJC�EJPANAOP
=NA�PDA�=>EHEPEAO�PK�/N=PP�	����
�

[ AOP=>HEOD�PDA�J=PQNA�=J@�LKHE?EAO�KB�PDA�>QOEJAOO�
[ OAHA?P�KBBE?ANO�AILHKUAAO�=J@�@ENA?PKNO�=J@�OAP�PDAEN�?KILAJO=PEKJ

=J@�>AJABEPO�
[ AJPAN�EJPK�?KJPN=?PO�SEPD�OQLLHEANO�?QOPKIANO�=J@�KPDANO�
[ @APANIEJA�PDA�ATEOPAJ?A�=J@�=IKQJP�KB�@ERE@AJ@O�
[ @A?E@A�KJ�=?MQEOEPEKJ�=J@�@EOLKOEPEKJ�KB�=OOAPO�
[ @APANIEJA�PDA�BEJ=J?EJC�=J@�?=LEP=H�OPNQ?PQNA�KB�PDA�?KIL=JU�

 �?KJPNKHHEJC�KSJAN�D=O�@EBBANAJP�KLPEKJO�BKN�@EOLKOEJC�KB�PDA�EJRAOPIAJP�	exit
�KN
?KJRANPEJC�EP�PK�?=OD�	liquidity
�PD=J�@KAO�=�JKJ?KJPNKHHEJC�KSJAN��3DA�?KJPNKHHEJC
KSJANbOexit or liquidity optionsEJ?HQ@A�OAHHEJC�PDA�?KJPNKHHEJC�EJPANAOP�P=GEJC�PDA
?KIL=JU�LQ>HE?�KN�@A?E@EJC�PK�HEMQE@=PA�PDA�>QOEJAOO��3DA�JKJ?KJPNKHHEJC�KSJANbO
ATEP�KN�HEMQE@EPU�KLPEKJO�EJ?HQ@A�OAHHEJC�PK�PDA�?KJPNKHHEJC�KSJAN�KN�OAHHEJC�PK
=JKPDAN�JKJ?KJPNKHHEJC�KSJAN��6DAJ�=�>QUAN�@KAO�JKP�ATEOP�PDA�JKJ?KJPNKHHEJC
KSJAN�ABBA?PERAHU�D=O�JK�ATEP�KLPEKJ��"KJPEJQEJC�PK�DKH@�PDA�EJRAOPIAJP�EO�=
HEMQE@EPU�KLPEKJ�PK�PDA�ATPAJP�PD=P�PDA�>QOEJAOO�L=UO�@ERE@AJ@O�

�� 3DA�LKSAN�PK�@ENA?P�PDA
LKHE?EAO�=J@�I=J=CAIAJP�KB
PDA�>QOEJAOO�

�� (JPANAOPO�PD=P�NALNAOAJP�HAOO
PD=J����LAN?AJP�KB�PDA�RKPEJC
LKSAN�EJ�PDA�?KIL=JU�

�� (JPANAOPO�PD=P�NALNAOAJP�HAOO
PD=J����LAN?AJP�KB�PDA�RKPEJC
LKSAN�EJ�PDA�?KIL=JU�
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11.4 Specific Valuation Techniques

 �R=NEAPU�KB�PA?DJEMQAO�=NA�=R=EH=>HA�BKN�?KJ@Q?PEJC�=�>QOEJAOO�R=HQ=PEKJ��/=NP�KB�PDA
OGEHH�=J@�ATLANPEOA�KB�=�R=HQ=PEKJ�=J=HUOP�EO�PDA�=>EHEPU�PK�OAHA?P�PDA�=LLNKLNE=PA
PA?DJEMQA�BKN�PDA�OEPQ=PEKJ�=P�D=J@��$RAJ�SDAJ�KJA�PA?DJEMQA�EO�?DKOAJ�R=HQ=PEKJ
QJ@AN�KPDAN�PA?DJEMQAO�EO�KBPAJ�@APANIEJA@�BKN�?KIL=N=PERA�=J@�?KJBENI=PERA
LQNLKOAO��2KIA�=J=HUOPO�LNAOAJP�=�SAECDPA@�=RAN=CA�KB�PDA�KQP?KIA�KB�OARAN=H
PA?DJEMQAO�=O�PDAEN�BEJ=H�?KJ?HQOEKJ�SDEHA�KPDANO�OAHA?P�=�BEJ=H�R=HQA�BNKI�PDA�N=JCA
KB�KQP?KIAO�SEPDKQP�NAOKNPEJC�PK�BKNI=H�SAECDPEJC�

Factors to be Considered in a Business Valuation

6D=PARAN�PDA�PA?DJEMQA�PDA�=J=HUOP�ODKQH@�?KJOE@AN�=�R=NEAPU�KB�B=?PKNO�=>KQP�PDA
>QOEJAOO�=J@�EPO�EJ@QOPNU�� IKJC�PDA�B=?PKNO�PK�>A�?KJOE@ANA@�=NA�PDA�BKHHKSEJC�3DEO
HEOPEJC�EO�@N=SJ�BNKI� IANE?=J�(JOPEPQPA�KB�"ANPEBEA@�/Q>HE?� ??KQJP=JPO�	����
�

[ 6D=P�EO�PDA�OP=CA�KB�PDA�?KIL=JUbO�@ARAHKLIAJP��(O�EP�JAS�AOP=>HEODA@
=J@�CNKSEJC�I=PQNA�KN�@A?HEJEJC�

[ 6D=P�EO�PDA�?QNNAJP�=J@�LNKOLA?PERA�OP=PA�KB�PDA�EJ@QOPNU�EJ�SDE?D�PDA
?KIL=JU�KLAN=PAO�=J@�KB�PDA�A?KJKIU�EJ�SDE?D�EP�?KILAPAO��'KS
=PPN=?PERA�EO�PDA�EJ@QOPNU�PK�?=LEP=H�OQLLHEANO�

[ 6D=P�EO�PDA�ATLANEAJ?A�=J@�?KILAPAJ?A�KB�PDA�IAI>ANO�KB�PKL
I=J=CAIAJP�=J@�PDA�?KIL=JUbO�!K=N@�KB�#ENA?PKNO�

[ 6D=P�EO�PDA�?KIL=JUbO�LKOEPEKJ�EJ�PDA�I=NGAPLH=?A_BKN�AT=ILHA�EPO
I=NGAP�OD=NA_=J@�SD=P�I=FKN�?KILAPEPKNO�@KAO�EP�D=RA�

[  NA�PDANA�>=NNEANO�PK�AJPNU�EJ�PDA�?KIL=JUbO�I=NGAPLH=?A�
[ 6D=P�=NA�PDA�?KILAPEPERA�BKN?AO�EJ�PDA�?KIL=JUbO�EJ@QOPNU�	NA?=HH

/KNPANbO�BERA�?KILAPEPERA�BKN?AO�@EO?QOOA@�EJ�=J�A=NHEAN�?D=LPAN
�
[ #KAO�PDA�?KIL=JU�D=RA�LNKLNEAP=NU�PA?DJKHKCU�LNK@Q?PO�KN�OANRE?AO

=J@�SD=P�EO�PDA�J=PQNA�KB�PDA�LNKPA?PEKJ�OQ?D�=O�L=PAJP�NECDPO�KN
AT?HQOERA�HE?AJOEJC�

[ 6D=P�EO�PDA�J=PQNA�=J@�MQ=HEPU�KB�PDA�?KIL=JUbO�SKNG�BKN?A�EJ?HQ@EJC
AILHKUAN^AILHKUAA�NAH=PEKJO�L=U�=J@�>AJABEPO�H=>KN�OQLLHU�=J@�PDA
HEGA�

[ 6D=P�EO�PDA�J=PQNA�=J@�MQ=HEPU�KB�PDA�?KIL=JUbO�OQLLHEANO�=J@�KB�PDA
?KIL=JUbO�?QOPKIANO��(O�PDA�?KIL=JU�@ALAJ@AJP�KJ�=�OI=HH�JQI>AN�KB
?QOPKIANO�KN�RAJ@KNO�KN�@KAO�EP�D=RA�=�>NK=@�>=OA�� NA�PDA�?QOPKIANO
=J@�OQLLHEANO�BEJ=J?E=HHU�OKHE@�

[  NA�PDANA�OPN=PACE?�NAH=PEKJODELO�SEPD�OQLLHEANO�?QOPKIANO�=J@
OKQN?AO�KB�BEJ=J?EJC��3DA�ATEOPAJ?A�KB�OQ?D�NAH=PEKJODELO�I=U�>A�=
LKOEPERA�KN�=�JAC=PERA�B=?PKN�SDAJ�R=HQEJC�PDA�?KIL=JU�
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[ 6D=P�EO�PDA�?KIL=JUbO�?KOP�OPNQ?PQNA�	KLAN=PEJC�HARAN=CA�BETA@�
R=NE=>HA�IET
�=J@�EPO�BEJ=J?E=H�OPNAJCPD�EJ@E?=PA@�>U�@A>P�?=L=?EPU�BNAA
?=OD�BHKS�=J@�PDA�HEGA�

[ 6D=P�NEOG�B=?PKNO�@KAO�PDA�?KIL=JU�B=?A�

3DA�?KJOE@AN=PEKJ�KB�NEOG�B=?PKNO�EO�=J�AOLA?E=HHU�EILKNP=JP�L=NP�KB�>QOEJAOO
R=HQ=PEKJ��4J?ANP=EJPEAO�KN�?KJ?ANJO�EJ�=JU�KB�PDA�=>KRA�=NA=O�I=U�OECJEBU�NEOGO�PK
>A�?KJOE@ANA@�

3SK�OEILHA�=LLNK=?DAO�PK�>QOEJAOO�R=HQ=PEKJ�=NA�	=
�@APANIEJEJC�PDA�R=HQA�KB�PDA
?KIL=JUbO�JAP�=OOAPO�	=OOAPO�IEJQO�HE=>EHEPEAO
�=J@�	>
�E@AJPEBUEJC�PDA�B=EN�I=NGAP
R=HQA�KB�=�OEIEH=N�>QOEJAOO��6A�@EO?QOO�PDAI�>NEABHU�EJ�PDA�BKHHKSEJC�OA?PEKJO
=HPDKQCD�PDAU�KBPAJ�LNKRA�QJO=PEOB=?PKNU�

Asset-Based Methods

.JA�=LLNK=?D�PK�>QOEJAOO�R=HQ=PEKJ�EJRKHRAO�@ENA?P�AOPEI=PEKJ�KB�PDA�R=HQA�KB�PDA
JAP�=OOAPO�PK�>A�=?MQENA@�	�=OOAPO�PK�>A�=?MQENA@�>U�PDA�>QUAN�IEJQO�=JU�HE=>EHEPEAO
PK�>A�=OOQIA@�>U�PDA�>QUAN
�� Jasset-based approach� PULE?=HHU�>ACEJO�>U
AT=IEJEJC�PDA�BENIbO�>=H=J?A�ODAAP��'KSARAN�PDANA�=NA�OARAN=H�NA=OKJO�SDUbook
(recorded) values=NA�PULE?=HHU�QJO=PEOB=?PKNU�EJ@E?=PKNO�KB�>QOEJAOO�R=HQA�

[ !KKG�R=HQAO�NABHA?P�PDA�=??QIQH=PA@�ABBA?PO�KB�=LLHUEJC�&AJAN=HHU
 ??ALPA@� ??KQJPEJC�/NEJ?ELHAO�PK�PDA�L=OP�PN=JO=?PEKJO�KB�PDA�BENI�=J@
D=RA�JK�JA?AOO=NU�?KJJA?PEKJ�PK�?QNNAJP�A?KJKIE?�R=HQA�

[ !KKG�R=HQAO�I=U�JKP�NABHA?P�PDA�EIL=?P�KB�?D=JCEJC�LNE?AO�	EJBH=PEKJ
�KN
PA?DJKHKCE?=H�?D=JCA�

[ !=H=J?A�ODAAPO�I=U�JKP�EJ?HQ@A�=HH�PDA�NAHAR=JP�=OOAPO�KB�PDA�>QOEJAOO
AOLA?E=HHU�QJNA?KN@A@�EJP=JCE>HA�=OOAPO�

&ERAJ�PDAOA�@ABE?EAJ?EAO�PDA�=J=HUOP�=PPAILPO�PK�=@FQOP�>KKG�R=HQAO�PK�=NNERA�=P�=J
KRAN=HH�>QOEJAOO�R=HQ=PEKJ��3DA�=J=HUOP�AT=IEJAO�=J@�R=HQAO�A=?D�=OOAP�=J@�HE=>EHEPU
PK�AOPEI=PA�EPOfair market value�QOEJC�PA?DJEMQAO�OQ?D�=O�PDA�@APANIEJ=PEKJ�KB
I=NGAP�R=HQAO�BKN�?KIL=N=>HA�=OOAPO�ATLANP�=LLN=EO=HO�=J@�LNE?A�EJ@AT�>=OA@
EJBH=PEKJ�=@FQOPIAJPO��(P�EO�EILKNP=JP�PK�E@AJPEBU�=J@�R=HQA�QJNA?KN@A@�EJP=JCE>HA
=OOAPO�EJ?HQ@EJC�CKK@SEHH�=J@�QJNA?KN@A@�HE=>EHEPEAO�OQ?D�=O�AJRENKJIAJP=H
HE=>EHEPEAO�KLAN=PEJC�HA=OAO�=J@�KPDANoff-balance-sheet=J@�?KJPEJCAJPK>HEC=PEKJO�

��  J�=LLNK=?D�PK�>QOEJAOO
R=HQ=PEKJ�PD=P�EJRKHRAO�@ENA?P
AOPEI=PEKJ�KB�PDA�R=HQA�KB�PDA
JAP�=OOAPO�PK�>A�=?MQENA@�
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Direct Comparison Approach

3DA�HKCE?�KB�=direct comparison approach � HEAO�EJ�PDA�E@A=�PD=P�OEIEH=N�=OOAPO
ODKQH@�OAHH�BKN�OEIEH=N�LNE?AO�=�LNEJ?ELHA�SAHH�AOP=>HEODA@�EJ�KPDAN�I=NGAPO�2AA
"KNJAHH�	����
�(J�NA=H�AOP=PA�BKN�AT=ILHA�PDA�I=NGAP�R=HQA�KB�=�DKQOA�?KQH@�>A
AOPEI=PA@�>U�BEJ@EJC�NA?AJP�OAHHEJC�LNE?AO�BKN�OQ>OP=JPE=HHU�OEIEH=N�DKQOAO�EJ
?KIL=N=>HA�JAECD>KNDKK@O��%EJ@EJC�O=HAO�KB�?KIL=N=>HA�>QOEJAOOAO�DKSARAN�EO
@EBBE?QHP��3N=JO=?PEKJO�=NA�BAS�=J@�?KILNADAJOERA�@=P=�OKQN?AO�@K�JKP�ATEOP��3DQO
=�PNQA�@ENA?P�?KIL=NEOKJ�=LLNK=?D�?=JJKP�CAJAN=HHU�>A�QOA@�EJ�>QOEJAOO�R=HQ=PEKJ�

'KSARAN�=�BKNI�KB�@ENA?P�?KIL=NEOKJ�ATEOPO�SDAJ�OKIA�IA=OQNA�KN�N=PEK�OANRAO�=O
PDA�HEJG�>APSAAJ�PDA�>QOEJAOO�R=HQ=PEKJ�EJ�MQAOPEKJ�=J@�KPDAN�>QOEJAOOAO��%KN
AT=ILHA�LNKBAOOEKJ=H�LN=?PE?AO�HEGA�"ANPEBEA@�/Q>HE?� ??KQJP=JP�	"/ 
�BENIO�KBPAJ
OAHH�BKN�=�IQHPELHA�KB�>EHHEJCO�LAND=LO�PSK�PK�PDNAA�PEIAO�=JJQ=H�>EHHEJCO��%KN
AT=ILHA�PDA�=RAN=CA�LNE?A^A=NJEJCO�	/�$
�N=PEK�KB�OEIEH=N�LQ>HE?�BENIO�EJ�PDA
EJ@QOPNU�IECDP�>A�QOA@��(B�OQ?D�BENIO�OAHH�BKN����PEIAO�A=NJEJCO�SA�?=J�=LLHU�PD=P
O=IA�IA=OQNA�PK�=�>QOEJAOO�>AEJC�R=HQA@��3DAcapitalized earnings=LLNK=?D
@EO?QOOA@�H=PAN�EO�=�RANOEKJ�KB�PDEO�PA?DJEMQA�� O�SEPD�PDAdiscounted future returns
=LLNK=?D�@EO?QOOA@�H=PAN�KJA�JAA@O�PK�OAHA?P�=�L=NPE?QH=N�?=OD�BHKS�KN�EJ?KIA
IA=OQNA�OQ?D�=O�CNKOO�NARAJQAO��.JA�=HOK�JAA@O�PK�OAHA?P�PDA�`KPDAN
R=NE=>HAa_JQI>AN�KB�UA=NOb�>EHHEJCO�/�$�N=PEK�=J@�PDA�HEGA_PD=P�SEHH�HEJG�PDA
>QOEJAOO�>AEJC�R=HQA@�PK�KPDAN�>QOEJAOOAO�

#ENA?P�?KIL=NEOKJ�PA?DJEMQAO�OANRA�=O�=�MQE?G�S=U�KB�AOPEI=PEJC�>QOEJAOO�R=HQA
SEPD�HEPPHA�JAA@�BKN�ATPAJOERA�AOPEI=PEKJ��'KSARAN�>A?=QOA�PDA�?KIL=NEOKJ
PULE?=HHU�NABHA?PO�=J�=RAN=CA�KB�KPDAN�>QOEJAOOAO�PDEO�PA?DJEMQA�@KAO�JKP�@K�=�CKK@
FK>�KB�EJ?KNLKN=PEJC�@EOPEJ?PERA�BA=PQNAO�KB�PDA�>QOEJAOO�>AEJC�R=HQA@�

Payback Method

3DApayback� BKN�=J�EJRAOPIAJP�EO�PDA�JQI>AN�KB�LANEK@O�I=J=CAIAJP�IQOP�S=EP
>ABKNA�PDA�=??QIQH=PA@�LKOEPERA�?=OD�BHKSO�BNKI�PDA�EJRAOPIAJP�AT?AA@�PDA�EJEPE=H
?KOP�KB�PDA�EJRAOPIAJP�LNKFA?P�LHQO�=JU�JAC=PERA�KLAN=PEJC�?=OD�BHKSO��(JRAOPIAJPO
=NA�?KJOE@ANA@�=??ALP=>HA�SDAJ�PDA�L=U>=?G�LANEK@�EO�HAOO�PD=J�OKIA
LNA@APANIEJA@�PEIA�LANEK@�BKN�AT=ILHA���UA=NO��'ANA�EO�PDA�?KILQP=PEKJ�

!ACEJJEJC
EJRAOPIAJP�

�������

"=OD�BHKS�UA=N���
c�������	SEPD�PDA�>ACEJJEJC�EJRAOPIAJP���������OPEHH
HABP�PK�NA?KRAN


"=OD�BHKS�UA=N����������	�������OPEHH�HABP�PK�NA?KRAN


�� "KIL=NAO�PDA�=RAN=CA�KB�KPDAN
>QOEJAOOAO�PK�MQE?GHU�R=HQA
KJA��!=OA@�KJ�PDA�E@A=�PD=P
OEIEH=N�=OOAPO�ODKQH@�OAHH�BKN
OEIEH=N�LNE?AO�

�� 3DA�JQI>AN�KB�LANEK@O
I=J=CAIAJP�IQOP�S=EP�>ABKNA
PDA�=??QIQH=PA@�LKOEPERA�?=OD
BHKSO�BNKI�=J�EJRAOPIAJP
AT?AA@�PDA�EJEPE=H�?KOP�KB�PDA
EJRAOPIAJP�LNKFA?P�LHQO�=JU
JAC=PERA�KLAN=PEJC�?=OD�BHKSO�
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"=OD�BHKS�UA=N����������	������KJHU�HABP�PK�NA?KRAN


"=OD�BHKS�UA=N���������

"=OD�BHKS�UA=N���������

(J�PDEO�AT=ILHA�PDA�L=U>=?G�K??QNO�=P�=>KQP���UA=NO�=J@���IKJPD��,=JU�LAKLHA�@K
JKP�?KJOE@ANpaybackPK�>A�=�@EO?KQJPA@�?=OD�BHKS�PA?DJEMQA�>A?=QOA�EP�@KAO�JKP
P=GA�EJPK�=??KQJP�PDA�PEIA�R=HQA�KB�IKJAU��3DEO�EO�JKP�AJPENAHU�PNQA�� �ODKNP�L=U>=?G
LANEK@�O=U�BKN�AT=ILHA���UA=NO�NABHA?PO�PDA�EILKNP=J?A�KB�@KHH=NO�NA?AERA@�EJ�PDA
ODKNP�PANI�=J@�PDQO�PDA�PEIA�R=HQA�KB�IKJAU�3DA�L=U>=?G�=LLNK=?D�EO�NAH=PA@�PK�PDA
DULAN>KHE?�@EO?KQJPEJC�LDAJKIAJ=��3DANA�=LLA=NO�PK�>A�LOU?DKHKCE?=H�=O�SAHH�=O
A?KJKIE?�NA=OKJO�>ADEJ@�PDA�B=?P�PD=P�LAKLHA�LNABANO�=�NAS=N@�PK@=U�N=PDAN�PD=J
S=EP�BKN�=�OQ>OP=JPE=H�NAS=N@��2PQ@EAO�D=RA�BKQJ@�PD=P�LAKLHA�OKIAPEIAO�QOA
=RAN=CA�=JJQ=H�@EO?KQJP�N=PAO�KB�KRAN������KRAN�PDA�?KQNOA�KB���IKJPD�=J@�KRAN
�����KRAN�=���UA=N�DKNEVKJ��3DAU�=OG�LAKLHA�SDAPDAN�PDAU�LNABAN������PK@=U�N=PDAN
PD=J������JATP�IKJPD��2AA�-KKN�	����
� 3DA�L=U>=?G�=LLNK=?D�@KAO�JKP�P=GA�EJPK
=??KQJP�?=OD�BHKSO�PD=P�=NA�KQPOE@A�KB�PDA�L=U>=?G�PDNAODKH@�=J@�PDAU�@K�JKP�P=GA
EJPK�=??KQJP�PDA�I=CJEPQ@A�KB�PDA�?=OD�BHKSO�� I=VKJ�EO�JKS�=�RE=>HA�>QOEJAOO�>QP
A=NHU�EJRAOPKNO�@E@�JKP�?KJOE@AN�PDA�L=U>=?G�PK�>A�=J�EILKNP=JP�PKKH�BKN�@A?E@EJC
SDAPDAN�PK�EJRAOP�EJ� I=VKJ��3DEO�EO�=�JKNI=H�OEPQ=PEKJ�BKN�I=JU�OP=NP�QLO�SDANA
LKOEPERA�?=OD�BHKSO�@K�JKP�K??QN�QJPEH�I=JU�UA=NO�EJ�PDA�BQPQNA��#EO?KQJPA@�?=OD
BHKS�=LLNK=?DAO�EJ?KNLKN=PA�PDA�EILKNP=J?A�KB�@EOP=JP�?=OD�BHKSO�=J@�PDA
I=CJEPQ@A�KB�PDA�?=OD�BHKSO�

Discounted Future Returns

/AND=LO�PDA�IKOP�?KIIKJ�=J@�?KJ?ALPQ=HHU�>AOP�PA?DJEMQA�BKN�>QOEJAOO�R=HQ=PEKJ
EO�?=H?QH=PEKJ�KB�PDA�LNAOAJP�R=HQA�KB�ATLA?PA@�BQPQNA�NAPQNJO�BNKI�PDA�>QOEJAOO�
 HPDKQCD�LNAOAJP�R=HQA�?KILQP=PEKJO�=NA�A=OU�@APANIEJEJC�PDA�NAHAR=JP�EJLQPO�EO
JKP��"DKE?AO�JAA@�PK�>A�I=@A�BKN�

[ PDA�PULA�KB�BQPQNA�NAPQNJ�PK�>A�IA=OQNA@�	EJ?KIA�KN�?=OD�BHKS
�
[ AOPEI=PAO�KB�PDA�BQPQNA�=IKQJPO�
[ =J�=LLNKLNE=PA�@EO?KQJP�N=PA�
[ PDA�PEIA�LANEK@�BKN�PDA�=J=HUOEO��=J@
[ PDA�AOPEI=PEKJ�KB�=�PANIEJ=H�R=HQA�

6A�?KJOE@AN�A=?D�KB�PDAOA�=NA=O�
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Definition of Future Return

-QIANKQO�IA=OQNAO�KB�BQPQNA�NAPQNJ�=NA�=R=EH=>HA�PK�PDA�>QOEJAOO�R=HQ=PEKJ�=J=HUOP�
 HPDKQCDcash flow measures=NA�PDA�IKOP�?KIIKJ�PDA�=J=HUOP�IQOP�OPEHH�@A?E@A�KJ�=
L=NPE?QH=N�?=OD�BHKS�IA=OQNA�PK�QOA��.JA�LKOOE>EHEPU�EOcash flow from operations �� 
SDE?D�NABHA?PO�PDA�?=OD�EIL=?P�KB�=HHoperating=?PEREPEAO�@QNEJC�=�PEIA�LANEK@��.PDANO
QOAfree cash flow�=�PANI�BKN�SDE?D�@EBBANAJP�@ABEJEPEKJO�ATEOP�

3DA�IKOP�?KIIKJ�@ABEJEPEKJ�KBfree cash flow�� EO�?=OD�BHKS�BNKI�KLAN=PEKJO�IEJQO
?=OD�EJRAOPIAJPO�EJ�JAS�=OOAPO�JAA@A@�PK�I=EJP=EJ�KLAN=PEKJO�� �HAOO�?KIIKJ
@ABEJEPEKJ�EO�?=OD�BNKI�KLAN=PEKJO�IEJQO�?=OD�EJRAOPIAJPO�EJ�JAS�=OOAPO�JAA@A@�PK
I=EJP=EJ�KLAN=PEKJO�IEJQO�@A>P�NAL=UIAJPO�	PDEO�IA=OQNA�EO�@AOECJA@�PK
=LLNKTEI=PA�?=OD�=R=EH=>HA�PK�PDA�JAS�KSJANO
�

.PDAN�=J=HUOPO�QOA�EJ?KIA�N=PDAN�PD=J�?=OD�BHKS�IA=OQNAO��3DANA�=NA�I=JU
R=NE=PEKJO�DANA�=O�SAHH��JAP�EJ?KIA=O�?KJRAJPEKJ=HHU�IA=OQNA@�>U�=??KQJPEJC�
A=NJEJCO�>ABKNA�P=TAO�	$!3
��A=NJEJCO�>ABKNA�EJPANAOP�=J@�P=TAO�	$!(3
��A=NJEJCO
>ABKNA�EJPANAOP�P=TAO�@ALNA?E=PEKJ�=J@�=IKNPEV=PEKJ�	$!(3# 
��=J@�PDA�HEGA��(J
OKIA�?=OAO�AOLA?E=HHU�EB�=�IEJKNEPU�EJRAOPIAJP�EO�>AEJC�AR=HQ=PA@expected
dividends EO�PDA�NAHAR=JP�IA=OQNA�KB�BQPQNA�NAPQNJ�

Estimating Future Returns

$OPEI=PEJC�BQPQNA�NAPQNJO�EO�=�@EBBE?QHP�P=OG��.BPAJ�PDA�OP=NPEJC�LKEJP�EO�L=OP�NAPQNJO
LAND=LO�=@FQOPA@�BKN�QJQOQ=H�=J@�JKJNA?QNNEJC�EPAIO�PD=P�D=RA�K??QNNA@�
*JKSHA@CA�KB�PDA�>QOEJAOO�EJ@QOPNU�A?KJKIE?�?KJ@EPEKJO�=J@�KPDAN�B=?PKNO�IQOP
>A�>NKQCDP�PK�>A=N�

.JA�EILKNP=JP�P=OG�EO�PK�OAL=N=PA�PDA�ATLA?PA@�BQPQNA�NAPQNJO�BNKI�PDA�>QOEJAOOin
its present formBNKI�PDA�ATLA?PA@�BQPQNA�NAPQNJOunder the guidance of the new owner�
.BPAJ�PDA�ABBKNPO�KB�PDA�JAS�KSJAN�SEHH�>A�IKNA�EJBHQAJPE=H�EJ�@APANIEJEJC�BQPQNA
OQ??AOO�PD=J�?KJPEJQEJC�PDA�O=IA�QOAO�KB�=OOAPO�=HNA=@U�EJ�LH=?A��!A?=QOA�PDA
>QOEJAOO�R=HQ=PEKJ�EO�QOQ=HHU�>AEJC�?KJ@Q?PA@�PK�AOP=>HEOD�=�OAHHEJC�LNE?A�PDA�>QUAN
ODKQH@�JKP�L=U�PDA�OAHHAN�BKN�PDA�>QUANbO�=JPE?EL=PA@�EILNKRAIAJPO�EJ�PDA�>QOEJAOO�

 JKPDAN�?KJOE@AN=PEKJ�EO�SDAPDAN�PK�?KJ@Q?P�PDA�=J=HUOEO�KJ�=constant dollar basisKN
PK�AOPEI=PA�NARAJQA�=J@�?KOP�EJ?NA=OAO�NAOQHPEJC�BNKI�EJBH=PEKJ��6DE?DARAN�EO
?DKOAJ�PDA�@EO?KQJP�N=PA�ODKQH@�>A�OAHA?PA@�EJ�=�?KJOEOPAJP�I=JJAN�=O�@EO?QOOA@�EJ
PDA�JATP�OA?PEKJ�

��� 1ABHA?PO�PDA�?=OD�EIL=?P�KB�=HH
KLAN=PEJC�=?PEREPEAO�@QNEJC�=
PEIA�LANEK@�

��� "=OD�BHKS�BNKI�KLAN=PEKJO
IEJQO�?=OD�EJRAOPIAJPO�EJ�JAS
=OOAPO�JAA@A@�PK�I=EJP=EJ
KLAN=PEKJO�
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 HPDKQCD�@EO?KQJPEJC�ATLA?PA@�BQPQNA�NAPQNJO�EO�=�?KJ?ALPQ=HHU�OKQJ@�=LLNK=?D�PK
>QOEJAOO�R=HQ=PEKJ�EP�EO�KBPAJ�JKP�QOA@�@QA�PK�PDA�LN=?PE?=H�@EBBE?QHPEAO�KB
EILHAIAJPEJC�EP��6A�JAA@�LNKFA?PA@�NAPQNJO�BKN�OARAN=H�UA=NO�EJPK�PDA�BQPQNA�=J@
OQ?D�AOPEI=PAO�?=J�>A�DECDHU�OLA?QH=PERA�

Choice of Discount Rate

,=JU�?KJOE@AN=PEKJO�AJPAN�EJPK�PDA�OAHA?PEKJ�KB�=�@EO?KQJP�N=PA��%ENOP�HAP�QO�?KJOE@AN
PDAfocus of the analysis��(B�PDA�=J=HUOP�AILHKUOreturn to all invested capital 
PDAJ�=�@EO?KQJP�N=PA�=LLNKLNE=PA�PK�PDA�AJPENA�?=LEP=H�OPNQ?PQNA�ODKQH@�>A�?DKOAJ�
3DEO�N=PA�EO�QOQ=HHU�?=HHA@�=weighted average cost of capital�>A?=QOA�EP�EJ?HQ@AO
?KOPO�BKN�>KPD�@A>P�=J@�AMQEPU�?=LEP=H��(J�?KJPN=OP�=return to equity capital BK?QO
?=HHO�BKN�=J�AMQEPU�>=OA@�@EO?KQJP�N=PA��%KHHKSEJC�PDA�SAHH�GJKSJcapital asset
pricing model KB�BEJ=J?A�PDEO�N=PA�EJ?HQ@AO�=P�HA=OP�PSK�?KILKJAJPO��=risk-free
rate =J@�=risk premium �NABHA?PEJC�>KPD�PDA�NEOGO�KB�CAJAN=H�A?KJKIE?�?KJ@EPEKJO
=J@�PDA�NEOGO�KB�PDA�OLA?EBE?�>QOEJAOO�=J@�EJ@QOPNU��3DA�>AP=��coefficient EO�PDA
PULE?=H�IA=OQNA�KB�NEOG�LNAIEQI�QOA@�

-ATP�SA�?KJOE@ANadjusting for growth or inflation ��6DAJ�PDA�AOPEI=PAO�KB�BQPQNA
NAPQNJO�NABHA?P�EJBH=PEKJ�PDAJ�=�@EO?KQJP�N=PA�PD=P�EJ?HQ@AO�=J�EJBH=PEKJ�?KILKJAJP
=LLHEAO��(B�BQPQNA�NAPQNJO�=NA�AOPEI=PA@�KJ�=�?QNNAJP�	?KJOP=JP
�@KHH=N�>=OEO�PDAJ�PDA
EJBH=PEKJ�?KILKJAJP�ODKQH@�>A�OQ>PN=?PA@�BNKI�PDA�@EO?KQJP�N=PA��%KN�AT=ILHA
OQLLKOA�PD=P�=J�=LLNKLNE=PA�@EO?KQJP�N=PA�EJ?HQ@EJC�EJBH=PEKJ�EO�@APANIEJA@�PK�>A
�����3DA�=J=HUOP�QOAO�PDEO�N=PA�PK�@EO?KQJP�AOPEI=PA@�BQPQNA�NAPQNJO�PD=P�EJ?HQ@A
EJBH=PEKJ�>=OA@�CNKSPD�EJ�NARAJQAO�=J@�?KOPO�	JKIEJ=H�@KHH=NO
��.J�PDA�KPDAN�D=J@
EB�AOPEI=PA@�BQPQNA�NAPQNJO�=NA�>=OA@�KJ�?QNNAJP�	?KJOP=JP
�@KHH=NO�=J@�PDA�EJBH=PEKJ
=OOQILPEKJ�EO����=JJQ=HHU�PDAJ�=�@EO?KQJP�N=PA�KB�����	�����IEJQO����EJBH=PEKJ
=@FQOPIAJP
�ODKQH@�>A�QOA@�PK�@EO?KQJP�PDA�?QNNAJP�@KHH=N�BQPQNA�NAPQNJO��3K
ATLNAOO�PDEO�=JKPDAN�S=U�EB�PDA�BQPQNA�@KHH=N�=IKQJPO�EJ�PDA�R=HQ=PEKJ�=J=HUOEO
NABHA?Pfuture prices and costs�PDA�@EO?KQJP�N=PA�ODKQH@includePDA�EJBH=PEKJ
?KILKJAJP��(B�PDA�BQPQNA�@KHH=N�=IKQJPO�=NA�>=OA@�KJcurrent prices and costs
NABHA?PEJC�JK�CNKSPD�KN�EJBH=PEKJ�PDA�@EO?KQJP�N=PA�ODKQH@excludePDA�EJBH=PEKJ
?KILKJAJP�

3DAOA�PSK�@EO?KQJPEJC�=LLNK=?DAO�@K�JKP�LNKRE@A�AT=?PHU�PDA�O=IA�=JOSAN�>QP
PDAU�=NA�?HKOA�AJKQCD��&ERAJ�PDA�I=JU�=OOQILPEKJO�PD=P�CK�EJPK�=�R=HQ=PEKJ
?=H?QH=PEKJ�PDA�OHECDP�@EBBANAJ?A�EO�QOQ=HHU�@AAIA@�=??ALP=>HA��%KN�AT=ILHA�=OOQIA
PD=P�PDA�=JJQ=H�?=OD�BHKS�EO�?QNNAJPHU���������� J���UA=N�PEIA�DKNEVKJ�EO�QOA@�BKN
PDA�=J=HUOEO��(P�EO�AOPEI=PA@�PD=P�?=OD�BHKSO�SEHH�CNKS�>U����=JJQ=HHU�� �@EO?KQJP
N=PA�KB�����EJ?HQ@EJC�CNKSPD�EO�@AAIA@�=LLNKLNE=PA��3DA�LNAOAJP�R=HQA�KB��������
=JJQ=HHU�@EO?KQJPA@�=P�����	����IEJQO�PDA����CNKSPD�=OOQILPEKJ
�=J@�PDA�LNAOAJP
R=HQA�KB�PDA�CNKSPD�=@FQOPA@�?=OD�BHKSO�@EO?KQJPA@�=P�����=NA�ODKSJ�EJ3=>HA�����
�"KIL=NEOKJ�KB�/NAOAJP�5=HQAO�6EPD�=J@�6EPDKQP�&NKSPD��
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3=>HA�����"KIL=NEOKJ�KB�/NAOAJP�5=HQAO�6EPD�=J@�6EPDKQP�&NKSPD

Year

Projected
annual cash
flow without
growth ($)

Present value of cash
flow without growth
at 10% discount rate

($)

Projected
annual cash
flow with 5%
growth ($)

Present value of cash
flow with 5% growth
at 15% discount rate

($)

� ������ ������ ������ ������

� ������ ������ ������ ������

� ������ ������ ������ ������

� ������ ������ ������ ������

� ������ ������ ������ ������

� ������ ������ ������ ������

� ������ ������ ������ ������

� ������ ������ ������ ������

3KP=H �������� ��������

6DAJ�IQHPEUA=N�=J=HUOEO�EO�QOA@�=�CNKSPD�KN�EJBH=PEKJ�B=?PKN�ODKQH@�>A�?KJOE@ANA@
EJ�OKIA�S=U��(B�CNKSPD�EO�?KILHAPAHU�ECJKNA@�EJ�PDA�=>KRA�AT=ILHA�PDA�LNAOAJP
R=HQA�KB�=���������=JJQ=H�?=OD�BHKS�@EO?KQJPA@�=P�����SKQH@�>A�=LLNKTEI=PAHU
����������(B�CNKSPD�EO�ATLA?PA@�ECJKNEJC�EP�?HA=NHU�QJ@ANOP=PAO�PDA�R=HQA�KB�PDA
>QOEJAOO��.B�?KQNOA�EB�BQPQNAdeclinesEJ�?=OD�BHKSO�=NA�ATLA?PA@�EJ@E?=PEJC�=
>QOEJAOO�SEPD�EJEPE=H�=LLA=H�>QP�HEPPHA�OP=UEJC�LKSAN�ECJKNEJC�PDA�ATLA?PA@�JAC=PERA
CNKSPD�SKQH@�KRANOP=PA�PDA�>QOEJAOO�R=HQA�

 O�OAAJ�EJ�PDA�=>KRA�AT=ILHA�=�LKOEPERA�CNKSPD�=OOQILPEKJ�?=J�AEPDAN�>A�>QEHP�EJPK
PDA�?=OD�BHKS�AOPEI=PAO�KN�EJ?KNLKN=PA@�>U�=�NA@Q?PEKJ�KB�PDA�@EO?KQJP�N=PA��$EPDAN
=LLNK=?D�SEHH�EJ?NA=OA�PDA�>QOEJAOO�R=HQA�NAH=PERA�PK�I=GEJC�JK�=@FQOPIAJP�BKN
CNKSPD�

3DA�PSK�LNAOAJP�R=HQAO�EJ3=>HA�������"KIL=NEOKJ�KB�/NAOAJP�5=HQAO�6EPD�=J@
6EPDKQP�&NKSPD�=NA�=LLNKTEI=PAHU�PDA�O=IA�@EBBANEJC�>U����SDE?D�I=U�>A�IKNA
LNA?EOA�PD=J�PDA�?=OD�BHKS�AOPEI=PAO�PDAIOAHRAO�KN�PDA�@EO?KQJP�N=PA�OAHA?PEKJ�
-KJAPDAHAOO�KJA�?KQH@�A=OEHU�BEJ@�PDA�LNA?EOA�@EO?KQJP�N=PA�=J@�QOA�PD=P��(B�KJA
=??ALPO�����=O�PDA�?KNNA?P�N=PA�SEPDKQP�CNKSPD�PDAJ�PDA�?KNNA?P�N=PA�SEPD���
CNKSPD�PD=P�SKQH@�@EO?KQJP�PDA�?=OD�BHKSO�SEPD�CNKSPD�	BKQNPD�?KHQIJ�=>KRA
�PK
PDA����������LNAOAJP�R=HQA�PQNJO�KQP�PK�>A���������2EIEH=NHU�EB�KJA�=??ALPO�����=O
PDA�?KNNA?P�N=PA�SEPD�CNKSPD�PDAJ�PDA�?KNNA?P�N=PA�SEPDKQP�CNKSPD�PD=P�SKQH@
@EO?KQJP�PDA�?KJOP=JP�?=OD�BHKSO�	OA?KJ@�?KHQIJ�=>KRA
�PK�PDA����������LNAOAJP
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R=HQA�PQNJO�KQP�PK�>A��������!QP�BKN�IKOP�LQNLKOAO�PDA�LNK?AOO�EHHQOPN=PA@�=>KRA�EO
OQBBE?EAJP�

,KOP�KB�PDA�HEPAN=PQNA�KJ�PDA�SAECDPA@�=RAN=CA�?KOP�KB�?=LEP=H�EO�>=OA@�KJ
EJBKNI=PEKJ�BNKI�LQ>HE?�?=LEP=H�I=NGAPO��1A?AJPHU�SKNG�D=O�>AAJ�@KJA�PK�PNU�PK
AOP=>HEOD�=�LNER=PA�?KOP�KB�?=LEP=H�=LLNK=?D�2AA�2HAA�=J@�/=CHE=�	����
�3DAU�E@AJPEBU
BERA�@EBBANAJP�?=LEP=H�I=NGAPO�BKN�LNER=PA�BENIO��>=JG�HAJ@EJC�=OOAP�>=OA@�HAJ@EJC
IAVV=JEJA�BEJ=J?EJC�LNER=PA�AMQEPU�=J@�RAJPQNA�?=LEP=H��,A@E=J�N=PAO�KB�NAPQNJO
BKN�PDAOA�I=NGAPO�	BENOP�MQ=NPAN�����
�SANA�BKQJ@�PK�N=JCA�BNKI������BKN�>=JG
HAJ@EJC�PK�������BKN�RAJPQNA�?=LEP=H�BEJ=J?EJC�

Selection of Time Period for Discounting

3DA�=J=HUOP�SDK�QOAO�=�@EO?KQJPA@�BQPQNA�NAPQNJO�=LLNK=?D�IQOP�@APANIEJAhow far
EJPK�PDA�BQPQNA�PK�LNKFA?P��3DA�CAJAN=H�=JOSAN�EOas far as possible�GAALEJC�EJ�IEJ@
PD=P�PDA�QJ?ANP=EJPU�KB�PDA�AOPEI=PAO�EJ?NA=OAO�=O�PDAU�CAP�BQNPDAN�=S=U��!A?=QOA�=
>QOEJAOO�EO�QOQ=HHU�=OOQIA@�PK�>A�=going concern�NAPQNJO�=NA�LNAOQIA@�PK�?KJPEJQA
EJ@ABEJEPAHU��3DQO�KJA�?KQH@�=OOQIA�PD=P�NAPQNJO�?KJPEJQA�BKNARAN�� HPANJ=PERAHU
PDA�=J=HUOP�?KQH@�HEIEP�PDA�=J=HUOEO�PK�=�BETA@�PEIA�LANEK@�O=U����UA=NO��(J�PDEO�?=OA
KJA�I=GAO�OLA?EBE?�=JJQ=H�LNKFA?PEKJO�BKN����UA=NO�=J@�AOPEI=PAO�=terminal value
KB�PDA�>QOEJAOO�=P�PDA�AJ@�KB�PD=P�LANEK@�

 HPDKQCD�AOPEI=PAO�KB�BQPQNA�NAPQNJO�KN�KB�PANIEJ=H�R=HQA�>A?KIA�IKNA
OLA?QH=PERA�PDA�BQNPDAN�EJ�PDA�BQPQNA�PDAU�=NA�PDA�ABBA?P�KB�@EO?KQJPEJC�IEPEC=PAO
PDA�EJ?NA=OA@�QJ?ANP=EJPU��%KN�AT=ILHA�=P�=�@EO?KQJP�N=PA�KB�����������EJ�UA=N���
?KJPNE>QPAO�KJHU������PK�PDA�LNAOAJP�R=HQA�=J@�������EJ�UA=N����?KJPNE>QPAO�KJHU
����PK�PDA�LNAOAJP�R=HQA�

6DAJ�SA�=OOQIA�PD=P�BQPQNA�NAPQNJO�SEHH�?KJPEJQA�BKNARAN�EJ�AMQ=H�=IKQJPO�SA
D=RA�=perpetuity �� ��3DA�LNAOAJP�R=HQA�EO�CERAJ�>U�

/NAOAJP�R=HQA�KB�KN@EJ=NU�LANLAPQEPU���"KJOP=JP�=JJQ=H�NAPQNJ�#EO?KQJP�N=PA

%KN�=�@EO?KQJP�N=PA�KB�����PDA�LNAOAJP�R=HQA�EO�BERA�PEIAO�PDA�=JJQ=H�NAPQNJ�	����
������
�� O�ODKSJ�EJ 3=>HA�������(IL=?P�KB�3EIA�KJ�/NAOAJP�5=HQA���=>KQP�����KB
PDA�LNAOAJP�R=HQA�K??QNO�EJ�PDA�BENOP���UA=NO�=J@�=>KQP�����EJ�PDA�BENOP����UA=NO�
1APQNJO�EJ�H=PAN�UA=NO�D=RA�NAH=PERAHU�HEPPHA�EIL=?P�KJ�PDA�LNAOAJP�R=HQA�

Capitalized Earnings

#AOLEPA�PDA�?KJ?ALPQ=H�OKQJ@JAOO�KB�PDA�@EO?KQJPA@�BQPQNA�NAPQNJO�IAPDK@�PDA
OQ>FA?PEREPU�KB�BQPQNA�NAPQNJ�AOPEI=PAO�EO�=�I=FKN�@APANNAJP�PK�EPO�QOA��/=NPEAO�PK�PDA

��� 6DAJ�SA�=OOQIA�PD=P�BQPQNA
NAPQNJO�SEHH�?KJPEJQA�BKNARAN�EJ
AMQ=H�=IKQJPO�

"D=LPAN����5=HQEJC�PDA�!QOEJAOO

�����2LA?EBE?�5=HQ=PEKJ�3A?DJEMQAO ���



JACKPE=PEKJO�SEHH�HEGAHU�@EO=CNAA�KRAN�PDA�=OOQILPEKJO�AILHKUA@�EJ�=NNEREJC�=P�PDA
AOPEI=PAO�� O�=�NAOQHP�>QOEJAOO�R=HQ=PEKJ�KBPAJ�AILHKUO�=�?KJ?ALPQ=HHU�OEIEH=N
=LLNK=?D�PD=P�=LLA=NO�PK�=RKE@�BQPQNA�AOPEI=PEKJ��3DEO�=LLNK=?D�EO�GJKSJ�=O
capitalized earnings�

6A�O=S�PD=P�PDA�@EO?KQJPA@�BQPQNA�NAPQNJO�IAPDK@�?KILQPAO�=�LNAOAJP�R=HQA�>=OA@
KJ�=LLHUEJC�=discount ratePK�PDA�AOPEI=PA@�NAPQNJO�KB�=number of future time periods.
3DAcapitalized earnings approach �� �KJ�PDA�KPDAN�D=J@�?KILQPAO�=�LNAOAJP�R=HQA
>=OA@�KJ�=LLHUEJC�=capitalization ratePK�=single amount of present or past returns =O
BKHHKSO�

3=>HA�����(IL=?P�KB�3EIA�KJ�/NAOAJP�5=HQA

Period
Present Value of $1 at

20%
Cumulative Present

Value
Percent of perpetuity

value

� ����� ������ ������

� ������ ������ ������

� ������ ������ ������

� ������ ������ ������

� ������ ������ ������

� ������ ������ ������

� ������ ������ ������

� ������ ������ ������

� ������ ������ ������

�� ������ ������ ������

�� ������ ������ ������

�� ������ ������ ������

�� ������ ������ ������

�� ������ ������ ������

�� ������ ������ ������

�� ������ ������ ������

�� ������ ������ ������

�� ������ ������ ������

Note: Annual payments assumed to occur at the end of year.

��� /NAOAJP�R=HQA��� IKQJP�KB
NAPQNJ�PK�>A�?=LEP=HEVA@�
?=LEP=HEV=PEKJ�N=PA�

"D=LPAN����5=HQEJC�PDA�!QOEJAOO

�����2LA?EBE?�5=HQ=PEKJ�3A?DJEMQAO ���



Period
Present Value of $1 at

20%
Cumulative Present

Value
Percent of perpetuity

value

�� ������ ������ ������

�� ������ ������ ������

Note: Annual payments assumed to occur at the end of year.

3DEO�BKNIQH=�EO�AMQER=HAJP�PK�PDA�LNAOAJP�R=HQA�KB�=�LANLAPQEPU�@EO?QOOA@�=>KRA�

6D=Pamount of return should be capitalized?%ENOP�=O�@EO?QOOA@�LNAREKQOHU�=JU
IA=OQNA�KB�NAPQNJ�?=J�>A�QOA@_=�?=OD�BHKS�IA=OQNA�=J�EJ?KIA�IA=OQNA�KN�ARAJ
NARAJQAO�KN�@ERE@AJ@O��2A?KJ@�PDA�NAPQNJ�IA=OQNA�I=U�>A�>=OA@�KJ�L=OP�LNAOAJP
KN�ARAJ�BQPQNA�@=P=��$T=ILHAO�EJ?HQ@A�PDA�BKHHKSEJC�

[ 1APQNJ�BKN�PDA�L=OP����IKJPDO�KN�IKOP�NA?AJP�BEO?=H�UA=N
[  J�=RAN=CA�NAPQNJ�AEPDAN�OEILHA�KN�SAECDPA@�BKN�OKIA�JQI>AN�KB�L=OP

UA=NO
[  normalized?QNNAJP�KN�=RAN=CA�NAPQNJ�AT?HQ@EJC�QJQOQ=H�KN

JKJNA?QNNEJC�EPAIO
[  �BKNA?=OP�BKN�PDA�?QNNAJP�LANEK@�KN�=�BQPQNA�LANEK@�

,KOP�?KIIKJHU�PDA�QOA�KB�LNAOAJP�NAPQNJO�KN�=J�=RAN=CA�KB�L=OP�NAPQNJO�=LLA=NO
PK�=RKE@�PDA�AOPEI=PEKJ�LNK>HAI��!QP�KJA�?=JJKP�NA=HHU�=RKE@�AOPEI=PEKJ��3K�>=OA�=
LNAOAJP�R=HQA�KJ�?QNNAJP�KN�L=OP�NAPQNJO�EILHE?EPHU�=OOQIAO�PDA�?KJPEJQ=PEKJ�KB
OQ?D�NAPQNJO�EJ�PDA�BQPQNA�

3DAcapitalization rate �� EO�PDA�NAHAR=JP�@EO?KQJP�N=PA�@EO?QOOA@�=>KRA�IEJQO�PDA
=OOQIA@�N=PA�KB�CNKSPD�	KN�@A?HEJA
�EJ�BQPQNA�NAPQNJO�� O�=J�AT=ILHA�OQLLKOA�H=OP
UA=NbO�JAP�EJ?KIA�KB���������EO�PDA�=IKQJP�PK�>A�?=LEP=HEVA@�PD=P�SA�@A?E@A�KJ�=
NAHAR=JP�@EO?KQJP�N=PA�KB�����=J@�PD=P�SA�ATLA?P����A=NJEJCO�CNKSPD��3DA
?=LEP=HEVA@�R=HQA�KB�PDA�?KIL=JU�EO�

/NAOAJP�R=HQA�� IKQJP�KB�NAPQNJ�PK�>A�?=LEP=HEVA@�?=LEP=HEV=PEKJ�N=PA

����������	�����c�����


��������������

����������

.J�PDA�KPDAN�D=J@�EB�SA�=JPE?EL=PA�=����A=NJEJCOdecline�PDA�?=LEP=HEVA@�R=HQA�EO�

��� 3DA�NAHAR=JP�@EO?KQJP�N=PA
IEJQO�PDA�=OOQIA@�N=PA�KB
CNKSPD�	KN�@A?HEJA
�EJ�BQPQNA
NAPQNJO�

"D=LPAN����5=HQEJC�PDA�!QOEJAOO
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/NAOAJP�R=HQA�� IKQJP�KB�NAPQNJ�PK�>A�?=LEP=HEVA@�?=LEP=HEV=PEKJ�N=PA

����������	�����������


��������������

���������

 �?=LEP=HEV=PEKJ�N=PA�BKN�AMQEPU�NAPQNJO�EO�PDA�EJRANOA�KB�PDA�B=IEHE=NP/E ratio
?KIIKJHU�?EPA@�BKN�LQ>HE?HU�PN=@A@�?KIL=JEAO�=J@�PDQO�EO�OKIAPEIAO�?=HHA@�=J
earningsÐprice (E/P) ratio ��%KN�AT=ILHA�=�?KIL=JU�OAHHEJC�=P����PEIAO�A=NJEJCO
D=O�=J�ABBA?PERA�?=LEP=HEV=PEKJ�N=PA�KB�������	�������������
��(J�OAHA?PEJC�=
?=LEP=HEV=PEKJ�N=PA�BKN�=�OLA?EBE?�>QOEJAOO�KJA�?KQH@�QOA�$�/�N=PEKO�KB�NA=OKJ=>HU
OEIEH=N�LQ>HE?�?KIL=JEAO�=O�CQE@AO��'KSARAN�SDAJ�R=HQEJC�OI=HH�JKJLQ>HE?
?KIL=JEAO�HKSAN�/�$�N=PEKO�	DECDAN�$�/�N=PEKO�=J@�?=LEP=HEV=PEKJ�N=PAO
�=NA
PULE?=HHU�=LLNKLNE=PA�PK�=HHKS�BKN�EJ?NA=OA@�NEOG��(P�EO�JKP�QJ?KIIKJ�BKN�OI=HH
JKJLQ>HE?�?KIL=JEAO�PK�OAHH�BKN��^���PEIAO�A=NJEJCO�

Capitalizing Excess Earnings

 �SE@AHU�QOA@�R=NE=PEKJ�KB�PDA�?=LEP=HEVA@�A=NJEJCO�IAPDK@�EO�?=HHA@�PDA
capitalization of excess earnings �� ��3DEO�DU>NE@�IAPDK@�NABHA?PO�PDA�?KJ?ALP�PD=P
A=NJEJCO�=NA�@ANERA@�BNKI�>KPD�PDA�P=JCE>HA�=OOAPO�=J@�EJP=JCE>HA�=OOAPO�KB�PDA
>QOEJAOO��$=NJEJCO�BNKI�P=JCE>HA�=OOAPO�=NA�=OOQIA@�PK�>A�NAH=PERAHU�?KJOP=JP�BNKI
KJA�BENI�EJ�=J�EJ@QOPNU�PK�=JKPDAN�SDANA=O�A=NJEJCO�BNKI�EJP=JCE>HA�=OOAPO�I=U
R=NU�SE@AHU��3DA�IAPDK@�LNK?AA@O�=O�BKHHKSO�

[ $OPEI=PA�PDA�R=HQA�KB�JAP�P=JCE>HA�=OOAPO
[ $OPEI=PA�PDA�A=NJEJCO�=PPNE>QP=>HA�PK�PDA�P=JCE>HA�=OOAPO�LAND=LO�>U

IQHPELHUEJC�PDA�R=HQA�KB�PDA�P=JCE>HA�=OOAPO�>U�PDA�=RAN=CA�EJ@QOPNU
NAPQNJ

[ 2Q>PN=?P�PDEO�=IKQJP�BNKI�PKP=H�NALKNPA@�A=NJEJCO��PDA�@EBBANAJ?A�EO
excess earnings�� �PDA�=IKQJP�=>KRA�SD=P�EO�ATLH=EJA@�>U�PDA
?KIL=JUbO�P=JCE>HA�=OOAPO

[ "=LEP=HEVA�PDA�AT?AOO�A=NJEJCO�

3DA�R=HQA�LH=?A@�KJ�PDA�>QOEJAOO�D=O�PSK�?KILKJAJPO�

!QOEJAOO�R=HQA���-AP�P=JCE>HA�=OOAPO���"=LEP=HEVA@�R=HQA�KB�AT?AOO�A=NJEJCO

!A?=QOA�SA�PAJ@�PK�?KJOE@AN�A=NJEJCO�=PPNE>QP=>HA�PK�EJP=JCE>HAO�PK�>A�IKNA�NEOGU
PD=J�A=NJEJCO�=PPNE>QP=>HA�PK�P=JCE>HA�=OOAPO�SA�PAJ@�PK�QOA�DECD�?=LEP=HEV=PEKJ
N=PAO�	HKS�IQHPELHAO
�

��� 'U>NE@�R=NE=PEKJ�KB�?=LEP=HEVA@
A=NJEJCO�IAPDK@�PD=P�NABHA?PO
PDA�?KJ?ALP�PD=P�A=NJEJCO
@ANERA�BNKI�>KPD�PDA�P=JCE>HA
=OOAPO�=J@�EJP=JCE>HA�=OOAPO�KB
PDA�>QOEJAOO�

��� #EBBANAJ?A�>APSAAJ�PDA
A=NJEJCO�=PPNE>QP=>HA�PK�PDA
P=JCE>HA�=OOAPO�=J@�PDA
NALKNPA@�A=NJEJCO�

"D=LPAN����5=HQEJC�PDA�!QOEJAOO

�����2LA?EBE?�5=HQ=PEKJ�3A?DJEMQAO ���



3=>HA�����"=LEP=HEV=PEKJ�KB�$T?AOO�$=NJEJCO�	�


5=HQA�KB�JAP�P=JCE>HA�=OOAPO ������

1ALKNPA@�A=NJEJCO�KB�PDA�?KIL=JU �����

$=NJEJCO�=PPNE>QPA@�PK�P=JCE>HA�=OOAPO�����������d����������

$T?AOO�A=NJEJCO �����

"=LEP=HEVA@�R=HQA�KB�AT?AOO�A=NJEJCO�������������� �����

$OPEI=PA@�R=HQA�KB�?KIL=JU ������

6DAJ�SA�?=H?QH=PA�JAC=PERA�AT?AOO�A=NJEJCO�PDA�>QOEJAOO�EO�OPEHH�LNAOQIA@�PK�>A
SKNPD�PDA�R=HQA�KB�EPO�JAP�P=JCE>HA�=OOAPO�=J@�SA�I=GA�JK�NA@Q?PEKJ�BKN�=LL=NAJP
JAC=PERA�EJP=JCE>HAO�

%KN�AT=ILHA�OQLLKOA�=�?KIL=JU�NALKNPO�A=NJEJCO�KB��������=J@�JAP�P=JCE>HA�=OOAPO
KB���������� RAN=CA�EJ@QOPNU�A=NJEJCO�=NA�����KB�JAP�P=JCE>HA�=OOAPO�=J@�SA�@A?E@A
PK�?=LEP=HEVA�AT?AOO�A=NJEJCO�=P������3DA�R=HQA�AOPEI=PA�BKN�PDA�>QOEJAOO�EO��������
=O�ODKSJ�EJ3=>HA�������"=LEP=HEV=PEKJ�KB�$T?AOO�$=NJEJCO�	�
��

3DA�AT?AOO�A=NJEJCO�IAPDK@�HEGA�IQ?D�KB�>QOEJAOO�R=HQ=PEKJ�D=O�EPO�BKQJ@=PEKJ�EJ
I=PANE=HO�LNKIQHC=PA@�>U�PDA�(JPANJ=H�1ARAJQA�2ANRE?A��1ARAJQA�1QHEJC���^����OAPO
BKNPD�=�OK�?=HHA@formula method�=O�BKHHKSO�

3DA�MQAOPEKJ�LNAOAJPA@�EO�SDAPDAN�PDA�`BKNIQH=a�=LLNK=?D�PDA�?=LEP=HEV=PEKJ�KB
A=NJEJCO�EJ�AT?AOO�KB�=�B=EN�N=PA�KB�NAPQNJ�KJ�JAP�P=JCE>HA�=OOAPO�I=U�>A�QOA@�PK
@APANIEJA�PDA�B=EN�I=NGAP�R=HQA�KB�PDA�EJP=JCE>HA�=OOAPO�KB�=�>QOEJAOO��3DA
`BKNIQH=a�=LLNK=?D�I=U�>A�OP=PA@�=O�BKHHKSO�

 �LAN?AJP=CA�NAPQNJ�KJ�PDA�=RAN=CA�=JJQ=H�R=HQA�KB�PDA�P=JCE>HA�=OOAPO�QOA@�EJ�=
>QOEJAOO�EO�@APANIEJA@�QOEJC�=�LANEK@�KB�UA=NO�	LNABAN=>HU�JKP�HAOO�PD=J�BERA

EIIA@E=PAHU�LNEKN�PK�PDA�R=HQ=PEKJ�@=PA��3DA�=IKQJP�KB�PDA�LAN?AJP=CA�NAPQNJ�KJ
P=JCE>HA�=OOAPO�PDQO�@APANIEJA@�EO�@A@Q?PA@�BNKI�PDA�=RAN=CA�A=NJEJCO�KB�PDA
>QOEJAOO�BKN�OQ?D�LANEK@�=J@�PDA�NAI=EJ@AN�EB�=JU�EO�?KJOE@ANA@�PK�>A�PDA�=IKQJP
KB�PDA�=RAN=CA�=JJQ=H�A=NJEJCO�BNKI�PDA�EJP=JCE>HA�=OOAPO�KB�PDA�>QOEJAOO�BKN�PDA
LANEK@��3DEO�=IKQJP�	?KJOE@ANA@�=O�PDA�=RAN=CA�=JJQ=H�A=NJEJCO�BNKI�EJP=JCE>HAO

?=LEP=HEVA@�=P�=�LAN?AJP=CA�KB�O=U����PK����LAN?AJP�EO�PDA�R=HQA�KB�PDA�EJP=JCE>HA
=OOAPO�@APANIEJA@�QJ@AN�PDA�`BKNIQH=a�=LLNK=?D�

"D=LPAN����5=HQEJC�PDA�!QOEJAOO
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3DA�LAN?AJP=CA�KB�NAPQNJ�KJ�PDA�=RAN=CA�=JJQ=H�R=HQA�KB�PDA�P=JCE>HA�=OOAPO�QOA@
ODKQH@�>A�PDA�LAN?AJP=CA�LNAR=EHEJC�EJ�PDA�EJ@QOPNU�EJRKHRA@�=P�PDA�@=PA�KB
R=HQ=PEKJ�KN�	SDAJ�PDA�EJ@QOPNU�LAN?AJP=CA�EO�JKP�=R=EH=>HA
�=�LAN?AJP=CA�KB���PK���
LAN?AJP�I=U�>A�QOA@�

3DA���LAN?AJP�N=PA�KB�NAPQNJ�=J@�PDA����LAN?AJP�N=PA�KB�?=LEP=HEV=PEKJ�=NA�=LLHEA@�PK
P=JCE>HAO�=J@�EJP=JCE>HAO�NAOLA?PERAHU�KB�>QOEJAOOAO�SEPD�=�OI=HH�NEOG�B=?PKN�=J@
OP=>HA�=J@�NACQH=N�A=NJEJCO��PDA����LAN?AJP�N=PA�KB�NAPQNJ�=J@����LAN?AJP�N=PA�KB
?=LEP=HEV=PEKJ�=NA�=LLHEA@�PK�>QOEJAOOAO�EJ�SDE?D�PDA�D=V=N@O�KB�>QOEJAOO�=NA
NAH=PERAHU�DECD�

3DA�=>KRA�N=PAO�=NA�QOA@�=O�AT=ILHAO�=J@�=NA�JKP�=LLNKLNE=PA�EJ�=HH�?=OAO�]

3DA�L=OP�A=NJEJCO�PK�SDE?D�PDA�BKNIQH=�EO�=LLHEA@�ODKQH@�B=ENHU�NABHA?P�PDA�LNK>=>HA
BQPQNA�A=NJEJCO��.N@EJ=NEHU�PDA�LANEK@�ODKQH@�JKP�>A�HAOO�PD=J�BERA�UA=NO�=J@
=>JKNI=H�UA=NO�SDAPDAN�=>KRA�KN�>AHKS�PDA�=RAN=CA�ODKQH@�>A�AHEIEJ=PA@��(B�PDA
>QOEJAOO�EO�=�OKHA�LNKLNEAPKNODEL�KN�L=NPJANODEL�PDANA�ODKQH@�>A�@A@Q?PA@�BNKI�PDA
A=NJEJCO�KB�PDA�>QOEJAOO�=�NA=OKJ=>HA�=IKQJP�BKN�OANRE?AO�LANBKNIA@�>U�PDA�KSJAN
KN�L=NPJANO�AJC=CA@�EJ�PDA�>QOEJAOO�]

3DA�`BKNIQH=a�=LLNK=?D�ODKQH@�JKP�>A�QOA@�EB�PDANA�EO�>APPAN�ARE@AJ?A�=R=EH=>HA
BNKI�SDE?D�PDA�R=HQA�KB�EJP=JCE>HAO�?=J�>A�@APANIEJA@�]

!A?=QOA�KB�PDA�ATPAJOERA�CQE@=J?A�CERAJ�EJ�1ARAJQA�1QHEJC���^����I=JU�>QOEJAOO
R=HQ=PEKJ�=J=HUOPO�BKHHKS�EP�?HKOAHU�ARAJ�PDKQCD�EP�?KJP=EJO�I=JU�?=QPEKJO�=J@
MQ=HEBE?=PEKJO�AOLA?E=HHU�EJ�LANBKNIEJC�R=HQ=PEKJO�BKN�P=T�LQNLKOAO��3DEO�=LLNK=?D
D=O�?KIA�PK�>A�GJKSJ�=O�PDATreasury Method �� �2AA�/N=PP�AP�=H��	����
�BKN�=J
ATL=J@A@�@EO?QOOEKJ�KB�PDA�AT?AOO�A=NJEJCO�IAPDK@�

Valuation Premiums and Discounts

 BPAN�EJEPE=HHU�AOPEI=PEJC�PDA�R=HQA�KB�=�>QOEJAOO�PD=P�AOPEI=PA�I=U�>A�=@FQOPA@
QLS=N@�	LNAIEQI
�KN�@KSJS=N@�	@EO?KQJP
�PK�NABHA?P�KPDAN�B=?PKNO�NAH=PA@�PK�PDA
KSJANODEL�EJPANAOP�EJ�MQAOPEKJ��%KN�AT=ILHA�=controlling interestEJ�=�>QOEJAOO�EO
SKNPD�IKNA�KJ�=�LAN�OD=NA�>=OEO�PD=J�=minority interest�=O�PDA�DKH@AN�KB�=
?KJPNKHHEJC�EJPANAOP�D=O�=QPDKNEPU�KRAN�>QOEJAOO�@A?EOEKJO�SDANA=O�PDA�IEJKNEPU
EJPANAOP�DKH@AN�@KAO�JKP��3DEO�OA?PEKJ�>NEABHU�AT=IEJAO�OKIA�?KIIKJ�LNAIEQIO
=J@�@EO?KQJPO�%KN�=J�ATPAJ@A@�@EO?QOOEKJ�KB�LNAIEQIO�=J@�@EO?KQJPO�OAA�/N=PP
	����
�

��� %KHHKSEJC�PDA�ATPAJOERA
CQE@=J?A�CERAJ�EJ�1ARAJQA
1QHEJC���^����
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!QOEJAOO�R=HQ=PEKJO�PULE?=HHU�>ACEJ�SEPD�=base value�QOEJC�PA?DJEMQAO�=LLHE?=>HA�PK
=�>NK=@�N=JCA�KB�>QOEJAOOAO�� �LNAIEQI�KN�@EO?KQJP�EO�=J�QLS=N@�KN�@KSJS=N@
=@FQOPIAJP�PK�PDEO�>=OA�R=HQA�PK�NABHA?P�OKIA�@EBBANAJP�?D=N=?PANEOPE?O�KB�PDA
L=NPE?QH=N�>QOEJAOO�>AEJC�?KJOE@ANA@��3DAOA�?D=N=?PANEOPE?O�=NA�NABHA?PA@�EJ�R=NEKQO
S=UO��(B�KJA�QOAO�=�@EO?KQJPA@�?=OD�BHKS�=LLNK=?D�PK�R=HQ=PEKJ�=�DECDAN�KN�HKSAN
@EO?KQJP�N=PA�?KQH@�NABHA?P�PDA�OLA?E=H�?D=N=?PANEOPE?O�� HPANJ=PERAHU�PDA�=J=HUOP
?KQH@�=@FQOP�PDA�EJEPE=H�R=HQ=PEKJ�AOPEI=PA�QLS=N@�KN�@KSJS=N@�BKN�OLA?EBE?�BA=PQNAO
KB�PDA�>QOEJAOO��*JKSEJC�DKS�PK�E@AJPEBU�=J@�MQ=JPEBU�LNAIEQIO�=J@�@EO?KQJPO�EO
KJA�KB�PDA�OLA?EBE?�OGEHHO�KB�=�>QOEJAOO�R=HQ=PEKJ�ATLANP��3DA�BKHHKSEJC�OEPQ=PEKJO�?=J
EJ?NA=OA�KN�@A?NA=OA�PDA�@EO?KQJP�LNAIEQI�

[ Control premium��3DA�>QUAN�=?MQENAO�=controlling interest_QOQ=HHU
@ABEJA@�=O�IKNA�PD=J�����KB�PDA�RKPEJC�LKSAN_EJ�PDA�=?MQENA@
?KIL=JU��!A?=QOA�KB�=HH�PDA�LKSANO�=�?KJPNKHHEJC�KSJAN�D=O�=
?KJPNKHHEJC�KSJANODEL�EJPANAOP�EO�?HA=NHU�SKNPD�IKNA�PD=J�=
JKJ?KJPNKHHEJC�EJPANAOP��3DAOA�LNAIEQIO�?=J�>A�EJ�PDA���^����N=JCA�

[ Minority interest discount�� �IEJKNEPU�EJPANAOP�@EO?KQJP�=HOK�GJKSJ�=O�=
@EO?KQJP�BKN�H=?G�KB�?KJPNKH�EO�PDA�HKCE?=H�KLLKOEPA�KB�=�?KJPNKH
LNAIEQI��(B�PDA�=>EHEPU�PK�ATAN?EOA�?KJPNKH�?KII=J@O�=�LNAIEQI�PDA
H=?G�KB�PD=P�=>EHEPU�EO�SKNPD�HAOO�

[ Strategic acquisition premium��2KIAPEIAO�PDA�=?MQEOEPEKJ�KB�=�>QOEJAOO
I=U�>A�EILKNP=JP�BNKI�=�OPN=PACE?�LANOLA?PERA��%KN�AT=ILHA�=J
=?MQEOEPEKJ�I=U�?KILHAIAJP�PDA�ATEOPEJC�LNK@Q?P�HEJA�>NK=@AJEJC�PDA
CAKCN=LDE?�I=NGAP�AJOQNA�=�OKQN?A�KB�OQLLHU�KN�AHEIEJ=PA�=�GAU
?KILAPEPKN�BKN�=�OLA?EBE?�>QUAN�

[ Lack-of-marketability discount��/Q>HE?HU�PN=@A@�AMQEPU�OD=NAO�D=RA�=�DECD
@ACNAA�KB�HEMQE@EPU_PDAU�?=J�>A�NA=@EHU�?KJRANPA@�EJPK�?=OD�=P�?HKOA�PK
LNAR=EHEJC�LNE?AO��!A?=QOA�EJRAOPKNO�R=HQA�HEMQE@EPU�=�JAC=PERA�B=?PKN
ATEOPO�SDAJ�PDA�EJRAOPKN�H=?GO�PDA�=>EHEPU�PK�OAHH�KJ�ODKNP�JKPE?A�=P�=
I=NGAP�LNE?A��2PQ@EAO�NALKNP�PD=P�PDEJHU�PN=@A@�OPK?GO�NA=HEVA@�=
��^����LNE?A�@A?HEJA�SDAJ�PDA�>NKGAN=CA�BENI�PD=P�S=O�PDAEN�OKHA
I=NGAP�I=GAN�SAJP�KQP�KB�>QOEJAOO�/N=PP�	����
�L����� 2PQ@EAO�KB
NAOPNE?PA@�OPK?G�KB�LQ>HE?�?KIL=JEAO�PD=P�EPOAHB�?=JJKP�>A�LQ>HE?HU
PN=@A@�BEJ@�@EO?KQJPO�BKN�PDA�H=?G�KB�I=NGAP=>EHEPU�N=JCEJC�BNKI�=>KQP
����PK����� /N=PP�	����
�?D=LPANO��^��.SJANODEL�EJPANAOPO�EJ
JKJLQ>HE?�?KIL=JEAO�=HIKOP�=HS=UO�=NA�@EO?KQJPA@�BKN�PDA�H=?G�KB
I=NGAP=>EHEPU�

[ Key person discount��2KIA�=?MQEOEPEKJO�EJ?HQ@A�=J�=NN=JCAIAJP�BKN�PDA
GAU�LANOKJ	O
�PK�FKEJ�PDA�JAS�?KIL=JU�BKN�=�LANEK@�KB�PEIA��(J�KPDAN
?=OAO�PDA�GAU�LANOKJO�@K�JKP�=??KIL=JU�PDA�=?MQEOEPEKJ�LAND=LO�@QA
PK�@A=PD�KN�NAPENAIAJP��6DAJ�PDA�GAU�LANOKJ�@KAO�JKP�?KJPEJQA�SEPD
PDA�>QOEJAOO�=PPNE>QPAO�OQ?D�=O�PDA�HKU=HPU�KB�?QOPKIANO�OQLLHEANO�KN
AILHKUAAO�I=U�>A�HKOP�=O�SAHH�=O�PDA�GAU�LANOKJbO�L=NPE?QH=N�>QOEJAOO
OGEHHO��1AOA=N?D�OPQ@EAO�=J@�?KQNP�?=OAO�BEJ@�PDA�GAU�LANOKJ�@EO?KQJP�PK

"D=LPAN����5=HQEJC�PDA�!QOEJAOO

�����2LA?EBE?�5=HQ=PEKJ�3A?DJEMQAO ���



PULE?=HHU�>A�EJ�PDA�N=JCA�KB��^����EJ�LQ>HE?�?KIL=JEAO�=J@���^����EJ
LNER=PA�?KIL=JEAO�/N=PP�	����
 "D=LPAN�����#ARAHKLEJC�=�!QOEJAOO
/H=J��

#EO?KQJPO�I=U�>A�=LLHEA@�PK�>=OA�>QOEJAOO�R=HQ=PEKJO�BKN�B=?PKNO�KPDAN�PD=J�PDKOA
@AO?NE>A@�A=NHEAN��.JA�LKOOE>EHEPU�EO�=discount for contingent liabilities �� 
NABHA?PEJC�LKPAJPE=H�BQPQNA�?H=EIO�NAOQHPEJC�BNKI�L=OP�>QOEJAOO�=?PEREPEAO�PD=P�SEHH
>A?KIA�PDA�NAOLKJOE>EHEPU�KB�=�>QUAN��2Q?D�?KJPEJCAJP�HE=>EHEPEAO�EJRKHRA�LKPAJPE=H
HEPEC=PEKJ�OQ?D�=O�LNK@Q?P�HE=>EHEPU�LKPAJPE=H�AJRENKJIAJP=H�?H=EIO�KN�LKPAJPE=H�P=T
=@FQOPIAJPO�BKN�LNEKN�UA=NO��!A?=QOA�PDAOA�HE=>EHEPEAO�=NA�OEPQ=PEKJ�OLA?EBE?�PDA
R=HQ=PEKJ�=J=HUOP�IQOP�HKKG�OD=NLHU�BKN�PDAI�

3DA�=>KRA�@EO?QOOEKJ�EJ@E?=PAO�PD=P�@EO?KQJPO�=NA�IKNA�BNAMQAJP�PD=J�LNAIEQIO�
 BPAN�=?DEAREJC�=�>=OA�R=HQ=PEKJ�PDA�=J=HUOP�?KJOE@ANO�=@FQOPIAJPO�BKN�PDA�R=NEKQO
B=?PKNO�@EO?QOOA@�=>KRA��-KPA�PD=P�PDA�EIL=?P�KB�PDAOA�B=?PKNO�?=J�>A�EJ?KNLKN=PA@
EJPK�PDA�>=OA�=J=HUOEO_BKN�AT=ILHA�>U�=@FQOPEJC�PDA�AOPEI=PAO�KB�BQPQNA�EJ?KIA�KN
?=OD�BHKSO_KN�?=J�>A�NABHA?PA@�=O�=J�=@FQOPIAJP�PK�PDA�>=OA�R=HQA�?=H?QH=PEKJ�
'KSARAN�EJ?KNLKN=PA@�EJPK�PDA�>QOEJAOO�R=HQ=PEKJ�=J=HUOEO�@EO?KQJPO�?=J�D=RA�=
H=NCA�ABBA?P�KJ�PDA�QHPEI=PA�R=HQA�

��� 1ABHA?PEJC�LKPAJPE=H�BQPQNA
?H=EIO�NAOQHPEJC�BNKI�L=OP
>QOEJAOO�=?PEREPEAO�PD=P�SEHH
>A?KIA�PDA�NAOLKJOE>EHEPU�KB�=
>QUAN�

"D=LPAN����5=HQEJC�PDA�!QOEJAOO
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11.5 Valuing Start-Up Businesses

!QOEJAOOAO�PD=P�=NA�UAP�PK�>A�QJ@ANP=GAJ�KN�=NA�EJ�PDA�A=NHU�OP=CAO�KB�PDAEN
@ARAHKLIAJP�=NA�AOLA?E=HHU�D=N@�PK�R=HQA��2QLLKOA�=J�AJPNALNAJAQN�SEPD�=�?KJ?ALP
BKN�=�JAS�>QOEJAOO�JAA@O�?=LEP=H�PK�H=QJ?D�PDA�>QOEJAOO��!A?=QOA�KB�PDA�DECD�NEOG�KB
JAS�>QOEJAOOAO�PN=@EPEKJ=H�?=LEP=H�OKQN?AO_>=JGO�=J@�KPDAN�EJOPEPQPEKJ=H�HAJ@ANO
=J@�PDA�LQ>HE?�AMQEPU�I=NGAPO_=NA�QOQ=HHU�JKP�=R=EH=>HA��,KOP�JAS�>QOEJAOOAO�>ACEJ
SEPD�?=LEP=H�N=EOA@�BNKI�PDA�BKQJ@ANbO�KSJ�NAOKQN?AO�=J@�LAND=LO�BNKI�BNEAJ@O�=J@
B=IEHU��2KIAPEIAO�=J�QJNAH=PA@�EJRAOPKN�SDK�>AHEARAO�EJ�PDA�?KJ?ALP�NABANNA@�PK�=O
=J�`=JCAHa�=HOK�LNKRE@AO�OKIA�OAA@�?=LEP=H�Angels=NA�AOLA?E=HHU�?KIIKJ�EJ�=NPEOPE?
RAJPQNAO�OQ?D�=O�IKREAO�KN�OP=CA�ODKSO�� O�PDA�>QOEJAOO�>ACEJO�PK�@ARAHKLVCs
KBPAJ�LNKRE@A�PDA�JATP�EJBHQT�KB�?=LEP=H��3DAOA�EJRAOPKNO�P=GA�ODKNP�PANI�KSJANODEL
OP=GAO�EJ�LNKIEOEJC�JAS�>QOEJAOOAO��!QOEJAOO�R=HQ=PEKJO�D=RA�=�NKHA�PK�LH=U�EJ�PDAOA
OEPQ=PEKJO�=O�SAHH�=O�EJ�PDA�BEJ=J?EJC�KN�LQN?D=OA�KB�AOP=>HEODA@�>QOEJAOOAO�%KN�=J
ATL=J@A@�@EO?QOOEKJ�KB�R=HQ=PEKJ�KB�OP=NPQL�?KIL=JEAO�OAA� >N=IO�	����

AOLA?E=HHU"D=LPAN�����#ARAHKLEJC�=�!QOEJAOO�/H=J��=J@�$R=JO�=J@�!EODKL�	����

AOLA?E=HHU"D=LPAN�����6N=L�4L��

Approaches to Valuing a Start-Up

!A?=QOA�=�JAS�>QOEJAOO�D=O�HEPPHA�PK�JK�DEOPKNU�=J@�>A?=QOA�EP�I=U�>A�LQNOQEJC
EJJKR=PERA�LNK@Q?PO�OANRE?AO�KN�KPDAN�>QOEJAOO�BA=PQNAO�QJ?ANP=EJPU�=>KQP�EPO
BQPQNA�LNKOLA?PO�EO�AOLA?E=HHU�DECD�� �?=LEP=HEVA@�A=NJEJCO�=LLNK=?D�?=JJKP�>A�QOA@
=O�JAS�?KIL=JEAO�BNAMQAJPHU�NALKNP�HKOOAO�EJ�PDA�A=NHU�UA=NO�=J@�PDAEN�LNAOAJP
A=NJEJCO�	HKOOAO
�I=U�JKP�>A�EJ@E?=PERA�KB�ATLA?PA@�A=NJEJCO�� �@EO?KQJPA@�A=NJEJCO
KN�@EO?KQJPA@�?=OD�BHKS�=LLNK=?D�EO�PULE?=HHU�IKOP�=LLNKLNE=PA��,=JU�=J=HUOPO
B=RKN�QOEJC�?=OD�BHKSO�N=PDAN�PD=J�A=NJEJCO�>A?=QOA�KB�PDA�EILKNP=J?A�KB�?=OD
I=J=CAIAJP�EJ�OP=NP�QL�BENIO��,=JU�OP=NP�QLO�B=EH�>A?=QOA�PDAU�MQE?GHU�NQJ�KQP�KB
?=OD��#QNEJC�PDA�`@KP�?KIa�AN=�=J=HUOPO�KBPAJ�BK?QOA@�KJ�PDA�N=PA�=P�SDE?D�=�OP=NP�
QL�?KJOQIA@�?=OD�=�LDAJKIAJKJ�?KHKNBQHHU�GJKSJ�=O�EPOburn rate �� �

6DAJ�LANBKNIEJC�=�@EO?KQJPA@�?=OD�BHKS�=LLNK=?D�PK�R=HQEJC�=�JAS�>QOEJAOO�PDA
=J=HUOP�IQOP�@A?E@A�KJ�PDA�AOPEI=PA�KB�?=OD�BHKSO�PK�QOA��3DA�AJPNALNAJAQNbO
BKNA?=OPO�=NA�HEGAHU�PK�>A�DECDHU�KLPEIEOPE?�NABHA?PEJC�DEO�KN�DAN�REOEKJ�KB�=
OQ??AOOBQH�BQPQNA��6DAJ�QOEJC�=J�AJPNALNAJAQNbO�BKNA?=OPO�PDA�=J=HUOP�PULE?=HHU
PNEAO�PK�JAQPN=HEVA�PDA�AJPNALNAJAQNbO�KLPEIEOI�SEPD�=�DECD�@EO?KQJP�N=PA�� �DECD
N=PA�NABHA?PO�>KPD�PDA�@ACNAA�KB�NEOG�EJRKHRA@�=J@�PDA�ATLA?P=PEKJO�KB�?=LEP=H
LNKRE@ANO�BKN�DECD�NAPQNJO�PK�?KILAJO=PA�BKN�PDA�NEOG��5"O�IECDP�OAAG�N=PAO�KB
NAPQNJ�KB�����KN�IKNA�@QNEJC�PDA�OAA@�?=LEP=H�OP=CA�=J@���^����=P�H=PAN�OP=CAO�

��� 3DA�N=PA�=P�SDE?D�=�OP=NP�QL
?KJOQIA@�?=OD�

"D=LPAN����5=HQEJC�PDA�!QOEJAOO

���



5"O�=NA�JKP�HKJC�PANI�EJRAOPKNO��3DAU�OAAG�PKcash out=BPAN��^��UA=NO��3DAEN
EJRAOPIAJPO�KBPAJ�P=GA�PDA�BKNI�KB�OLA?E=HEVA@�AMQEPU�OQ?D�=O�=�LNABANNA@�OPK?G
EOOQA�SEPD�=�DECD�@ERE@AJ@�N=PA�=J@�I=J@=PKNU�NA@AILPEKJ�=P�=�OLA?EBEA@�BQPQNA
PEIA�AEPDAN�=P�=�DECD�?=OD�LNE?A�KN�=P�=�CAJANKQO�?KJRANOEKJ�EJPK�?KIIKJ�OD=NAO�
3DA�H=PPAN�KLPEKJ�EO�=LLA=HEJC�SDAJ�PDA�5"O�=JPE?EL=PA�=Jinitial public offering KB
PDA�OP=NP�QLbO�OD=NAO�

5AJPQNA�?=LEP=H�EJRAOPEJC�EO�DECD�NEOG��%ENOP�PEIA�OP=NP�QLO�D=RA�=�����?D=J?A�KB
OQ??AA@EJC��$RAJ�LNAREKQOHU�OQ??AOOBQH�RAJPQNA�?=LEP=H�>=?GA@�AJPANLNEOAO�OPEHH�KJHU
D=RA�=�����?D=J?A�KB�OQ??AA@EJC�EJ�PDA�JATP�RAJPQNA�&KILANO�*KRJAN�+ANJAN�=J@
2?D=NBOPAEJ�	����
�

Multiscenario Approaches

(J�=@@EPEKJ�PK�QOEJC�DECD�@EO?KQJP�N=PAO�BKN�OP=NP�QL�?KIL=JEAO�R=HQ=PEKJ�=J=HUOPO
I=U�QOA�=�IQHPEO?AJ=NEK�=LLNK=?D��.JA�IQHPEO?AJ=NEK�=LLNK=?D�>ACEJO�>U
?KJOPNQ?PEJC�=HPANJ=PERA�KQP?KIAO�QJ@AN�@EBBANAJP�@ACNAAO�KB�KLPEIEOI�=>KQP�PDA
BQPQNA�KB�PDA�?KIL=JU��3DA�=LLNK=?D�JATP�AOPEI=PAO�=�@EO?KQJPA@�?=OD�BHKS�R=HQA
BKN�A=?D�KQP?KIA�?=HHA@�=conditional value �� �=J@�PDAJ�SAECDPO�A=?D�KQP?KIA
=??KN@EJC�PK�=�LNK>=>EHEPU�AOPEI=PA�KB�EPO�HEGAHEDKK@�KB�K??QNNEJC��.BPAJ�NABANNA@�PK
=O�PDAFirst Chicago Approach��  >N=IO�	����
�LL�����^���� PDEO�IAPDK@KHKCU
BNAMQAJPHU�?NA=PAO�=�P=>HA�OQ?D�=O�PDA�KJA�ODKSJ�>AHKS�QOEJC�PDA�OQ??AOO
LAN?AJP=CAO�?EPA@�=>KRA�

Scenario
Conditional value

($)
Probability

Weighted value
($)

5ANU�KLPEIEOPE?��������� ���� �������

.LPEIEOPE? �������� ���� �������

"KJOANR=PERA �������� ���� �������

!NA=G�ARAJ � ���� �

/AOOEIEOPE? 	��������
 ���� 	��������


Weighted
Average

$3,400,000

��� $OPEI=PAO�=�@EO?KQJPA@�?=OD
BHKS�R=HQA�BKN�=�>QOEJAOOAO
=HPANJ=PERA�KQP?KIAO�

��� 6AECDPO�A=?D�KQP?KIA�KB
?KJ@EPEKJ=H�R=HQA�=??KN@EJC�PK
=�LNK>=>EHEPU�AOPEI=PA�KB�EPO
HEGAHEDKK@�KB�K??QNNEJC�

"D=LPAN����5=HQEJC�PDA�!QOEJAOO

�����5=HQEJC�2P=NP�4L�!QOEJAOOAO ���



11.6 Examples of Valuation

,=JU�?KJOE@AN=PEKJO�=J@�AOPEI=PAO�AJPAN�EJPK�=�>QOEJAOO�R=HQ=PEKJ��(P�EO�IKNA�=NP
PD=J�O?EAJ?A�SEPD�PDA�OGEHH�=J@�EJOECDP�KB�PDA�R=HQ=PEKJ�ATLANP�LH=UEJC�=J�EILKNP=JP
NKHA�

3K�EHHQOPN=PA�OKIA�KB�PDA�ABBA?PO�KB�PDA�AOPEI=PAO�=J@�=OOQILPEKJO�EJRKHRA@
?KJOE@AN�=�JAS�>QOEJAOO�RAJPQNA�1KJbO�!QOEJAOO�5=HQ=PEKJ�2ANRE?AO�SEPD�PDA�BENOP�
UA=N�?=OD�BHKS�AOPEI=PAO�=O�ODKSJ�EJ3=>HA�������%ENOP�UA=N�/NKFA?PA@�"=OD�%HKS��

3DA�BENOP�MQAOPEKJ�EO�PDA�ATLA?PA@�CNKSPD�KB�PDA�>QOEJAOO��"KJOE@AN�BENOP�=J
=OOQILPEKJ�KB����=JJQ=H�CNKSPD��6A�=OOQIA�PD=P�?KHHA?PEKJO�=J@�=HH�ATLAJOAO�SEHH
CNKS�=P�PD=P�N=PA�PDKQCD�KPDAN�=OOQILPEKJO�?KQH@�>A�I=@A�� ���UA=N�?=OD�BHKS
LNKFA?PEKJ�BKN�1KJbO�!QOEJAOO�5=HQ=PEKJ�2ANRE?AO�SEPD����CNKSPD�SKQH@�>A�=O
ODKSJ�EJ3=>HA�������%ERA�UA=N�"=OD�%HKS�/NKFA?PEKJ����&NKSPD�1=PA��

 �@EO?KQJP�N=PA�JAA@O�PK�>A�?DKOAJ��2EJ?A�CNKSPD�EO�=HNA=@U�>QEHP�EJPK�PDA�?=OD�BHKS
=OOQILPEKJO�PDA�@EO?KQJP�N=PA�NABHA?PO�KJHU�PDA�NEOGEJAOO�KB�PDEO�>QOEJAOO��(B�SA
>AHEARA@�PD=P�PDA�>QOEJAOO�D=@�NAH=PERAHU�HEPPHA�NEOG�SA�IECDP�?DKKOA�=�@EO?KQJP�N=PA
KB������3DEO�SKQH@�CERA�=�LNAOAJP�R=HQA�BKN�PDA���UA=NO�KB�?=OD�BHKS�KB���������(B�SA
>AHEARA@�PDA�NEOG�S=O�DECD�SA�IECDP�?DKKOA�=�@EO?KQJP�N=PA�KB�����SDE?D�SKQH@
CERA�=�LNAOAJP�R=HQA�KB���������"HA=NHU�PDA�?DKE?A�KB�@EO?KQJP�N=PA�D=O�=�I=FKN
EJBHQAJ?A�KJ�PDA�?=H?QH=PA@�LNAOAJP�R=HQA�

(JOPA=@�KB�AOPEI=PEJC�PDA�?=OD�BHKS�KB�A=?D�KB�PDA�BENOP���UA=NO�OQLLKOA�SA�OEILHU
AOPEI=PA@�PD=P�PDA�=RAN=CA�=JJQ=H�?=OD�BHKS�KRAN���UA=NO�SKQH@�>A���������3DEO
SKQH@�JKP�I=GA�=�>EC�@EBBANAJ?A�EJ�PDA�LNAOAJP�R=HQA�?=H?QH=PEKJO�CEREJC��������=P
=�����@EO?KQJP�N=PA�=J@��������=P�=�����@EO?KQJP�N=PA��3DAOA�=IKQJPO�=NA
OKIASD=P�DECDAN�PD=J�ODKSJ�A=NHEAN�>A?=QOA�QOEJC�=J�=RAN=CA�EJ�PDEO�?=OA
=PPNE>QPAO�OKIASD=P�DECDAN�?=OD�BHKSO�PK�A=NHEAN�UA=NO�=J@�OKIASD=P�HKSAN�?=OD
BHKSO�PK�H=PAN�UA=NO�PDQO�EJ?NA=OEJC�PDA�LNAOAJP�R=HQA�

3=>HA�����%ENOP�UA=N�/NKFA?PA@�"=OD�%HKS

Cash receipts ($)

"=OD�?KHHA?PEKJO�BNKI�?HEAJPO������

Cash payments ($)

/=UNKHH �����

"D=LPAN����5=HQEJC�PDA�!QOEJAOO

���



,=NGAPEJC�=J@�?QOPKIAN�OANRE?A�����

1AJP �����

.BBE?A�OQLLHEAO�=J@�AMQELIAJP�����

3=TAO�=J@�HE?AJOAO �����

Total cash payments ($) ������

Net cash flow ($) �����

3=>HA�����%ERA�UA=N�"=OD�%HKS�/NKFA?PEKJ����&NKSPD�1=PA

Year 1 Year 2 Year 3 Year 4 Year 5

Cash collections ($) 200,000 212,000 224,720 238,203 252,495

Cash payments ($)

/=UNKHH ����� ����� ����� ����� ������

,=NGAPEJC�=J@�?QOPKIAN�OANRE?A����� ����� ����� ����� �����

1AJP ����� ����� ����� ����� �����

.BBE?A�OQLLHEAO�=J@�AMQELIAJP����� ����� ����� ����� �����

3=TAO�=J@�HE?AJOAO ����� ����� ����� ����� �����

Total cash payments ($) 182,000 192,920 204,496 216,764 229,771

Net cash flow ($) 18,000 19,080 20,224 21,439 22,724
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Year 1 Year 2 Year 3 Year 4 Year 5

Cash collections ($) 200,000 232,000 269,120 312,179 362,128

Cash payments ($)
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Total cash payments ($) 182,000 211,120 244,899 284,083 329,536

Net cash flow ($) 18,000 20,880 24,211 28,096 32,592
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11.7 The Importance of Growth Rate on Firm Value
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Figure 11.1The Influence of Growth Rate on Firm Value

%ENI�5=HQA���(JEPE=H� JJQ=H�1APQNJ�	#EO?KQJP�1=PA�c�&NKSPD�1=PA�KB�(JEPE=H�1APQNJ


(B�PDA�EJEPE=H�=JJQ=H�NAPQNJ�EO��������=J@�PDA�?KOP�KB�?=LEP=H�EO����=J@�NARAJQAO�=NA
JKP�ATLA?PA@�PK�CNKS�PDAJ�PDA�R=HQA�KB�PDA�BENI�SKQH@�>A����������(B�PDA�EJEPE=H
=JJQ=H�NAPQNJ�EO�ATLA?PA@�PK�CNKS�=P����PDAJ�PDA�R=HQA�KB�PDA�BENI�SKQH@�EJ?NA=OA
PK���������

%ECQNA�������3DA�(JBHQAJ?A�KB�&NKSPD�1=PA�KJ�%ENI�5=HQA�LNAOAJPO�=�CN=LD�SDANA
PDA�CNKSPD�N=PA�N=JCAO�BNKI��^����SEPD�=�@EO?KQJP�N=PA�KB�����=J@�=J�EJEPE=H�=JJQ=H
NAPQNJ�KB���������3DA�LNAOAJP�R=HQA�KB�=�BENI�SEPD����CNKSPD�N=PA�EO�=LLNKTEI=PAHU

"D=LPAN����5=HQEJC�PDA�!QOEJAOO

���



���������3DA�LNAOAJP�R=HQA�KB�PDA�BENI�SEPD�=�����CNKSPD�N=PA�EO����������� O�PDA
CNKSPD�N=PA�=LLNK=?DAO�PDA�@EO?KQJP�N=PA�PDA�LNAOAJP�R=HQA�KB�PDA�BENI�EJ?NA=OAO
ATLKJAJPE=HHU��3DEO�EJ�L=NP�EHHQOPN=PAO�SDU�?KIL=JEAO�SEPD�RANU�IK@AOP�NAPQNJO�=NA
OKIAPEIAO�R=HQA@�RANU�DECDHU�>U�LKPAJPE=H�EJRAOPKNO�� �BENI�SEPD�OPNKJC�CNKSPD
LKPAJPE=H�ARAJ�SEPD�OI=HH�EJEPE=H�NAPQNJO�EO�=J�=PPN=?PERA�P=NCAP�BKN�EJRAOPKNO�

"D=LPAN����5=HQEJC�PDA�!QOEJAOO

�����3DA�(ILKNP=J?A�KB�&NKSPD�1=PA�KJ�%ENI�5=HQA ���



11.8 Conclusion
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Chapter 12

Developing a Business Plan
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The Business Model: Important Business Model Decisions
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12.1 Purpose of the Business Plan
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12.2 Approaches for Developing Business Plans
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>QOEJAOO�LH=J�EO�PDAJ�LNAOAJPA@�PK�PDA�NAHAR=JP�L=NPEAO��3DA�I=FKN�?NEPE?EOI�KB�PDEO
=LLNK=?D�EO�PD=P�PKK�IQ?D�PEIA�EO�OLAJP�@ARAHKLEJC�PDA�>QOEJAOO�LH=J�=J@�JKP
AJKQCD�PEIA�KJ�NABEJEJC�=J@�OPNA=IHEJEJC�PDA�>QOEJAOO�IK@AH�

3DA�OA?KJ@�=LLNK=?D�?KJOEOPO�KB�SNEPEJC�=J�ATA?QPERA�OQII=NU�KN�=�>QOEJAOO
?KJ?ALP�L=LAN�=J@�PDAJ�PK�LNAL=NA�=�LNAOAJP=PEKJ�=J@�@AHERAN�EP�PK�PDA�NAHAR=JP
L=NPEAO�SEPDKQP�=JU�IK@EBE?=PEKJ�BNKI�LNAOAJP=PEKJ�BAA@>=?G��6A�D=RA�QOA@�PDEO
=LLNK=?D�BKN�KRAN����UA=NO��&QU�*=S=O=GE�QOAO�=�OEIEH=N�PA?DJEMQA�?=HHA@�PDA�LEP?D
=J@�LH=J�=LLNK=?D�*=S=O=GE�	����
�

*=S=O=GE�>AHEARAO�PD=P�KJA�LQNLKOA�KB�PDA�LH=J�EO�PK�=PPN=?P�EJRAOPKNO�>QP�PD=P�PDA
IKOP�EILKNP=JP�NA=OKJ�BKN�@ARAHKLEJC�=�LH=J�EO�PK�OKHE@EBU�PDA�I=J=CAIAJP�PA=IbO
K>FA?PERAO��'A�>AHEARAO�PD=P�PDA�ATA?QPERA�OQII=NU�LH=UO�=�?NEPE?=H�NKHA�EJ�=PPN=?PEJC
EJRAOPKNO�=J@�?NA=PEJC�BK?QO�BKN�PDA�I=J=CAIAJP�PA=I��'A�NA?KIIAJ@O�LEP?DEJC
PDA�E@A=�BENOP�=J@�PDAJ�@ARAHKLEJC�=�BQHH�>HKSJ�LH=J�

 O�JKPA@�=>KRA�SA�?KILHAPAHU�=CNAA�SEPD�PD=P�=OOANPEKJ�=J@�D=RA�QOA@�=�OEIEH=N
=LLNK=?D�BKN�UA=NO��3DA�% #�PAILH=PA�PDA�!QOEJAOO�/H=J�.RANREAS�PAILH=PA�PDA
ATA?QPERA�OQII=NU�PDA�>QOEJAOO�LNAOAJP=PEKJ�=J@�PDA�BQHH�>HKSJ�>QOEJAOO�LH=J�=NA
EJ�NA=HEPU�LNKPKPULAO�KB�PDA�>QOEJAOO��3DAU�=NA�=HH�=>>NARE=PA@�>QOEJAOO�IK@AHO��3DAU
CERA�PDA�I=J=CAIAJP�PA=I�PDA�BKQJ@ANO�=J@�PDA�EJRAOPKNO�=J�KLLKNPQJEPU�PK�BK?QO
KJ�OKIAPDEJC�PD=P�NALNAOAJPO�PDA�=?PQ=H�>QOEJAOO��'KS�I=JU�PEIAO�D=RA�UKQ�DA=N@
PDA�BKHHKSEJC�NABN=EJO�

3DAU�FQOP�@KJbP�QJ@ANOP=J@�KQN�>QOEJAOO�IK@AH�

3DAU�FQOP�@KJbP�QJ@ANOP=J@�SD=P�SAbNA�@KEJC�

.JA�KB�PDA�IKOP�EILKNP=JP�@QPEAO�KB�PDA�AJPNALNAJAQN�EO�PK�A@Q?=PA�=J@�B=?EHEP=PA
PDA�HA=NJEJC�LNK?AOO�KB�PDA�I=J=CAIAJP�PA=I�PDA�BKQJ@ANO�=J@�EJRAOPKNO��3DA
K>FA?PERA�ODKQH@�JKP�>A�PKK�K>O?QNA�PDA�S=U�PDA�>QOEJAOO�SKNGO�>QP�N=PDAN�PK�DAHL
EJPANAOPA@�L=NPEAO�QJ@ANOP=J@�SDU�PDA�>QOEJAOO�SEHH�SKNG��3DA�3AJ^3AJ�LH=JJEJC
=LLNK=?D�?KQLHA@�SEPD�PDA�ATA?QPERA�OQII=NU�PDA�LNAOAJP=PEKJ�=J@�PDA�BQHH�

"D=LPAN����#ARAHKLEJC�=�!QOEJAOO�/H=J

���



>HKSJ�>QOEJAOO�LH=J�ODKQH@�B=?EHEP=PA�PDA�HA=NJEJC�LNK?AOO�=J@�HA=@�PK�>APPAN
?KIIQJE?=PEKJ��!APPAN�?KIIQJE?=PEKJ�SEHH�EJ�PQNJ�HA=@�PK�=J�EILNKRA@�>QOEJAOO
IK@AH�

"D=LPAN����#ARAHKLEJC�=�!QOEJAOO�/H=J

����� LLNK=?DAO�BKN�#ARAHKLEJC�!QOEJAOO�/H=JO ���



12.3 Prototyping the Product or Service

 O�JKPA@�PDNKQCDKQP�PDA�>KKG�=�GAU�=?PEREPU�BKN�EJJKR=PERA�=?PEREPU�EO�PK�AJC=CA�EJ
HA=NJEJC�>U�@KEJC��+A=NJEJC�>U�@KEJC�IA=JO�PD=P�UKQ�I=GA�=J@�>QEH@�PDEJCO�PNU
ATLANEIAJPO�=J@�?KJOPNQ?P�LNKPKPULAO��/NKPKPULAO�JAA@�PK�>A�?KJOPNQ?PA@�BKN
P=JCE>HA�LNK@Q?PO�=J@�=HOK�BKN�OUOPAIO�=LLHE?=PEKJO��(B�PDA�LNK@Q?P�EO�=�P=JCE>HA
LNK@Q?P�PDAJ�=�CAJANE?�IK?G�QL�KB�PDA�LNK@Q?P�JAA@O�PK�>A�?KJOPNQ?PA@�=O�A=NHU�=O
LKOOE>HA��(B�PD=P�EO�JKP�LKOOE>HA�>A?=QOA�KB�HEIEPA@�NAOKQN?AO�KN�=J�KRANHU�?KILHAT
LNK@Q?P�=�D=J@I=@A�@N=SEJC�SEPD�=�CN=LDE?O�LNKCN=I�KN�SEPD�" #�" ,�OKBPS=NA
KN�&KKCHAbO�BNAA�2GAP?D4L�=LLHE?=PEKJ�?=J�>A�QOA@�PK�@ARAHKL�=�LNKPKPULA��(B�PDA
LNK@Q?P�EO�=�?KILQPAN�=LLHE?=PEKJ�PDAJ�=�LNKPKPULA�?=J�>A�?KJOPNQ?PA@�QOEJC�=
N=LE@�LNKPKPULEJC�H=JCQ=CA�KN�SEPD�=�LNAOAJP=PEKJ�L=?G=CA�OQ?D�=O�/KSAN/KEJP�
3DANA�=NA�=HOK�I=JU�AT?AHHAJP�=LLHE?=PEKJO�=R=EH=>HA�BKN�PDA�E/=@�PK�@ARAHKL�IK?G�
QLO�KB�=LLHE?=PEKJO�=J@�@N=SEJCO�BKN�LNK@Q?P�E@A=O�

.JA�EJPANAOPEJC�S=U�KB�LNAOAJPEJC�PDA�E@A=�>ADEJ@�PDA�>QOEJAOO�EO�PK�PAHH�=�OPKNU
=>KQP�DKS�PDA�LNK@Q?P�KN�OANRE?A�OKHRA@�=�LNK>HAI��/NAOAJPEJC�=�LNK>HAI�=J@
OKHQPEKJ�O?AJ=NEK�EO�=�RANU�ABBA?PERA�S=U�BKN�?KIIQJE?=PEJC�=�>QOEJAOO�LH=J
?KJ?ALP��.JA�>QOEJAOO�LH=J�LNAOAJP=PEKJ�QOA@�=�?HEL=NP�EJ�PDA�BKNI�KB�=�O?AJ=NEK
?KIE?�>KKG�PK�?KIIQJE?=PA�PDA�>QOEJAOO�?KJ?ALP��(P�EJRKHRA@�=�?KJOQIAN�?KIEJC
DKIA�PK�BEJ@�PDA�EJOE@A�KB�PDA�DKQOA�BHKK@A@��3DA�OPKNU�PDAJ�SAJP�KJ�PK�@AO?NE>A
DKS�PDA�?KJOQIAN�SKQH@�QOA�=�JAS�AIANCAJ?U�NAL=EN�JAPSKNG�PK�BEJ@�=�NALQP=>HA
?KJPN=?PKN�RE=�=�?KILAPEPERA�>E@@EJC�LNK?AOO��(P�S=O�=�RANU�?KJREJ?EJC�OPKNU�=J@
MQEPA�ABBA?PERA�EJ�EHHQOPN=PEJC�DKS�PDA�OANRE?A�S=O�IQ?D�@EBBANAJP�PD=J�PDA
?KILAPEPEKJbO�OANRE?A��3DA�CK=H�KB�QOEJC�=�O?AJ=NEK�EO�PK�CAP�PDA�NA=@ANO�PK
QJ@ANOP=J@�PDA�@AP=EHO�KB�SD=P�PDA�>QOEJAOO�D=O�PK�KBBAN�

"D=LPAN����#ARAHKLEJC�=�!QOEJAOO�/H=J

���



12.4 Business Plan Template

-KPA�������!QOEJAOO�/H=J�3AILH=PA�/=NP���LNAOAJPO�=J�KRANREAS�KB�=�>QOEJAOO�LH=J�
(P�ODKQH@�JKP�>A�REASA@�=O�=�?DA?GHEOP�PK�>A�BEHHA@�EJ�ATPAJOERAHU�SEPD�>QHHAP�LKEJPO
=J@�J=NN=PERAO��(P�ODKQH@�>A�REASA@�=O�=�OAP�KB�CQE@AHEJAO�BKN�?KJOPNQ?PEJC�=J@
@ARAHKLEJC�=�>QOEJAOO�IK@AH��2KIA�KB�PDA�OQ>DA=@EJCO�BKN�PDA�OA?PEKJO�I=U�JKP
ARAJ�>A�=@@NAOOA@�EJ�PDA�>QOEJAOO�LH=J�=J@�KPDANO�I=U�>A�=@@NAOOA@�EJ�CNA=P�@ALPD�
(P�@ALAJ@O�KJ�PDA�>QOEJAOO�?KJPATP�

"D=LPAN����#ARAHKLEJC�=�!QOEJAOO�/H=J

���



Business Plan Template Part 1

�� !QOEJAOO�LH=J�PEPHA

=� (P�ODKQH@�EJ?HQ@A�PDA�J=IA�KB�PDA�>QOEJAOO�=J@�PDA�J=IA�KB�PDA
BKQJ@ANO�

��  ?GJKSHA@CAIAJPO�L=CA
�� 3=>HA�KB�?KJPAJPO
�� $TA?QPERA�OQII=NU�	�^��L=CAO


�� !QOEJAOO�KRANREAS�	�^��L=CAO


=� #AO?NELPEKJ�KB�LNK@Q?PO�=J@�OANRE?AO�PK�>A�KBBANA@��(B�EP�EO�=
?KILHAT�LNK@Q?P�LNKRE@A�=�@AP=EHA@�@AO?NELPEKJ�KB�PDA
BQJ?PEKJO�

>� /NKRE@A�=�LNKPKPULA�=�O?AJ=NEK�=�LE?PQNA�=�@E=CN=I�KN�=
IK?G�QL�KB�UKQN�LNK@Q?P�KN�OANRE?A��!NEABHU�@EO?QOO�PDA
LNKPKPULA��(P�EO�KBPAJ�=�CKK@�E@A=�PK�EHHQOPN=PA�UKQN�?KJ?ALP
A=NHU�EB�PDA�LNK@Q?P�KN�OANRE?A�EO�?KILHAT�KN�RANU�QJEMQA�

?� #AO?NE>A�DKS�PDA�LNK@Q?P�KN�OANRE?A�OKHRAO�=J�EILKNP=JP
LNK>HAI�KN�LNAOAJPO�=J�KLLKNPQJEPU�PK�BEHH�=J�EILKNP=JP
I=NGAP�JE?DA��!A�OQNA�PK�ATLH=EJ�SDU�PDA�LNK@Q?P�KN�OANRE?A�EO
JKP�FQOP�=�CKK@�E@A=�>QP�=�OQOP=EJ=>HA�OKQN?A�KB�NARAJQA�PD=P
?=J�ARAJPQ=HHU�CAJAN=PA�=�LNKBEP�

@� #EO?QOO�DKS�LNK@Q?P�EO�?KILAPEPERA�?KIL=NA@�SEPD�ATEOPEJC
LNK@Q?P�KN�OANRE?A�KBBANEJCO�

A� 6EHH�UKQ�@EBBANAJPE=PA�UKQN�LNK@Q?P�KJ�LNE?A�MQ=HEPU�OANRE?A
KN�=HH�PDA�PDNAA�

B� /NAOAJP�=�2PN=PACU�"=JR=O�EHHQOPN=PEJC�DKS�UKQN�LNK@Q?P�KN
OANRE?A�?KIL=NAO�PK�PDA�?KILAPEPEKJ�

C� 6D=P�EO�PDA�OEVA�KB�PDA�I=NGAP�UKQ�ATLA?P�PK�AJPAN�
D� 6D=P�EO�PDA�CNKSPD�LKPAJPE=H�KB�PDA�I=NGAP�

�� (J@QOPNU�A?KJKIE?�=J@�NACQH=PKNU�=J=HUOEO�	�^��L=CAO


=� #AO?NE>A�PDA�?QNNAJP�=J@�LKPAJPE=H�?KILAPEPKNO�	OQ>OPEPQPA
LNK@Q?PO
��!A�OQNA�PK�@EO?QOO�LKPAJPE=H�LNK@Q?PO�=J@
PA?DJKHKCEAO�PD=P�?KQH@�I=GA�UKQN�KBBANEJC�ENNAHAR=JP�

>� 'KS�SEHH�PDA�?KILAPEPEKJ�NA=?P�PK�I=NGAP�AJPNU�
?� 6D=P�=NA�PDA�>=NNEANO�PK�AJPNU�EJ�PDA�I=NGAPLH=?A�
@�  NA�PDANA�=JU�CKRANJIAJP=H�KN�NACQH=PKNU�EOOQAO�PD=P�ODKQH@

>A�?KJOE@ANA@�

"D=LPAN����#ARAHKLEJC�=�!QOEJAOO�/H=J

�����!QOEJAOO�/H=J�3AILH=PA ���



A� $?KJKIE?�EOOQAO�

�� ,=NGAPEJC�OPN=PACU�	�^��L=CAO


=� $T=?PHU�DKS�SEHH�UKQ�LNE?A�UKQN�LNK@Q?P�
>� 6D=P�?QOPKIAN�OACIAJPO�=NA�UKQ�PNUEJC�PK�NA=?D�
?� 'KS�SEHH�RANOEKJO�>A�I=P?DA@�PK�?QOPKIAN�OACIAJPO�
@� 'KS�SEHH�UKQ�CK�=>KQP�LNKIKPEJC�UKQN�LNK@Q?P�
A� 6D=P�PA?DJEMQAO�SEHH�>A�QOA@�PK�=?MQENA�?QOPKIANO�
B� 'KS�SEHH�UKQ�=JOSAN�EJMQENEAO�=>KQP�PDA�LNK@Q?P

OLA?EBE?=PEKJO�BA=PQNAO�=J@�BQJ?PEKJO�
C� 'KS�SEHH�UKQ�NAP=EJ�=J@�HK?G�EJ�?QOPKIANO�
D� 'KS�SEHH�UKQ�EJPAN=?P�=J@�@EOPNE>QPA�UKQN�LNK@Q?P�PK�UKQN

?QOPKIANO�

�� .LAN=PEKJO�OPN=PACU�	�^��L=CAO


=� 6DK�SEHH�@AOECJ�PDA�LNK@Q?P�KN�OANRE?A�=J@�SDANA�SEHH�LNK@Q?P
KN�OANRE?A�@AOECJ�P=GA�LH=?A�

>� 6DANA�SEHH�PDA�LNK@Q?P�>A�I=@A�SDK�SEHH�I=GA�EP�=J@�DKS�SEHH
EP�>A�I=@A�

?� 6D=P�=NA�PDA�@AP=EHA@�R=NE=>HAO�=J@�BETA@�?KOPO�BKN�LNK@Q?EJC
PDA�LNK@Q?P�KN�OANRE?A�

@�  NA�PDAEN�EILKNP=JP�EOOQAO�NAH=PA@�PK�PDA�OQLLHU�KB�?KILKJAJPO
=J@�I=PANE=HO�

A� 'KS�SEHH�KN@AN�BQHBEHHIAJP�P=GA�LH=?A�� NA�PDANA�EILKNP=JP
EOOQAO�NAH=PA@�PK�PDA�BQHBEHHIAJP�KB�KN@ANO�

B� 'KS�SEHH�UKQ�LNKRE@A�?QOPKIAN�OANRE?A�=J@�OQLLKNP�EJ?HQ@EJC
PA?D�OQLLKNP�

�� 'QI=J�NAOKQN?A�OPN=PACU�	�^��L=CAO


=� 6D=P�GEJ@�KB�AILHKUAAO�@K�SA�JAA@�PK�NQJ�PDA�>QOEJAOO�
>� 6DANA�SEHH�SA�NA?NQEP�PDAI�BNKI�
?� 6D=P�GEJ@�KB�?KILAJO=PEKJ�EJ?AJPERAO�SEHH�>A�KBBANA@�EJ�PANIO

KB�O=H=NU�OPK?G�KLPEKJO�=J@�>AJABEPO�
@� 'KS�SEHH�AILHKUAAO�>A�PN=EJA@�=J@�@ARAHKLA@�
A� 'KS�SEHH�AILHKUAAO�>A�AR=HQ=PA@�

��� %EJ=J?E=HO�=J@�BKNA?=OPO�	�^��L=CAO


=� /NAOAJP�=�OEILHA�LNK�BKNI=�OKQN?AO�	?=OD�EJBHKSO
�=J@�QOAO�KB
BQJ@O�	?=OD�KQPBHKSO
�BKN���UA=NO�=BPAN�H=QJ?DEJC�

"D=LPAN����#ARAHKLEJC�=�!QOEJAOO�/H=J

�����!QOEJAOO�/H=J�3AILH=PA ���



=� 3DA�OKQN?AO�KB�BQJ@O�EJ?HQ@A�OP=NPEJC�?=OD�EJ?KIEJC�?=OD
BNKI�O=HAO�EJRAOPKN�BQJ@O�HK=JO�=J@�LANOKJ=H�BQJ@O�

>� 3DA�QOAO�KB�BQJ@O�EJ?HQ@A�L=UNKHH�KN�O=H=NEAO�NAJP
I=PANE=HO�OQLLHEAO�H=J@�KBBE?A�OL=?A�AMQELIAJP
S=NADKQOA�?KOPO�PN=JOLKNP=PEKJ�?KOPO�I=EJPAJ=J?A
I=NGAPEJC�=J@�KPDAN�KRANDA=@�

?� (J?HQ@A�AJ@EJC�?=OD�>=H=J?A�BKN�A=?D�UA=N��"=J�=HOK
EJ?HQ@A�JAP�LNAOAJP�R=HQA�=J@�EJPANJ=H�N=PA�KB�NAPQNJ
?=H?QH=PEKJO�

>� /NAOAJP�=�OEILHA�LNK�BKNI=�EJ?KIA�OP=PAIAJP�BKN���UA=NO�=BPAN
H=QJ?DEJC��!A�OQNA�PK�@EO?QOO�=OOQILPEKJO�BKN�O=HAO�ATLAJOAO
=J@�CNKSPD�

=� (J?KIA�ODKQH@�EJ?HQ@A�PKP=H�O=HAO�HAOO�LNK@Q?PEKJ�?KOPO�KN
?KOP�KB�CKK@O�OKH@�=J@�JAP�KN�CNKOO�I=NCEJ�

>� (J?HQ@A�KLAN=PEJC�ATLAJOAO�PD=P�D=RA�>AAJ�OKIASD=P
=CCNAC=PA@�=J@�PKP=H�ATLAJOAO�

?� !KPPKI�HEJA�ODKQH@�HEOP�JAP�LNKBEP�KN�HKOO�

?� 2P=NP�QL�=J@�@ARAHKLIAJP�?KOPO�JAA@A@�>ABKNA�H=QJ?D�	OAA
=>KRA
��'KS�SEHH�PDAU�>A�BQJ@A@�

@� 6D=P�=NA�PDA�?=LEP=H�KN�BQJ@O�NAMQENAIAJPO�KRAN�PDA�JATP��
UA=NO�

A� 6D=P�PULA�KB�=??KQJPEJC�OUOPAI�SEHH�>A�QPEHEVA@��6EHH�EP�>A
NA=@U�>U�H=QJ?D�@=PA�

B� 1EOG�=OOAOOIAJP��'KS�SEHH�UKQ�D=J@HA�ATPN=KN@EJ=NU�ARAJPO
	OQ?D�=O�?D=JCAO�EJ�@AI=J@�PQNJKRAN�A?KJKIE?�?KJ@EPEKJO
@EO=OPANO�=J@�AILHKUAA�HKOO
��'KS�SEHH�PDA�NEOG�B=?PKNO�=BBA?P
PDA�>KPPKI�HEJA�

��� 2P=CA�KB�@ARAHKLIAJP�=J@�PDA�EILHAIAJP=PEKJ�LH=J�	�^��L=CAO


=� 6D=P�NAOKQN?AO�D=RA�=HNA=@U�>AAJ�?KIIEPPA@�
>� 6D=P�OP=CA�KB�@ARAHKLIAJP�=NA�UKQ�EJ�
?� 6D=P�JAA@O�PK�>A�@KJA�>ABKNA�H=QJ?D�
@� 6DAJ�=J@�DKS�SEHH�PDA�OUOPAI�>A�EILHAIAJPA@�	ODKS�PEIAHEJA

DANA
�

���  JCAH�=J@�RAJPQNA�?=LEP=H�BQJ@EJC�	�^��L=CAO


=� 'KS�IQ?D�BQJ@EJC�EO�JAA@A@�
>� 6D=P�=NA�UKQ�KBBANEJC�EJ�NAPQNJ�BKN�BQJ@O�

"D=LPAN����#ARAHKLEJC�=�!QOEJAOO�/H=J

�����!QOEJAOO�/H=J�3AILH=PA ���



?� 6DAJ�?=J�UKQN�EJRAOPKNO�ATLA?P�=�NAPQNJ�KJ�PDAEN�EJRAOPIAJP�
@� 6D=P�=NA�UKQN�LNKFA?PEKJO�BKN�PDA�EJRAOPKNOb�NAPQNJ�KJ

EJRAOPIAJP�

��� !QOEJAOO�LH=J�OQII=NU�	��L=CA


���  LLAJ@E?AO�	�^��L=CAO


=� 2DKNP�>EKO�KN�NAOQIAO�BKN�LNEJ?EL=HO�
>� "NEPE?=H�BEJ=J?E=H�KLAN=PEKJ=H�I=NGAPEJC�KN�BEJ=J?E=H�@AP=EHO�

"D=LPAN����#ARAHKLEJC�=�!QOEJAOO�/H=J

�����!QOEJAOO�/H=J�3AILH=PA ���



12.5 Writing, Organization, and Formatting: Helping the Reader to Read

"KJPAJP�EO�KB�?KQNOA�PDA�GEJC�EJ�=HH�SNEPEJC�=?PEREPEAO�=J@�PDEO�EO�=HOK�PNQA�BKN�PDA
>QOEJAOO�LH=J��'KSARAN�PDA�=LLA=N=J?A�=J@�PDA�HKKG�=J@�BAAH�KB�=�@K?QIAJP�?=J
KBPAJ�KRAN?KIA�IEJKN�@ABE?EAJ?EAO�=J@�OKIAPEIAO�DE@A�I=FKN�BH=SO��3DA�IKOP
EILKNP=JP�AHAIAJP�KB�PDA�>QOEJAOO�LH=J�EO�PDA�`HKKG�a�(P�IQOP�HKKG�?HA=J��(J�CAJAN=H
PDA�>QOEJAOO�LH=J�ODKQH@�>A�>APSAAJ����=J@����L=CAO� J�EJPANAOPEJC�>KKG�KJ�PDA
@AP=EHO�KB�SNEPEJC�=�>QOEJAOO�LH=J�S=O�LQ>HEODA@�>U�"D=I>ANO�	����
�'ANA�=NA�=�BAS
NA?KIIAJ@=PEKJO�BKN�LNAL=NEJC�=�>QOEJAOO�LH=J�KN�=J�ATA?QPERA�OQII=NU�PD=P�SEHH
EILNKRA�PDA�S=U�PDAU�HKKG�=J@�NA=@�
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12.6 Business Presentation
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Business Plan Presentation
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12.7 Identifying Potential Investors
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Figure 12.1Typical Amount of Funds Generated During Business Development
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Figure 12.2Funds Generation as Firm Grows
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12.8 Angel Investors

Angel investors � =NA�RANU�A=NHU�L=NPE?EL=JPO�EJ�BQJ@EJC�OP=NP�QLO��6DAJ�PDA�=IKQJP
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=JCAH�EJRAOPKNO��3DA�=JCAH�EJRAOPKNO�=NA�QOQ=HHU�JKP�EJRKHRA@�EJ�I=J=CEJC�PDA�OP=NP�
QL�� JCAH�EJRAOPIAJPO�N=JCA�BNKI�����*�PK�����*�� JCAH�EJRAOPKNO�QOQ=HHU�HKKG�BKN�=
��^����NAPQNJ�KJ�PDAEN�EJRAOPIAJP�=BPAN���UA=NO�KN�OKIASDANA�>APSAAJ�PSK�=J@
PDNAA�PEIAO�PDAEN�KNECEJ=H�EJRAOPIAJP��%KN�AT=ILHA�=�����*�EJRAOPIAJP�SKQH@
NAPQNJ�=>KQP���,^����,�EJ�PDNAA�PK���UA=NO�SEPD�=�����NAPQNJ��-KP�=HH�KB�PDA
EJRAOPIAJPO�>U�=JCAH�EJRAOPKNO�=NA�OQ??AOOBQH�	=>KQP����
�� �OI=HH�LAN?AJP=CA�KB
PDA�EJRAOPIAJPO�?=NNU�PDA�HK=@�=J@�OQ>OE@EVA�PDA�I=NCEJ=H�=J@�B=EHA@
>QOEJAOOAO� LLHAC=PA�AP�=H��	����
�

�� 5ANU�A=NHU�L=NPE?EL=JPO�EJ
BQJ@EJC�OP=NP�QLO�

"D=LPAN����#ARAHKLEJC�=�!QOEJAOO�/H=J

���



12.9 Venture Capital Funds and Venture Capitalists

Venture capital funds � =NA�LNKBAOOEKJ=HHU�I=J=CA@�BQJ@O�PD=P�LNKRE@A�DECD�
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Potential Problems with Venture Capital
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Importance of Market Potential to VCs
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12.10Contingency Planning and Risk
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12.11Due Diligence
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12.12Legal Issues
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12.13Conclusion
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Figure 12.3Planning Process Is Ongoing an Iterative
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Chapter 13

Project Management for New Products and Services
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13.1 Building-the-Business Phase
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Figure 13.1Key Management Activities During the Business Life Cycle
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Key Business Questions Before Launch
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Figure 13.2Systems Emerging Over Time

Figure 13.3Large Organizations Need Many Systems and Structures
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13.2 Why Project Management is Beneficial

/NKFA?P�I=J=CAIAJP�EJRKHRAO�PEIA�=J@�ABBKNP�>QP�EP�?=J�=HOK�>A�=�BNEAJ@�KB�PDA�OP=NP�
QL��3DANA�=NA�PSK�NA=OKJO�PD=P�LNKFA?P�I=J=CAIAJP�EO�EILKNP=JP��%ENOP�LNKFA?P
I=J=CAIAJP�=OOEOPO�EJ�@A=HEJC�SEPD�?KILHATEPU�=J@�PEIA�LNAOOQNA��,=JU
KNC=JEV=PEKJ=H�P=OGO�=NA�@EBBE?QHP�=J@�BNKI�PDA�LANOLA?PERA�KB�PDA�AJPNALNAJAQN
PDAU�=NA�?HKOA�PK�NK?GAP�O?EAJ?A�>A?=QOA�PDA�JQI>AN�KB�D=J@O�BKN�?KILHAPEJC�P=OGO
=NA�OK�BAS��/NKFA?P�I=J=CAIAJP�EO�OPNQ?PQNA@�LNK>HAI�OKHREJC�=J@�EP�=OOEOPO�SEPD
LNK>HAI�@A?KILKOEPEKJ�=J@�SEPD�I=J=CEJC�PDA�NEOG�EJDANAJP�EJ�LNK@Q?P�=J@�OANRE?A
@ARAHKLIAJP��$RAJ�PDKQCD�PDA�BK?QO�KB�PDEO�>KKG�D=O�>AAJ�KJ�LNK@Q?P
@EBBANAJPE=PEKJ�I=JU�LNK@Q?PO�=J@�OANRE?AO�=HOK�OQBBAN�BNKI�PKK�IQ?D
@EBBANAJPE=PEKJ�=J@�BA=PQNA�?NAAL�

%A=PQNAO�=NA�?NEPE?=H�BKN�I=EJP=EJEJC�=J�A@CA�KRAN�PDA�?KILAPEPEKJ�EJ�PDA�?KJPATP�KB
IKJKLKHEOPE?�?KILAPEPEKJ�>QP�PDANA�EO�OKIA�LKEJP�SDANA�LNK@Q?PO�JAA@�PK�>A
@AHERANA@�=J@�OLA?EBE?=PEKJO�OP=>EHEVA@��/NKFA?P�I=J=CAIAJP�EO�PDANA�PK�=OOEOP�EJ
?KJRANCEJC�KJ�=�O=PEOB=?PKNU�OKHQPEKJ�PK�LNK>HAIO�NAH=PA@�PK�@AHERANEJC�LNK@Q?PO
=J@�OANRE?AO�>U�BNAAVEJC�PDA�OLA?EBE?=PEKJO��3DA�OLA?O�=NA�JKP�BNKVAJ�BKN�HKJC�
LAND=LO�=�?KQLHA�KB�SAAGO�=�IKJPD�KN�ARAJ�PSK�QJPEH�EP�EO�PEIA�PK�NAJAS�PDA
EJJKR=PEKJ�LNK?AOO�=J@�@ARAHKL�=J�QLCN=@A@�LNK@Q?P�

 JKPDAN�EILKNP=JP�BA=PQNA�KB�LNKFA?P�I=J=CAIAJP�EO�PD=P�EP�EO�RANU�QOABQH�EJ
@ARAHKLEJC�=J@�I=EJP=EJEJC�HK?=HEVA@�I=J=CANE=H�=J@�O?EAJPEBE?�GJKSHA@CA�NAH=PA@
PK�?KNA�?KILAPAJ?EAO�=J@�GJKS�DKS��/NKFA?P�I=J=CAIAJP�=OOEOPO�EJ�BKNI=HEVEJC�PDA
HA=NJ�>U�@KEJC�=J@�HA=NJEJC�=>KQP�LNK?AOOAO�EJPK�PDA�CAJAPE?�BKQJ@=PEKJO�KB�PDA
AIANCEJC�KNC=JEV=PEKJ�
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13.3 What is a Project?

3DA�/NKFA?P�,=J=CAIAJP�(JOPEPQPA�=J�KNC=JEV=PEKJ�PD=P�OAPO�EJ@QOPNU�OP=J@=N@O�EJ
LNKFA?P�=J@�LKNPBKHEK�I=J=CAIAJP�?KJ@Q?PO�NAOA=N?D�=J@�LNKRE@AO�A@Q?=PEKJ
?ANPEBE?=PEKJ�=J@�LNKBAOOEKJ=H�AT?D=JCA�KLLKNPQJEPEAO�BKN�LNKFA?P�I=J=CANO�@ABEJAO
=�LNKFA?P�=O��`=�PAILKN=NU�AJ@A=RKN�P=GAJ�PK�?NA=PA�=�QJEMQA�LNK@Q?P�OANRE?A�KN
NAOQHP�a/NKFA?P�,=J=CAIAJP�(JOPEPQPA�	����
�3AILKN=NU�IA=JO�PDA�LNKFA?P�D=O�=
@ABEJEPA�>ACEJJEJC�=J@�AJ@��3DEO�=LLHEAO�PK�PDA�LNKFA?P�=J@�JKP�JA?AOO=NEHU�PK�PDA
LNK@Q?P�OANRE?A�KN�NAOQHP�� HH�PDA�OUOPAIO�PD=P�JAA@�PK�>A�>QEHP�>U�PDA�AJPNALNAJAQN
=J@�DEO�KN�DAN�L=NPJANO�=NA�>=OE?=HHU�LNKFA?PO�

3ULE?=HHU�LNKFA?PO�LNKCNAOO�EJ�OPALO�KN�EJ?NAIAJP=H�OP=CAO��3DA�CK=H�KB�=�LNKFA?P�EO
PK�NA=?D�=�OP=PA@�K>FA?PERA�=J@�PDAJ�PANIEJ=PA�L=OOEJC�NAOQHPO�PK�KJCKEJC
KLAN=PEKJO��(JEPE=PEKJ�KB�LNKFA?PO�EO�QOQ=HHU�@QA�PK�=�I=NGAP�?QOPKIAN�KN
KNC=JEV=PEKJ�@AI=J@�=�PA?DJKHKCE?=H�=@R=J?A�KN�=�HAC=H�NAMQENAIAJP�%ECQNA�����
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Figure 13.4Project Management
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3DANA�=NA�EJOP=J?AO�SDANA�PDA�LNKFA?P�PK�>A�=??KILHEODA@�?=JJKP�>A�OKHRA@�QOEJC�=
HEJA=N�LNKFA?P�I=J=CAIAJP�=LLNK=?D��2KIA�LNKFA?PO�=NA�RANU�?KILHE?=PA@�SEPD
RANU�HKKOA�OLA?EBE?=PEKJO�=J@�PDA�BEJ=H�KQP?KIA�EJ�PANIO�KB�OQ??AOO�=J@�BA=PQNAO�KB
PDA�LNK@Q?P�=NA�QJLNA@E?P=>HA��%KN�AT=ILHA�JAS�LNK@Q?P�@ARAHKLIAJP�EJ�PDA
J=JKPA?DJKHKCU�=NA=�SDANA�PDANA�=NA�BAS�LNK@Q?PO�SEPD�OEIEH=N�BA=PQNAO�=J@�PDA
PANNEPKNU�EO�H=NCAHU�QJ?D=NPA@�JAA@O�=�@EBBANAJP�=LLNK=?D�PK�LNKFA?P�I=J=CAIAJP�
,=JU�KB�PDA�AIANCEJC�OKBPS=NA�=LLHE?=PEKJO�EJRKHREJC�OK?E=H�JAPSKNGEJC�=J@�C=IA
@ARAHKLIAJP�=HOK�JAA@�=�@EBBANAJP�=LLNK=?D�� CEHA�LNKFA?P�I=J=CAIAJP�EO�OQEP=>HA
EJ�OEPQ=PEKJO�SDANA�HA=NJEJC�>U�@KEJC�LH=UO�=�IKNA�@KIEJ=PA�NKHA�EJ�LNK@Q?P
@ARAHKLIAJP��#EO?KRANU�EO�PDA�GAU�=O�JAS�PANNEPKNU�EO�?D=NPA@�=J@�PDA�OKHQPEKJ�PK
PDA�LNK>HAI�QJBKH@O��2?NQI�@ARAHKLIAJP�EO�KJA�AT=ILHA�KB�=J�EPAN=PERA�=J@�=CEHA
=LLNK=?D�PK�LNKFA?P�I=J=CAIAJP�"B��3=GAQ?DE�=J@�-KJ=G=�	����
�3DA�GAU
@EBBANAJ?A�BNKI�PDA�PN=@EPEKJ=H�S=PANB=HH�LNK?AOO�EO�PD=P�PDA�=CEHA�LNK?AOO�SEHH�>A
EPAN=PERA�=J@�K??QN�I=JU�PEIAO�

1AC=N@HAOO�KB�PDA�LNK?AOO�PDANA�=NA�OARAN=H�PKKHO�PD=P�I=U�>A�QOA@�PK�DAHL�I=J=CA�=
LNKFA?P�=J@�PK�?KIIQJE?=PA�PK�PDA�LNKFA?P�PA=I��3DANA�=NA�KB�?KQNOA�OKLDEOPE?=PA@
=LLNK=?DAO�=J@�PKKHO�PK�I=J=CEJC�PDA�LNK?AOO�=O�SAHH�=O�OKBPS=NA�PKKHO�BKN�PN=?GEJC
LNKFA?PO��3DA�OEILHAOP�KB�PKKHO�EJ?HQ@AO�=�@E=NU�PD=P�?=J�>A�QOA@�PK�PN=?G�PDA�=IKQJP
KB�PEIA�PD=P�EO�OLAJP�KJ�LNKFA?P�=?PEREPEAO�2A?PEKJ�������$TDE>EP����/NKFA?P
,=J=CAIAJP�(J@ERE@Q=H�#E=NU�EO�=�O=ILHA�/NKFA?P�,=J=CAIAJP�(J@ERE@Q=H�#E=NU�BKN
PDA�EJEPE=PEKJ�KB�=�JAS�>QOEJAOO�=O�KQPHEJA@�A=NHEAN�EJ�PDA�?D=LPAN��3DEO�@E=NU
KQPHEJAO�PDA�P=OGO�KN�=?PEREPEAO�JAA@A@�PK�?KILHAPA�PDA�LNKFA?P�KN�OQ>LNKFA?P�2A?PEKJ
������$TDE>EP����/NKFA?P�,=J=CAIAJP�2QII=NU�#E=NU�LNAOAJPO�PDA�/NKFA?P
,=J=CAIAJP�2QII=NU�#E=NU�=J�=CCNAC=PEKJ�KB�PDA�EJ@ERE@Q=H�LNKFA?P�P=OGO�QOA@�PK
I=J=CA�LNKFA?PO�

 JKPDAN�QOABQH�PKKH�EO�PDAwork breakdown structure (WBS) � ��3DA�6!2�EO�=HS=UO
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%ECQNA�������6KNG�!NA=G@KSJ�2PNQ?PQNA�NALNAOAJPO�=�LKNPEKJ�KB�=�OEILHA�6!2�

 Gantt chart � EO�=JKPDAN�RANU�QOABQH�PKKH�BKN�QJ@ANOP=J@EJC�SDANA�=�LNKFA?P�D=O
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?KNNAOLKJ@O�PK�PDA�HAJCPD�KB�PEIA�PDA�=?PEREPU�ODKQH@�NAMQENA�� �>=N�?D=NP�?=J�>A
A=OEHU�IK@EBEA@�PK�ODKS�LAN?AJP=CA�?KILHAPA�	QOQ=HHU�>U�OD=@EJC�=HH�KN�L=NP�KB�PDA
DKNEVKJP=H�>=N
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Figure 13.5Work Breakdown Structure

Figure 13.6Gantt Chart
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13.4 Launching the Business or Project

3DANA�EO�ATPAJOERA�HEPAN=PQNA�>U�=?=@AIE?O�=J@�LN=?PEPEKJANO�KJ�SDU�>QOEJAOOAO�=J@
LNKFA?PO�B=EH��3DANA�EO�OKIA�=CNAAIAJP�PD=P�I=J=CAIAJP�?KIIEPIAJP�=J@
L=NPE?EL=PEKJ�=HKJC�SEPD�EJRKHRAIAJP�KB�AILHKUAAO�=NA�PDA�GAU�OQ??AOO�=J@�B=EHQNA
B=?PKNO�>QP�=BPAN�PD=P�PDA�HEPAN=PQNA�EO�OKIASD=P�?KJBQOEJC�=J@�EJ?KJ?HQOERA�6A
D=RA�>AAJ�EJRKHRA@�EJ�OARAN=H�NAOA=N?D�L=LANO�KJ�PDA�OQ>FA?P�EJ?HQ@EJC�&=NNEPU
&H=OO>ANC�*EI�2=J@ANO�=J@�2DEJ�	����
�=J@�&=NNEPU�=J@�2=J@ANO�	����
�-KPA�����
�6=P?D�.QPO�#QNEJC�/NKFA?P�,=J=CAIAJP�LNAOAJPO�=�BAS�KB�PDA�=NA=O�PD=P�?=J
?=QOA�LNK>HAIO�=J@�LAND=LO�ARAJ�?=QOA�PDA�LNKFA?P�PK�B=EH��3DAOA�EOOQAO�ODKQH@�>A
PNA=PA@�=O�S=P?D�KQPO�

1EOG�EO�EJDANAJP�EJ�=HH�>QOEJAOOAO�=J@�LNKFA?PO��(P�EO�RENPQ=HHU�EILKOOE>HA�PK�I=GA
ARANUPDEJC�LANBA?P�=J@�@AHERAN�=�LANBA?P�LNK@Q?P�KN�OANRE?A��&QU�*=S=O=GE�EJReality
CheckEO�RANU�=CCNAOOERA�EJ�DEO�REAS�KB�H=QJ?DEJC�=�JAS�LNK@Q?P�KN�OANRE?A�*=S=O=GE
	����
� 'A�OP=PAO�`#KJbP�SKNNU�>A�?N=LLUa�=J@�PDEJGO�PD=P�EP�EO�=??ALP=>HA�PK�ODEL�=
RANOEKJ�KB�=�LNK@Q?P�SEPD�AHAIAJPO�KB�?N=LLEJAOO��'A�>AHEARAO�PD=P�PDA�?N=LLEJAOO
?=J�>A�OQ>OAMQAJPHU�BETA@�EJ�RANOEKJ�����KB�PDA�LNK@Q?P��*=S=O=GE�D=O�=�JQI>AN�KB
RANU�EJOECDPBQH�REASO�KJ�PDA�EJJKR=PEKJ�LNK?AOO�=O�EHHQOPN=PA@�EJ-KPA�����
�*=S=O=GE�(JOECDPO��
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Watch Outs During Project Management

[ ,=J=CAIAJP�@E@�JKP�OLAJ@�AJKQCD�PEIA�=J@�NAOKQN?AO�KJ�PDA
LNKFA?P�=J@�KN�>QOEJAOO�

[ 3DA�AILHKUAAO�PD=P�SANA�PK�QOA�=�OUOPAI�SANA�JKP�OQBBE?EAJPHU
EJRKHRA@�EJ�PDA�@ARAHKLIAJP�

[ (JOQBBE?EAJP�NAOKQN?AO�SANA�=HHK?=PA@�PK�PDA�LNKFA?P��3DEO�EJ?HQ@AO
IKJAU�PA?DJKHKCU�PEIA�=J@�OP=BB�=J@�KPDANO�

[ 3DA�BQJ?PEKJ�KN�LNK?AOO�S=O�JKP�@ARAHKLA@�PK�I=P?D�PDA�P=OGO�PD=P
SANA�PK�>A�=??KILHEODA@�

[ 3DA�OUOPAI�EJPANB=?AO�SANA�LKKNHU�@AOECJA@�
[ -KP�AJKQCD�PEIA�PK�?KILHAPA�PDA�LNKFA?P�=J@�PKK�I=JU�?KILAPEJC

?KIIEPIAJPO�
[ 3KK�I=JU�?D=JCAO�SANA�I=@A�PK�PDA�KNECEJ=H�OLA?EBE?=PEKJO�KB�PDA

LNKFA?P�
[  J�AIANCEJC�=J@�EII=PQNA�PA?DJKHKCU�S=O�JKP�NA=@U�BKN�LNEIA

PEIA�
[ 3DANA�S=O�JK�@AI=J@�BKN�PDA�>QOEJAOO�KN�PDA�LNKFA?P�
[ 3DANA�S=O�HEPPHA�EB�=JU�LNKFA?P�I=J=CAIAJP�
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Kawasaki Insights

`(JJKR=PEKJ�D=@�>APPAN�?NA=PA�SA=HPD�>A?=QOA�EP�EO�OK�@=IJ�D=N@�PK�@K�a

[ Build something that you want to use.#KJbP�HKKG�PKS=N@O�PDA
`REOEKJ=NU�AJPNALNAJAQNOa�	PD=P�EO�=�`?NK?G�KB�>QHH�ODEP=GAa
�
/AKLHA�OP=NP�?KIL=JEAO�>A?=QOA�PDAU�S=JP�PK�QOA�PDA�LNK@Q?PO�KN
OANRE?AO�PDAU�?NA=PA�

[ Make meaning.&NA=P�EJJKR=PEKJO�AJ=>HA�LAKLHA�PK�@K�OKIAPDEJC
>APPAN�KN�LANIEP�LAKLHA�PK�@K�PDEJCO�PDAU�JARAN�S=JPA@�PK�@K��%KN
AT=ILHA�PDA�E/=@�E/K@�E/DKJA�PDA�%NEO>AA�=J@�=QPK�CHK>=H
LKOEPEKJEJC�OUOPAI�

[ Jump to the next curve.,KOP�?KIL=JEAO�OLAJ@�=HH�KB�PDAEN�PEIA
@QGEJC�EP�KQP�KJ�PDA�O=IA�@AI=J@�?QNRA��3NQA�EJJKR=PEKJ�K??QNO
SDAJ�?KIL=JEAO�FQIL�PK�PDA�JATP�@AI=J@�?QNRA��6A�@K�JKP�JAA@
E?ADKQOAO�=J@�H=J@HEJA�LDKJAO�=JUIKNA�

[ DonÕt worry be crappy.(P�EO�KG�PK�ODEL�=J�EJJKR=PEKJ�SEPD�AHAIAJPO�KB
?N=LLEJAOO��%ENOP�RANOEKJO�=NA�OAH@KI�LANBA?P�=J@�UKQ�SEHH�JARAN
ODEL�EB�UKQ�S=EP�PEHH�EP�EO�LANBA?P�

[ Churn, baby churn.(P�EO�=HH�NECDP�PK�ODEL�SEPD�AHAIAJPO�KB�?N=LLEJAOO
>QP�UKQ�ODKQH@�JKP�OP=U�?N=LLU��8KQ�JAA@�RANOEKJO�������������=J@
OK�BKNPD��$ILHKUAAO�@K�JKP�S=JP�PK�DA=N�=>KQP�LNK@Q?P�?KILH=EJPO
@QNEJC�H=QJ?D��3DAU�FQOP�S=JP�PK�ODEL��`(JJKR=PEKJ�EO�JKP�=J�ARAJP
EP�EO�=�LNK?AOO�a

[ DonÕt be afraid to polarize people.#AHERAN�CNA=P�LNK@Q?PO�=J@�@K�JKP
SKNNU�EB�UKQN�LNK@Q?P�@KAO�JKP�=LLA=H�PK�ARANU�@AIKCN=LDE?
OK?EKA?KJKIE?�=J@�CAKCN=LDE?�HK?=PEKJ��8KQ�S=JP�PK�EJ?EPA
L=OOEKJ�EJ�PDA�I=NGAPLH=?A�

[ Break down barriers.(P�P=GAO�=�HKJC�PEIA�PK�C=EJ�=??ALP=J?A�EJ�PDA
I=NGAPLH=?A��#K�JKP�>A?KIA�BHQOPANA@�SDAJ�=??ALP=J?A�EO�OHKS�
8KQ�JAA@�PK�GAAL�KJ�?DQCCEJC�=J@�CAP�LAKLHA�PK�PAOP�@NERA�UKQN
EJJKR=PEKJ�

[ Let a hundred flowers blossom.!A�BHATE>HA�EJ�DKS�LAKLHA�QOA�UKQN
LNK@Q?PO��/AKLHA�QOA@� LLHA�BKN�@AOGPKL�LQ>HEODEJC�N=PDAN�PD=J
QOA�EP�BKN�PDA�OLNA=@ODAAP�SKN@�LNK?AOOEJC�=J@�OK�BKNPD��1A?=HH
PD=P� RKJ�2GEJ�2K�2KBP�S=O�=HOK�QOA@�=O�=�>QC�NALAHHAJP�

[ Think digital act analog.4OA�=HH�KB�PDA�PA?DJKHKCU�PK�@AHERAN
EJJKR=PEKJ�>QP�NAIAI>AN�EP�EO�PDA�D=LLU�LAKLHA�=J@�JKP�PDA
?KKHJAOO�KB�PDA�PA?DJKHKCU�PD=P�EO�EILKNP=JP�
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[ Never ask people to do what you wouldnÕt want to do.(B�PDA�LNK@Q?P
OKHRAO�=�CNA=P�LNK>HAI�=J@�EP�EO�D=N@�PK�QOA�PDAJ�EP�SEHH�JKP�OPE?G�

[ DonÕt let the bozos grind you down.#K�JKP�HAP�EJBHQAJPE=H�LAKLHA
KQPOE@A�KB�PDA�?KIL=JU�EJBHQAJ?A�UKQ��2PE?G�PK�UKQN�GJEPPEJC�
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13.5 Launch Date

3DANA�?KIAO�=�PEIA�SDAJ�=�@A?EOEKJ�D=O�PK�>A�I=@A�SDAJ�PK�H=QJ?D�PDA�>QOEJAOO�KN
LNKFA?P��/NK>HAIO�EJAREP=>HU�=NEOA�=O�PDA�H=QJ?D�@=PA�=LLNK=?DAO�=J@�PDA�MQAOPEKJ
SDAPDAN�PK�?KJPEJQA�SEPD�PDA�H=QJ?D�@=PA�KN�@AH=U�EP�HKKIO�EPO�QCHU�DA=@��#AH=UEJC�=
H=QJ?D�=BPAN�PDA�@=PA�D=O�>AAJ�=JJKQJ?A@�?=J�=@RANOAHU�EIL=?P�PDA�AILHKUAAO�KB�=
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Figure 13.7To Launch or Not to Launch: These Are the Questions
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13.6 Growing Up and Professional Management
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13.7 Conclusion
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13.8 Exhibit 1: Project Management Individual Diary

(This is used by an individual to track how much time is spent on project
activities.)
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13.9 Exhibit 2: Project Management Summary Diary

(This diary is an aggregation of the individual project diaries.)
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Chapter 14

Re-priming the Business Using Real Options Concepts
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14.1 Investment Decisions
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Figure 14.1Critical Organizational Activities During Business Life Cycle
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Figure 14.2Risk Is Inherent as You Get Closer to the Top
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14.2 Real Options
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14.3 The Role of Real Options in Investment Decisions
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Jin Beans Tonic Elixirs
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Figure 14.3Blow Injection Molding Diagram

Developed by Laurens van Lieshout, available under Creative Commons Attribution share license.
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Figure 14.4Financial Analysis Before and After Installing One Machine
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14.4 The Influence of Interaction Effects on Investment Decisions
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14.5 The Influence of CompetitorÕs Response on Investment Decisions
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14.6 The Strategic Actions Model: Combining Interaction Effects and
Competitor Response
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Figure 14.5Strategic Action Framework (Modified from Kim and Sanders)
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14.7 The Project Selection Model: Considering Risk and Reward
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14.8 Conclusion
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