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Course outline      



M0 : Syllabus and general details M1: Introduction to Strategy M2: Strategic Positionning M3: Strategic Choices M4: Strategy into Action M5: Lets recap
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In this module (M3) At the end of Module 2 we learned that the Positioning Exercise concluded by a SWOT Analysis sets the landscape for companies that need to make decisions on the way forward. All levels of the organisation are concerned and are faced with choices or consequences of a new strategy. In this module (M3) we look after considerations to choosing one or several strategies, which must be done by having in mind realities of implementing the change…. And can be a source of additional constraints and choice limitation.



Business Policy - Pierre-Yves Benain Copyright



Module 3 Slide 3



What is Strategy? Strategic Choice



Need for a change



Business Level strategies Development directions and methods Corporate level strategies Concluding with the Business case



What is the situation?



What are the Options?



Environment Expectations/purpose Resources and competences Business Policy - Pierre-Yves Benain Copyright



How do I implement the change?
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What is Strategic Choice ? Competitive strategy 







Business Strategy



















Methods of Development



  







Corporate Strategy (and the parenting role)



  







Develop a Business Case







Sustainibility of competitive advantages Competition or cooperation …



Market development Product development Alliances Acquisitions Corporate Parenting Portfolio decisions Diversity ….



Demonstrate sustainability of a strategic direction with a financial model
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Business Strategy
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From Environment … … to Business Strategy 











Environmental elements are not necessarily compatible. Often they are conflicting (e.g. shareholder, Venture capitalists, unions, cost of labour, …). For the management of a company the Key Question remains: How to achiveve competitive advantage? Competitive advantage exists when a firm’s strategy gives it an edge in – Attracting customers and – Defending against competitive forces



Key to Gaining a Competitive Advantage 



Convince customers firm’s product / service offers superior value – A good product at a low price – A superior product worth paying more for – A best-value product
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Business Approaches Cost and/or Differentiation Cost Leadership Better margins than competition (not necessarily lower prices) Allows to improve productivity over time



Investment intensity Operational excellence in manufacturing, supply chain management, just in time operational management Process engineering strengths



Differentiation Leadership Avoid having to compete on price Better margins Product difficult to copy  



Excellent corporate image Sensitivity to customer needs Strong R&D Strong Product Engineering Product is perceived as superior Better availability than competition Better customer service



















It is never one … or the other…. Source Business Policy – J. Heptonstall Business Policy - Pierre-Yves Benain Copyright
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Business Approaches Cost and/or Differentiation – The Strategic Clock Differentiation



4



3



Focused Differentiation



5



Hybrid (or best cost)



2



Increased price Standard value



Low Price



6



1



Increased Price Low Value



No Frills



7 Standard Price Low Value



8
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Hybrid



Business Approaches The Strategic Clock– price based strategies – 1 and 2 



Focused Differentiation



Increased price Standard value



Low Price



No Frills Increased Price Low Value



Increased Price Low Value



No frills – Achieve lower price by offering less features, less quality – Focused on customer price sensitivity – Customers value price rather than product features or quality – Open doors to expand to differentiation later …



– Example: Easyjet 



Low Price – Achieve lower price than competition while maintaining similar product features and quality – Customer focused on price sensitivity



– Example: Hynday ATOS
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Business Approaches



Hybrid



No Frills Increased Price Low Value







Focus on markets which are unattractive to competitors or … Penetrate existing market and beat competition on price







Scrutinize each cost-creating activity, identifying cost drivers



















Increased price Standard value



Low Price



The Strategic Clock– price based strategies – 1 and 2 Key to achieve success



Focused Differentiation



Increased Price Low Value



Use knowledge about cost drivers to manage costs of each activity down year after year Find ways to restructure value chain to eliminate nonessential work steps and low-value activities Work diligently to create cost-conscious corporate cultures – Feature broad employee participation in continuous costimprovement efforts and limited perks for executives – Strive to operate with exceptionally small corporate staffs







Aggressively pursue investments in resources and capabilities that promise to drive costs out of the business
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Hybrid



Business Approaches The Strategic Clock– price based strategies – 1 and 2 When Does a Low-Cost Strategy Work Best?  







  







Focused Differentiation



Increased price Standard value



Low Price



No Frills Increased Price Low Value



Increased Price Low Value



Price competition is vigorous Product is standardized or readily available from many suppliers There are few ways to achieve differentiation that have value to buyers Most buyers use product in same ways Buyers incur low switching costs Buyers are large and have significant bargaining power Industry newcomers use introductory low prices to attract buyers and build customer base
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Hybrid



Business Approaches



Increased price Standard value



Low Price



No Frills



The Strategic Clock– price based strategies – 1 and 2 Pitfalls of Low-Cost Strategies



Increased Price Low Value







Being overly aggressive in cutting price







Low cost methods are easily imitated by rivals







Focused Differentiation



Increased Price Low Value



Becoming too fixated on reducing costs and ignoring – Buyer interest in additional features – Declining buyer sensitivity to price – Changes in how the product is used







Technological breakthroughs open up cost reductions for rivals Module 3 Slide 13
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Hybrid



Business Approaches







Increased price Standard value



Low Price



The Strategic Clock – Added Value Differentiation - 4 



Focused Differentiation



No Frills Increased Price Low Value



Increased Price Low Value



Products or services are unique or different from competition – Effort in Product Improvement, R&D – High investment in Marketing – Competence based approach Most appealing approaches to differentiation – Those hardest for rivals to match or imitate – Those buyers will find most appealing







Best choices to gain a longer-lasting, more profitable competitive edge – – – – –



New product innovation Technical superiority Product quality and reliability Comprehensive customer service Unique competitive capabilities
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Hybrid



Business Approaches



Increased price Standard value



Low Price



No Frills Increased Price Low Value



The Strategic Clock – Added Value Differentiation - 4



Focused Differentiation



Increased Price Low Value



Examples of different ways to differentiate with added value







– – – – – – –



A unique taste (Dr. Pepper) Multiple Features (Microsoft) Wide selection (Amazon) Superior Service (Fedex) Quality (Toyota) Perfect engine and performance (BMW) Top line image (Ralf Laurent)
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Hybrid



Increased price Standard value



Low Price



No Frills



The Strategic Clock – Added Value Differentiation - 4 When Does a Differentiation Strategy Work Best?



Increased Price Low Value



















Focused Differentiation



Increased Price Low Value



There are many ways to differentiate a product that have value and please customers Buyer needs and uses are diverse Few rivals are following a similar differentiation approach Technological change and product innovation are fast-paced
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Hybrid



Business Approaches



Focused Differentiation



Increased price Standard value



Low Price



Increased Price Low Value



No Frills Increased Price Low Value



The Strategic Clock – Added Value Differentiation - 4 Pitfalls of Differentiation Strategies 



Appealing product features are easily copied by rivals







Buyers see little value in unique attributes of product



















Overspending on efforts to differentiate the product offering, thus eroding profitability Over-differentiating such that product features exceed buyers’ needs Charging a price premium buyers perceive is too high Not striving to open up meaningful gaps in quality, service, or performance features vis-à-vis rivals’ products
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Hybrid



Business Approaches The Strategic Clock – Hybrid choice – 3 (or best cost) 







Focused Differentiation



Increased price Standard value



Low Price



No Frills Increased Price Low Value



Increased Price Low Value



Products and Services seek achieving Differentiation and Price lower than competition (also called best cost strategy) Options for being successfull – Ensure high volumes – Well identified market sement with particular needs • Eg. Ikea to offer quality to DIY market segment



– Look for « loose brick » in existing competitors • Poor quality from European car manufacturers opening doors to good quality Japanese cars in the 80’s at competitive price



– Examples: Ikea, Japanese Cars in the 80’s
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Hybrid



Business Approaches



Increased price Standard value



Low Price



No Frills



The Strategic Clock – Hybrid choice - 3 Risk of a Hybrid choice Strategy 



Focused Differentiation



Increased Price Low Value



Increased Price Low Value



A best-cost provider may get squeezed between strategies of firms using low-cost and differentiation strategies – Low-cost leaders may be able to siphon customers away with a lower price



– High-end differentiators may be able to steal customers away with better product attributes
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Hybrid



Business Approaches 



Increased price Standard value



Low Price



No Frills Increased Price Low Value



The Strategic Clock – Focused Differentiation - 5



Focused Differentiation



Increased Price Low Value



Provide High Perceived Value justifying a Premium Price. – Attract different customers and does not enter in competition with comodity products – Very demanding market segment – Niceh market (customers, geographic, small number of buyers)







Options for being successfull – Ensure that within market segment there is further differentiation • E.g. Porsche is low price compare to Rolls Royce



– Ensure agreement with Stakeholder expectations (risk of low demand, perception of market niche) – Ensure carefull monitoring since small change in market situation may become a disaster 



Example: Porsche cars, Rolex watches, but also micro-backeries etc…
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Business Approaches



Hybrid



Focused Differentiation



Increased price Standard value



Low Price



No Frills



The Strategic Clock – Focused Differentiation - 5 Risks of a Focused Differentiation Strategy















Increased Price Low Value



Increased Price Low Value



Competitors find effective ways to match a focuser’s capabilities in serving niche Niche buyers’ preferences shift towards product attributes desired by majority of buyers – niche becomes part of overall market Segment becomes so attractive it becomes crowded with rivals, causing segment profits to be splintered Business Policy - Pierre-Yves Benain Copyright
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Business Approaches The Strategic Clock – Example for Route 8 







Despite high level productivity Nissan experienced falling sales and financial losses in Europe due to fierce competition. Its product range was not sufficient attractive In March 1999 Renault bought a controlling stake in Nissan to embark into a programme of Product Development. One successful outcome was Nissan Micra launched in 2003.
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Business Approaches Competition and Collaboration (1 of 2) 



Organisations may compete in some markets, however Collaboration betwen buyers and sellers, or between competitors may be the best alternative when all see benefits for doing so.







Amongst collaborations’s types we find:







Buyer-Seller collaboration: – R&D, Tests, Joint Information Systems, Preference – Example: Buyer Seller Exclusivity via special price, special distribution







Collaboration to create barriers to new entrants, and/or to preempt substitution: – Tariffs, Norms, Product Features, … – Example: Quality Standards agreed between European manufacturers (and governments) imposed to foreign goods coming to EEC Business Policy - Pierre-Yves Benain Copyright
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Business Approaches Competition and Collaboration (2 of 2) 



Collaboration to gain entry and competitive power: – To enter in some geographical areas, it may be usefull to collaborate with local operators. – Example: Toyota developping jointly cars with General Motors to enter US market







Collaboration to share work with customers: – Web design, ordering on line,… – E.g. Dell Computers, where customer build their own PC, Ikea ….
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Business Approaches Reinventing the Industry – Changing the rules of the game The key for success was to play the same game better ….







– Example competition on price implies that winners are those organisations abble to offer the lowest price:



…. However with rapid change in consumers’ attitude, product offering etc, customer value changes, which gives rooms to approaching customers differently …







– Example 1: Include for the same price, customer incentives via a loyalty programme • Example Airlines Frequent Flyer Programmes



– Example 2: Change pricing scheme • Example: Mobile phone operators changing from « per minute tariff » to « per second tariff » • « All you can eat » Restaurants



Impact: Heavy Marketing Expenditure







– Companies need to heavily advertise how different they are.



Business Policy - Pierre-Yves Benain Copyright



Module 3 Slide 25



Business Approaches Deciding Which competitive strategy to Use 



















Each positions a company differently in its market and competitive environment Each establishes a central theme for how a company will endeavor to out compete rivals Each creates some boundaries for maneuvering as market circumstances unfold Each points to different ways of experimenting with the basics of the strategy Each entails differences in product line, production emphasis, marketing emphasis, and means to sustain the strategy



The big risk – Selecting a “stuck in the middle” strategy! This rarely produces a sustainable competitive advantage or a distinctive competitive position!
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Methods of Development
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“The sure path to oblivion is to stay where you are.”



Bernard Fauber Business Policy - Pierre-Yves Benain Copyright
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Methods and development Key questions 



What are the possible directions? – .. And options for development







What are the Methods? – Organic growth, Merger/Aquisition, Joint Ventures







What are the Sucess Criteria? – Suitability, Acceptability, Feasibility Business Policy - Pierre-Yves Benain Copyright
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Methods and development What are the directions? / What are the motivations? Existing Products Existing Protect/Build Markets Consolidation(En)  



New Markets



Market Penetration (En)



Market development New Segments  New Territories  New Uses  With new Competences  Beyond current Expectations 



New Products Product Development On existing Competences (R) With new Competences (R)  Beyond current Expectations (Ex)  



Diversification On existing Competences (R) With new Competences (R)  Beyond current Expectations (Ex)  



(En) = Environmental motivated - (R) = Resource motivated - (Ex) = Expectations motivated Business Policy - Pierre-Yves Benain Copyright



Module 3 Slide 30



15



Methods and development What are the directions? – Protect and Build 



Consolidation – When companies protect and strengthen their positions in their current markets with current products. – Consolidation may require reshapping the organisation or reshapping such as «withdrawal» or «downsizing». – Key questions include: • • • •







Where are my products in the life cycle? What is the perceived value of my products? What are my priorities; Where do I need to focus my resources? What are the expectations of my stakeholders?



Market Penetration – Companies want to gain new market shares within an existing market with current products – Key questions include: • What is the nature of the market? (growing, declining, …) • Do I have resources to develop activities for a new market?
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Methods and development What are the directions? – Product Development 







Changes in business environment may require demand in new products. Product Development is where companies deliver new or modified products to satisfy new demand to existing markets. Product Development may be achieved with existing competences – E.g. CANON with development of scanner, printers etc…







Most of the time new competences are required – Change of emphasis amongst customers value and features importance – CSF may change if previous CSF can be met by competition



  



Product Development requires high level of R&D investment Product Development may be risky and unprofitable. (at least at beginning) Often choice for Product Development is motivated by « What if not doing so ».



Business Policy - Pierre-Yves Benain Copyright



Module 3 Slide 32



16



Methods and development What are the directions? – Product Development - Example Meeting your Needs  BlackBerry provides wireless solutions to meet the unique needs of a variety of audiences.  Individuals BlackBerry Internet Solution™ gives individuals the freedom to stay in touch with your work and home, so you can exchange data with customers and clients and have the ability to better manage your life with family and friends as well.  Corporate and Government Customers BlackBerry Enterprise Solution™ tightly integrates with your existing enterprise systems for secure, push-based, wireless access to email and other corporate data, for large corporations and government organizations.**  Small/Medium Business BlackBerry offers small and medium-sized businesses different options to meet their diverse wireless requirements. Source www –BlackBerry web site Question: What was the motivation for creating BlackBerry? Business Policy - Pierre-Yves Benain Copyright
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Methods and development What are the directions? – Market Development 







When no further opportunities within existing markets, companies develop in new markets with their existing products Key questions are – Can existing products be of any use to new market? – Can existing products be adapted for new markets?



 



This means: Minimize additional resource needed and organisation changes – How can I minimise additional resource need to expand globally? – E.g. use the internet to start selling in new markets







Minimize product adaptation – How can I minimize Product Development effort to adapt my product to new markets/needs?
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Methods and development What are the directions? – Different flavours of market development 



Coca Cola’s multi-country Strategy in Beverages – Meets demand of local taste – Uses local ingredients in local production units – Business follows local practices, distribution, …







Microsoft multi-country Strategy in PC software – Integrates many local languages in its software packages – Creates some market specific softwares







Mc Donalds multi-country Strategy in fast food – Integrates local tastes (e.g. Chicken Mc Crispy in Singapore, or Mahrajah Mac in India, Tekriyaki burger in Australia) – Outlset and production similar in every country to maintain lower production costs







Nestle multi-country Strategy in instant coffee – On going « taste research » around the world – With more than 200 sorts of instant coffees, Nestle brands and deliver products matching local taste Source www Business Policy - Pierre-Yves Benain Copyright
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Methods and development What are the directions? – Diversification 







Diversification is a strategy, which takes away a company from its traditional market, product or competences. What leads to Diversification? – Business environment is changing – Resources and competences can be exploited differently – Expectations from stakeholders drive to diversification
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Methods and development What are the directions? – Diversification – Example 1        



Club (Original activity) Shop Music Radio TV Life Travel …



Source www



Business Policy - Pierre-Yves Benain Copyright



Module 3 Slide 37



Methods and development What are the directions? – Diversification – Example 2



  



Knifes (original activity) Tools Luggages



   



Watches Sportstools Office tools (Stapplers, USB keys)… … Source wwww
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Methods and development What are the Methods? 



For any direction, there are different methods for development: – Organic growth or internal development • Enhancing the organisation without external push



– Merger or Acquisition • Take over another organisation



– Strategic Alliances • A joint development where two organisations share resources for a joint development
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Methods and development What are the Methods? – Internal Development 











Internal development is characterised by building up an organisation’s own resource base and competences. Internal development is defined as «doing everything on our own » Why do companies choose internal development? – Very specific products (highly technical) – Market knowledge is a core competency – Development timeframe is short, giving little room to other external alternatives to build competencies – Spread of cost looks more realistic
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Methods and development What are the Methods? – Merger and Acquisition 



An organisation develops resources and competences by taking over another organisation. – Acquisition = one company absorbs another company – Merger = Two companies decide to «merge» and create a new company







Why do companies choose acquisitions or mergers? – Speed to enter into a new market or new products – Kill competition – Deregulation – creating market fragmentation (e.g. Air Transport Industry in the 90’s) – Lack of resources or skills – Industry life cycle – Production cost efficiency – Shareholders expect growth and push two companies to merge – Buying undervalued assets and influence share price Business Policy - Pierre-Yves Benain Copyright
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Methods and development Merger and Acquisition - Issues 



Acquirer may pay too much – 70% of acquisitions end up with lower value



    



Organisational issues Expertise leaves Internal politics Change of habits leads to lower efficiency Cultural differences
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Methods and development Merger and Acquisition – Where to find what happens? http://money.cnn.com/news/deals/mergers/dealchart.html
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Methods and development What are the Methods? – Strategic Alliance 







A Strategic Alliance is when two or more companies share resources to pursue a strategy. Why do companies choose Strategic Alliance? – Get material skills, innovation, assets with less investments – Share resources to lower production costs – Co-specialisation, allowing each partner to value competencies while expanding market – Learning from partners, developping competences







Issues – – – –



Ensure there is a clear strategic purpose shared by partners Compatibility at operational and cultural level Clear performance expectations Trust
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Methods and development Strategic Alliance – Product or Market Development, ?
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Methods and development Summary Directions



Environment



Competences



Expectations



Consolidation



Withdraw from declining markets



Build strengths through investments/innovation



Market Penetration



Gain market shares



Exploit superior resources and competences



Better return at low risk by exploiting current strategies



Product Development



Exploit knowledge of customer needs



Exploit R&D



Market Development



Current markets saturated: New geos, New segments, new uses



Exploit current products



Diversification



Current markets saturated declining



Exploit core competencies in new areas



Better return at higher risk by sweating the assets



Internal Developments



First in field



Learning and competence development



Cultural/Political ease



Merger Acquisition



Speed Supply/Demand



Acquire competences, Scale economies



Return growths of share value



Strategic Alliance



Speed Industry norm



Complementary competences, learning from partners



Required for entry, dilute risks



Better returns at medium risk by exploiting current strengths or market knowledge



Methods
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Corporate Strategy



Business Policy - Pierre-Yves Benain Copyright



Corporate Strategy Corporate parent definition 







The level of management, above business units, and not involved with buyers and competitors is called « The Corporate Parent ».



Question is: How does the corporate parent help?
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Owners Centre Divisions



Businesses/Regions Clients/Competitors Business Policy - Pierre-Yves Benain Copyright
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Corporate Strategy Corporate parent definition – Example of organisation CEO



Central Divisions Marketing



HR



CFO



Legal



Performance Mgt



Marcom



Accounting



Training



Product Mktg



Purchasing



Hiring



Promotions Pricing Market Research



Product Dev Engineering



R&D



Sales



Incentive plan Delivery …



CIO Corporate IT



Supplier Mgt



Cust Service



Central Services



Complaint Mgt CRM



Logistics



Interactions and Decisions



Business/Regional Divisions



COO



Invoicing Billing



Production Quality Mgt



Tax



Regional Head



Regional Regional Regional Marketing Finance HR



Regional Regional Regional Sales Legal Delivery
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Corporate Strategy Does the corporate parent add value?           



Efficiency Strategic guidance to the business Expertise Investment and competence building Fostering innovation – coaching Mitigating risks Image Coordination Standards and performance assessments Intervention Act as visionnary Business Policy - Pierre-Yves Benain Copyright
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Corporate Strategy Does the corporate parent add value? Cost Bureaucratic mechanisms Buffer executives from having a vision on what is achievable Corporate structures focus on managerial ambitions out of realities and business



  







Business Policy - Pierre-Yves Benain Copyright



Module 3 Slide 51



Corporate Strategy Corporate parent definition – Key questions CEO



Central Divisions HR



Marketing



CFO



Performance Mgt



Marcom



Accounting



Training



Product



Purchasing



WhatMktg is the logic of Hiring the portfolio? Promotions Pricing Market Research



WhatProduct is the strategic roleCOO Sales Dev of corporate?



Legal



Engineering



Incentive plan



Delivery



R&D



…



Logistics



CIO Corporate IT



Cust Service Complaint Mgt CRM



What is the nature and Invoicing Supplier extend of diversification? Mgt



Interactions and Decisions



Billing Production Quality



Tax



Is corporate control styleMgt appropriate?



Business/Regional Divisions



Regional Head



Regional Regional Regional Marketing Finance HR



Regional Regional Regional Sales Legal Delivery
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Corporate Strategy Corporate Rationale Roles Rationale



SBU = Strategic Business Units



Portfolio Manager



Restructurers



Synergy Managers



Parental Developpers



Act as agent on behalf of financial markets



- Value creation at SBU level



- Achivement of synergetic benefits between SBUs.



- Central competences can be used to create value in SBUs



Strategic Requirements



- Pushing performers, and divesting low performers



- Identifying restructuring opportunities to improve SBUs performance



- Sharing activities resources, transferring skils etc…



- Central has and develops suited capabilities to support SBUs - Portfolio is suited to centre’s expertise



Organisational Requirements



-Thin corporate org. - Autonomous SBUS - Incentive SBUs on financial performance basis



-Thin specialists corporate org. - Autonomous SBUs Incentive based on SBus improvement



- Collaborative SBUs - Incentive SBUs to collaborate and share



Central manages SBUs are autonomous outside imposed collaboration with central



Logic
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Corporate Strategy Corporate Portfolio - BCG 



Market Share



Star







Question Mark – SBU in a growing market without high market share







Cash Cow – SBU with high market share in a mature market. Growth is low







Market Growth



– SBU having high market share in a growing market.



High



Low



High



Stars



Question Marks



Low



Cash Cows



Dogs



Dogs Boston Consulting Group box



– SBU low market share declining or unmature market Allows managers to analyse SBUs in their respective market segments and industry life cycle and decide who to support Business Policy - Pierre-Yves Benain Copyright
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Corporate Strategy Corporate Portfolio - BCG Market Share



High risk in gaining market shares



Market Growth







High



Low



High



Stars



Question Marks



Low



Cash Cows



Dogs



Boston Consulting Group box 



Stable Revenue Generation, low risk



 



Do we understand this? Getting rid of this? ERA
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Corporate Strategy Corporate Portfolio – Directional Policy        







Market Indicators



Market Share  Sales force  Marketing  R&D  Manufacturing  Distribution  Financial Resources  Managerial  Competence  Competitive Position   



SBU Strengths



Market Size Strong Average Market Growth Competitive Structure High Barriers to entry Profitability Medium Technology Inflation Regulation Low Workforce avauilability Social Issues Environmental issues Market size Political issues Legal issues SBU Market share



Weak



Market Attractiveness



SBU Indicators



Allows managers to analyse SBUs in their respective market segments and industry life cycle and decide who to support Business Policy - Pierre-Yves Benain Copyright
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Corporate Strategy Corporate Portfolio – Directional Policy



Business Strength



Industry Attractiveness Strong



Average



Weak



High



Investment & Growth



Selective growth



Selectivity



Medium



Selective growth



Selectivity



Divest



Low



Selectivity



Divest



Divest
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Corporate Strategy Extend of Corporate Diversity – Diversification 



Diversification – Vertical Integration, such as integrating various activities backwards and forward from the main activity (e.g. supply chain) – Horizontal Integration, such as integrating competitive or complementary activities.







Reasons for Diversification – – – – – –



Control of supplies and activities Control to markets Access to information Cost Saving Building core competences Spreading risk
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Corporate Strategy Example – Horizontal Integration -AA



{



Competitive and complementing activities
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Corporate Strategy Extend of Corporate Diversity – Example Starbucks



Coffee



Music
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Develop the Business Case
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Develop the Business Case Definition 















A Business Case provides decision makers with data and information to decision quality. Business Cases are needed for approving a project or a budget, obtaining finances, deciding on setting direction from a range of Strategic Choices. No Strategic Decision will be approved without a Business Case. Format is a often a Summary “power point” presentation backed up with a Word Document containing all data.
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Develop the Business Case Content of a Business Case (1 of 2) 



Executive Summary







Background







Project Description



– – – 



Describe the proposed project in terms of size, function, location, approximate cost, technology, timing, and stakeholders. Summarize how the project aligns with the specific and published goals and strategies of primary stakeholders, especially organizations approving funding.



Environmental Analysis – –







Outline the problem, opportunity, and current situation.



Strategic Alignment –







Summarize the salient points in no more than 2 pages



Assess what similar organizations are doing to solve similar problems. Summarize industry trends pertaining to solutions that meet the problem or opportunity.



Alternatives – – –



Identify, describe, and evaluate alternate sites or locations. Identify, describe, and evaluate alternate physical solutions to solve the problem from relevant perspectives, including location, configuration, timing, phasing, etc. Identify, describe, and evaluate alternate methods of delivery including traditional procurement and public-private partnerships.
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Develop the Business Case Content of a Business Case (2 of 2) 



Impact Assessment –







Risk Management –







Identify risks inherent to the project, the seriousness and probability of the impacts and the main risk management strategies proposed to manage the risks.



Costs and Benefits – –







Identify the types and severity of impacts on stakeholders for the preferred alternative and at least one other option.



Estimate capital expenses (CAPEX), operating and recurring expenses (OPEX), and revenues for each viable alternative solution over an appropriate time frame, but no less than five years. Identify both quantifiable and qualitative benefits for each viable alternative and for the preferred alternative, and indicate which stakeholders receive the benefits listed.



Conclusions and Recommendations –



Summarize key findings from previous sections leading to selection of a preferred alternative and outline specific recommendations to the funding approval authority concerning how much funding is required and over what timeframe.







Implementation







Approval



– –



Describe how the project implementation will be organized and controlled. Outline the approval process and prepare a signature page for the legally authorized sponsor(s) to approve the business case, include complete name, title and organization of each signing authority.
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Develop the Business Case Summarize Strategic Alternatives with financial statements 



Describe Revenue, Costs (OPEX, CAPEX), ROI, Payback Period, IRR, NPV, Gross Margin, Net Margin Profit & Loss



Strategic alternative 2 Total I - Revenue Profit & Loss Total IIOperating - Strategic Cost of Sales Expenses alternative



Revenue Projection How much needs to be spent



Profit and Loss indicators How long it takes to Recover investment



Gross Margin



1



Total (MUSD)



Year 1



Year 2



Year 3



Year 4



Year 5



6'437 40 717 1'237 1'861 2'583 Total (MUSD)3'162 Year 1 148Year 2 341Year 3 600Year 4 886Year 51'188



TotalAs Ia-percentage Revenueof Revenue



6'437 50.88%



(108) 40 -270.34%



717 52.49% 1'237 51.49% 1'861 52.38% 2'583 54.01%



376



637



TotalTotal IIOperating - Cost of Sales Expenses III - SG&A



3'162 1'122



148 63



341 204



600 265



886 346 1'188 245



1'122 390



63 41



204 63



265 92



346 91



Gross Margin Margin Operating As a As percentage of Revenue a percentage of Revenue



TotalTotal III - SG&A IV - Other Costs



3'275



975



1'395



3'2752'153 376 173 637 372 975 629 1'3951'149 (108)(170) 50.88% -427.30% 52.49% 33.45% -270.34% 24.08% 51.49% 30.08% 52.38% 33.81% 54.01% 44.50%



245 102



Operating Margin Net Margin As a As percentage of Revenue a percentage of Revenue



2'1531'763 (170)(211) 173 109 372 280 629 538 1'1491'047 33.45% -529.39% 24.08% 27.39% -427.30% 15.27% 30.08% 22.60% 33.81% 28.90% 44.50% 40.55%



TotalFunds IV - Other excessCosts



3902'764 41 (211) 63 277 92 510 91 871 1021'317 1'763 (211) 109 280 538 1'047 (1'984) (580) (284) (455) (321) (345) -529.39% 27.39% 15.27% 22.60% 28.90% 40.55% 780 (791) (7) 55 551 972 2'764 (211)(791) 277 510 871 1'317 229 (798) (743) (192) 780 (1'984) 67 (580) (284) (455) (321) (345) 780 21% (791) (7) 55 551 972 229 1% (791) 0% (798) 0% (743) 1% (192) 2% 780 3% 1.00 1.00 1.00 1.00 0.20 67 50



Net Margin Capital Expenses - Investments As a percentage of Revenue Cash Flow Funds excess NPV @ 12.0% Capital Expenses NPV @ 18.0%- Investments IRR Cash Flow NPV ROI @ 12.0% NPV Payback @ 18.0%Period (months) IRR ROI Payback Period (months)



21% 1% 50



0% 1.00
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0% 1.00



1% 1.00



2% 1.00



3% 0.20
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Develop the Business Case Definition of financial indicators in the business case 























Net Present Value (NPV): The difference between the present value of cash inflows and the present value of cash outflows. NPV is used in capital budgeting to analyze the profitability of an investment or project. Internal Rate of Return (IRR): The discount rate used in capital budgeting that makes the net present value of all cash flows from a particular project equal to zero. Return of Investment (ROI) A performance measure used to evaluate the efficiency of an investment or to compare the efficiency of a number of different investments. To calculate ROI, the benefit (return) of an investment is divided by the cost of the investment; the result is expressed as a percentage or a ratio. Gross Margin. gross margin is equal to gross income divided by net sales, and is expressed as a percentage. Net Margin: Net profit divided by net revenues, often expressed as a percentage. Net margin calculation is a good way to to compare companies in different industries in order to gauge which industries are relatively more profitable Payback Period. The length of time required to recover the cost of an investment.
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In this module we learned that: 























Strategic Choices (or Options) result from the Positioning Exercise At Business Level Companies need to decide to compete on Cost or Differentiation (Strategic Clock) A Method of Development Companies need to find their way between developping new market or new products Developing new market or new products can be done incrementally (alone), by Alliance (collaboration, sharing facilities and resources) or by Merger (2 companies decide to become 1), by Acquisition (1 company absorbs the other) The corporate parent with its style of control and may be more adapted to various business Strategy or Method of Development The Business Case demonstrate that the chosen Strategic Option is financially sustainable
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End of Module 3
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