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Creativity, 140-141, 150, 198-202
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real options and, 136-137, 240-247, 243 f
summary of, 159 f
valuation of, 161-166
Demand, 101-109, 107b-108b, 109b6-110b,
111-112, 114-116, 148
Depreciation, 26, 43, 68-69, 71-72, 227, 235
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Direct costs, 226, 228
Discontinuation, of internal profit pools, 81-83.
See also Market withdrawals
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calculating, 10/
market strategy and, 152-153, 172
market values and, 8-14
Monte Carlo simulation and, 237-238
real options versus, 136-137, 165-166,
239-247
valuation model, 119-120, 152-153, 165-166
Discounts, 117, 225
Disruptor strategies, 98
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calculating, 45-46
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gross profit versus, 42—44, 47 f
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investment versus, 22-23, 23 f, 29, 35 f, 38 f,
81/
operating profit versus, 44, 47 f
return on investment, 182, 195-196 (See also
Rates of return)
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Economic simulations, 89-90. See also Monte
Carlo simulation
Economic value-add (EVA), 45
Efficiency, 213
e-hubs, 211-212
Elasticity measurements, 86-87, 148. See also
Market dynamics
e-markets, 210-212
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Entrenchment, avoiding, 179-180
Entry/exit barriers, 112
Equity values, predicted versus actual, 13 f
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Expected values, 152-153
Expenses, 6871, 69 f, 72-77. See also
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Fair values, 236. See also Market values
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FASB (Financial Accounting Standards Board),
41, 228, 235-236. See also GAAP
Finance and marketing skills, 2, 52-53, 616-62b
First-mover returns, 146, 147 f
Fixed assets, 77-78, 234-236
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Flexibility, 202
Forecasting:
market demand, 102-109, 1075-108b,
109b-110b
market forecast framework, 111-118, 112/
market inflexion events and, 87-88, 100-109,
122b
market strategy and, 152-153
Monte Carlo simulation and, 238
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real options and, 241
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116-117, 117b, 180
Future market inflexion events, 105-109,
1056-106b, 113-118
Future profitability, 30-31

GAAP (Generally Accepted Accounting
Principles):
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new business development and, 196
PP&E under, 235
profitability measures with, 25, 39-47, 47 f
shareholder value and, 2
unwinding, 60-79, 63/, 711, 75 f, 223, 224 f
Gadiesh, Orit, 37
Game, 19-21. See also Business models
General and administrative costs, 229-232, 231t
Generally Accepted Accounting Principles. See
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Gilbert, James L., 37
Goals, 7, 191-197, 195 f
Goedhart, Mark, 8
Granularity, 6465, 64 f
Green dollar revenue, 42
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1036-104b

Implementation, 173-175, 174 f, 193, 205-206
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on markets, 33, 47-52, 85-86
on market strategy outcomes, 151-160,
154b-155b
shareholder value and, 3
source reliability and, 615
Information systems, 53
Institutional investors, 12, 13 f, 14
Intangibles, 77-78, 234-236
Interest, 11b, 78
Internal operations, 128-129, 129b
Internal profit pools:
capital investments and, 65-68, 77-79,
232-2306
definition of, 25
discontinuation of, 81-83
expense apportionments to, 62, 08, 72-77,
226-232
granularity and, 64-65, 64 f
growth opportunities and, 29-30, 30 f, 70,
84-86
interrelationships and, 82, 84-85, 88-89, 225
market segments and, 65, 66¢, 74
null-contribution, 83-84
profitability and, 28-31
reporting systems and, 79-80
revenue apportionment to, 72, 223, 225
shareholder value and, 2
strategic implications of change in, 90-91
synchronizing revenues and expenses
among, 68-71, 69 f
unwinding GAAP reporting and, 60-79, 63 f,
71f
value-add and, 215-216
Internet, effect on business, 210-212, 211 f
Interrelationships. See also Bundling
of internal profit pools, 82, 84-85, 88-89, 225
of market forces, 115
of market segments, 60
of market strategies, 168-171, 1690
Intrinsic values, 11-12, 237
Inventory, 233
Investment profit pools, 229
Investments:
economic profit versus, 22-23, 23 f, 35 f, 38 f,
81/
management of, 230, 231¢
in profit drains, 29-30, 4041, 41 f
research and development as, 228-229
revenue versus, 21-22, 22 f, 29
Investors, individual versus institutional, 12,

13/, 14

Joint ventures, 144
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Key market forces, 111-118
Kim, W. Chan, 98
Koller, Tim, 8

Labor costs, 75-76, 228, 230-232
Lattices, binomial, 163, 240-247, 244 f, 246 f
Legal liabilities, 234

Managers:
apportionment of expenses and, 76, 230-232,
231t
C-suite, 3
forecasting and, 241
new business development and, 184-187,
186/, 189, 193
reporting information for, 40, 41, 4546
unwinding GAAP reports, 61-68
value of time, 219-220
Margins, 156. See also Economic profit; Price
Market demand, 102-109, 10756-108b,
1096-110b
Market dynamics, 82-83, 86-87
Market exit, 80-83, 143
Market forces, key, 111-118
Market forecast framework, 111-118, 112 f
Market inflexion events (MIEs), 87-88, 100-109,
1036-104b, 105b-106b, 113-118, 122b
Market information, 33, 47-52, 85-86
Marketing and finance skills, 2, 52-53, 616-62b
Market interrelationships, 88-89
Market profit pools:
attractiveness of, 33-37, 35 f, 36 f
business models and, 27-28, 48-49
definition of, 25
economics of, 110-118
forecasting and, 100-109
market strategy and, 31-33
uncertainty of, 118-123, 1185-119b,
1206-121b
value chains and, 37, 38 f
value of, 96-97, 97b, 100-123, 130
vertical, 37
Markets, types of, 20-21, 31-32, 53-55,
123-127, 210-212
Market segments. See also Offerings
defining, 18
internal profit pools and, 65, 66¢, 74
interrelationships between, 60
profit pool measurements by, 25, 29-30,
34-30, 48
value growth and, 194
Market share, 32, 146, 147 f, 148
Market strategies. See also Pioneer strategies;
Strategic views of markets
business values and, 134-139, 135 f, 138/

capital investments and, 155b-156b, 157
cash flow and, 14-21, 20 f, 148
competition and, 17, 17 f, 18-19, 146, 147 f
defining path forward in, 167-175, 169b
definition of, 16-19, 17/
evaluation of opportunities, 140-151,
141b-142b, 145/, 150 f, 160-171,
168b6-169b
formulation process, 133-134
implementation of, 175
market profit pools and, 31-33
outcomes information and, 151-160,
154b-155b
shareholder value and, 1-4
statement, 174-175
value-add and, 221-222
value growth and, 191-194
Market studies, 151, 155b, 157-158
Market targeting and participation, 16-19, 17 f
Market values, 8-14, 11-12, 235-236
Market withdrawals, 80-83, 143
Mauborgne, Renee, 98
McKinsey & Company, Inc., 8
Means, Grady, 1806, 210
MetaCapitalism (Means and Schneider), 186,
210
Middleware, 211
MIEs. See Market inflexion events (MIEs)
Milk line economic profit, 70
Monte Carlo simulation, 119-120, 120b6-121b,
152-153, 172, 237-238, 238 f, 241, 243
Mun, Jonathan, 240

Net present values, 245
Net working capital, 77, 232-234
Neutralization of profit drains, 80-83, 81 f
New business development. See also Market
strategies; Research and development
creation and failure, 181-182
enhancing processes for, 192-206
goals of, 191-197
investment in, 67, 67.f
in new markets, 20-21, 32-33, 53-55
organizational structure and, 184-189, 186 f,
1887, 193, 197-202
survival rates, 182 f
typical processes for, 190-192, 191 f
Noncash charges. See Amortization;
Depreciation

Objectives, business, 7. See also Goals
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bundling, 82, 88, 170-171, 173-174, 225
as key market force, 114-115
research and development creating, 228-229
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value growth and, 194
value to customers, 54-55, 123-124, 125b
Operating cash flow, 11b. See also Cash flow
Operating economics, 115-116
Operating models, 27
Operating processes, core, 197
Operating profit versus economic profit, 44,
4a7f
Operating values. See Business values
Operational performances, 12
Operations, internal, 128-129, 129b
Operations management, 230, 231#
Opportunities:
abandonment of, 165, 165 f, 245, 247
economics of, 160-166, 165 £, 166 f, 167-171,
167 f, 168b-169b
evaluating and mapping, 143-151, 145 f,
200-202
for growth, 29-30, 30/, 70, 84-86
interrelationships between, 168-171, 169b
listing and defining, 140-143, 141b6-142b
prioritization of, 173-174, 174 f
Opportunity costs, of capital investments, 25,
45-40, 78, 235
Options. See Real options
Organizational structure:
apportionment of expenses and, 230
cash-based profitability information and,
52-53
new business development and, 185-189,
186/, 188t, 193, 197-202
outsourcing and, 217-219
value-add and, 213
Outcomes information, of market strategy,
151-160, 154b-155b
Outsourcing, 210-212, 214, 217-220. See also
Third-party vendors
Overhead costs, 76, 226-227. See also General
and administrative costs

Participation goals, 194-195, 195 f

Partnerships, 144, 151, 155b, 156-158

Performance improvement opportunities, 29-30,
30 f, 80-90, 81 f

Pilot tests, 151, 155b, 157-158

Pioneer strategies, 98-100, 995-100b. See also
Market strategies; New business
development
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Portfolios, 84-85, 182-184, 183 f, 193, 198-199,
203-204

PP&E (property, plant, and equipment), 77-78,
234-236

Premiums, 242

Present value, 10 £, 32, 36 f

Price, 14-15, 15 f, 146, 147 f, 148, 225
Price elasticity, 86-87, 148
Prioritization, 72-73, 173-174, 174 f
Probabilities, 172, 238, 241
Product Development and Management
Association, 203, 205
Production costs. See Costs, of goods
Profitability:
apportionments of expenses and, 44—45
current, 28-30, 35 f, 59-60
future, 30-31
goals, 195-196
of market, 47-52
steady state, 69-71, 71 f, 81-82
Profit drains, 29-30, 40—41, 41 f, 80-83, 81/
Profit pools, 14, 25, 27-30, 34-30, 39—48,
52-53, 59-60. See also Cash flow; Economic
profit; Internal profit pools; Investment
profit pools; Market profit pools
“Profit Pools: A Fresh Look at Strategy"
(Gadiesh and Gilbert), 37
Profit share split ratios, 157
Profits versus investments, 21-22, 23 f, 29, 35 f,
381, 81f
Project Management Institute, 205
Projects, managing, 193, 204-205
Property, plant, and equipment (PP&E), 77-78,
234-236

Rappaport, Alfred, 8, 11-12
Rates of return, 110, 84, 98 f, 146, 147 f, 153. See
also Economic profit return on investment
Real options, 136-137, 161-166, 165 f, 166 f,
167 f, 172, 239-247, 243 f
Real Options: A Practitioner’s Guide (Copeland
and Antikarov), 240
Real Options Analysis (Mun), 240
Reliability, of source information, 615
Reporting systems, 3, 40, 79-80. See also GAAP
Research and development, 228-229. See also
New business development
Resources, 175, 192
Returns. See Rates of return
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apportionment of, 72, 223, 225
blue versus green dollar, 42
investments versus, 21-22, 22 f, 29
time synchronization of, 68-71, 69 f
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Segmentation. See Market segments
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Shareholder cash flow, 116
Shareholder value, 1-4, 7-8. See also
value-related entries
Short-term securities, 234
Siloing of departments, 2, 52-53
Simulation, economic, 89-90. See also Monte
Carlo simulation
Skills, cross-functional, 2, 52-53, 58, 616-62b
SKU (stock-keeping units), 40, 41 f, 226, 229
Source information, reliability of, 614
Specialization, business, 208-212, 208 f, 211 /
Staff. See also Managers
apportionment of labor costs, 75-76, 230-232,
231t
cross-functional, 199, 202
marketing strategy and, 173-175
new business development and, 184-186,
188-189, 199
skills needed by, 2, 52-53, 58, 616-62b
Stage-gate processes, 203
Steady state profitability, 69-71, 71 f, 81-82
Stern, Joel, 45
Stewart, G. Bennett, 45
Stock-keeping units (SKU), 40, 41 £, 226, 229
Strategic views of markets:
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124 f
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Structure. See Organizational structure
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forecasting and, 108
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market strategy and, 134-135, 1306 f, 153, 158,
160, 161, 163-164
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real options and, 239-247
Uncharted markets, 21, 32-33, 53-55. See also
Pioneer strategies
Unit sales, 14-15, 15 f

Valuation (McKinsey & Company, Inc., et al.), 8
Value, sources of, 207, 212-222
Value-add, 45, 134, 160, 174 f, 212-216,
219-222. See also Value creation
Value-added community, 210
Value centers, 214-215, 215 f
Value chains, 37, 38 f
Value creation. See also Value-add
for customers, 54-55, 123-124, 125b
implementation effort versus, 173-174, 174 f
market strategies and, 127-128
plotting, 215-217, 216 f
Value growth, 180-190, 181z, 190-206, 192 f
Value leverage, 19-21, 20 f
Value propositions, 114-115
Value volatility, 137, 153, 163, 241, 243. See also
Monte Carlo simulation
Venture capital versus corporate venture
portfolios, 182-184, 183 f, 198-199
Vertical market profit pools, 37
Vertical performance measures, 214
Volume demand, 101, 111, 112, 114, 115-116

Weighted average cost of capital, 115
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Winning at New Products: Accelerating the
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Withdrawals from market, 80-83, 143
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