Strategic and Economic Value Analysis
~of New Business Ideas
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Hewlett-Packard Company
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The Growth Team Membership™ (GTM)

GTM is a subscription program
that supports executives within the
functions that report to the CEO

CEQO’s Growth Team™

R&D/
Innovation

Strategy

Corporate

Marketing
- Development

Market

Investors/
Research

Finance

Competitive
Intelligence
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GTM provides best practices, events, and
services that enable executives to address
challenges within their companies

GTM: Creating Client Value

GTM’s case-based best practices help executives:

A

Speed the design and implementation of initiatives
by not reinventing the wheel

Save money and reduce risk by avoiding mistakes
made by other companies

Accelerate problem-solving with a cross-industry
perspective

@

Improve their functions’ and companies’
performance and productivity
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Profiled Best Practice Company

Firm: Hewlett-Packard Company
Industry: Information Technology: Computer Products and Services

Headquarters: Palo Alto, California, United States

Geographic
Footprint: Global

Ownership: Public
Revenue (2010): $126 billion USD
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Growth Challenge

Problem:

HP needs a rigorous process for developing, evaluating, and launching new
businesses based on strategic and economic value.
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HP employs a multi-step process to identify, evaluate, and launch businesses
that are outside of HP’s current offerings

HP’s New Business Development Process

> Ideate > > Incubate > > Accelerate >

The Value-Based Decision
Analysis Process

O
@ Step |
Strategy

Development
Idea Champion
* Can be any HP
employee with a
passion for a new Step 2
business idea Strategy

* Manages the Planning
idea through the
Formulate phase

e Creates an informal
cross-functional team

Step 3
Quantify
Value Informal Team
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HP’s Value-Based Decision Analysis Process involves a two-day workshop that
formulates and evaluates commercialization strategies for hew businesses

| Overview of the Value-Based Decision Analysis Process
Process Facilitator L Formulate
- Objective—Define alternative
Step | e | | commercialization strategies for the new
0 Strategy s'““" business and align the team on preferred
g Development Blr= : 3 P
— strategies.
A
\
3 PHASE PHASE PHASE
\‘ Step 2 _ Objective—Divide commercialization
\ Strategy o strategies into executional phases tiered
N Planning by risk.
‘\
\
\
Y
\ . . . .
\ Objective—Estimate the commercial value
\ SECBE generated by each commercialization
k Quantify strate
\ Value 8-
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Use facilitated dialogue sessions to identify viable commercialization

strategies
:}EDD Half-Day Workshop: Strategy Development (Strategy Table)
]
STRATEGY TABLE

The Strategy Table is a dialogue-based
exercise that develops multiple
commercialization paths for new

Choice Points consist of

o the primary decision areas
| that shape a strategy.

businesses.The table allows the strategies
to be compared easily and aligns the team
on which path(s) to pursue.
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Choice Choice
Strategy | pone 1 | FOINt2 | point3
Theme Brand I\;Iarket HP Contribution
cope
HP- HP-branded |Optical drive ]
;ggtegdycf\ Branded [PCs only design and )
-brande software
White All MS-based | IP only
Ztrateglg B Label and Apple
Strategy C |Ingredient- [ All MS-based |IP and
Drive Brand and Apple certification
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Standard
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-
-~
s
—
-
-
-
-

\

Process Facilitator
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Prioritize commercialization strategies based on risk

D%DD Half-Day Workshop: Strategy Planning (Strategic Plan)
- 1

) 2 '3
— — STRATEGIC PLAN —— / Identify > / Define > / Quantify >

The Strategic Plan is a three-step
process that structures a Identify Proof Points for |
commercialization strategy into each phase of a strategy. |
phases with key success measures, Proof fo"_‘lts :‘re "Oih !
the probability of success, and project miiestones, they
] ; are the evidence the |
required investment. |
:

|

|

|

|

Define success metrics
for each Proof Point.

! Quantify the probability
1 of success (risk) for
! each metric and the
t investment required.
\ The probability is based
team must demonstrate :
to prove the new !
l
!
!

on market research,
experience, and team

business strategy dialogue.
is viable.
Conventional Strategy Strategic Plan (“Strategy A”)
Consumer Technology Device Example Consumer Technology Device Example

Cumulative

Phase | Proof Points Metric Success Rate Phase | Proof Points Metric
Technology . Sign up critical | Sign up 3 o
I proof of Working 70% ($20 M) I suppliers suppliers 107 (31 1)
¢ prototype
concep Technology .
Si itical | Sign up 3 SNy B Il | proof of Working | 700, ($20 M)
! '8N up critica '8h up 10% ($1 M) P prototype °
suppliers suppliers concept
Drive market Retail o ) o Drive market Retail o ST
. adoption presence A @I ) 8% I adoption presence 80% ($10™)
Overall Probability of Success: |56% [~~~ Overall Probability of Success: |56% [~~~ 777
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Estimate the value of the new business by calculating the uncertainty around

the economic factors that drive NPV

) N ) )
[
E Full-Day Workshop: Quantify Value (Tornado Diagram Analysis)
Traditional Calculations Results
Value Analysis “Strategy A” NPV ($ million)
Economic
Define factors o $0 $5 $10 $15 $20 $25
’ 1 ] ] ] ] I
Cost Per o= Margin
Unic T Per Unic 9 Price Per Unit ($)
N Estimate low and
ok A high value Margin Per Unit (%)
’ . Life (years)
T Base case NPV Cost per Unit
Lifetime v 4 Development

Costs

¢

Calculate
uncertainty

4

Plot results

—0 —0 0

Market Share
Market Size

Penetration

Combined Uncertainty
Range

[
]

A “Combined Uncertainty Range”
sums up the low and high estimate
NPV range for the strategy.

/ Base Case NPV

($9M)
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Focus on the economic factors that drive the greatest variability in
commercial value

R N S N
[

L
]
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Full-Day Workshop: Quantify Value (Tornado Diagram Analysis)

Economic Factors

Price Per Unit ($)

Margin Per Unit (%)

Life (years)
Cost per Unit
Market Share
Market Size

Penetration

“Strategy A” NPV ($ million)

$0 $5 $10 $15 $20 $25
| | | | | |

I q I
$152 L$22 1380

I P I
15%-2 25%- +35%
I I 7]

L1 1
[ 11
[

Combined Uncerainy Rarg -©

Base Case
NPV ($9M)
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Compare competing strategies’ commercial value and execution risk to select
the optimal launch strategy

- Full-Day Workshop: Commercialization Strategy Selection
Commercial Value Impact Execution Risk Commercial Value Impact (Cumulative)
: NPV ($ million)
LT N : _ $5 30 $5 S0 SIS 520
—t——— I i il Rt N Strategies | ! ! I ! \
1] 0| Tz et kg prownype | 70% 520 1y ]
StrategyA E%l + _ i a"d”apmenoe [s\om : Strateg)( A —
= Overall Probability : Strategy B .
1] of Success: : Strategy C |:I:|
: Execution Risk (Cumulative)
| 0
I
_ _ _ |
N — e ! Strategy 0
e 1 L
[[%l P ] p— ,0,:[,”; : Probability of .
Strategy B E% + T el T T " Success
i ] ! o . .
o : Strategy  Strategy  Strategy
m | A B C
— : STRATEGY SELECTION
I . .
I * When the team faces a risk-reward trade-off, it
: will usually choose the strategy with the highest
=5 B Bt [ | NPV
=+ et b ik | | * This selection enables the team to learn quickly
1] arkop Retall préase nes B0 (§10 My - .
Strategy C = -+ - e = o | and potentially generate considerable value.
o Ove:aflls::::saslflllty 30% | | * Even if the riskiest strategy falls short, the lessons
(— - | learned help the team employ the highest-value
: alternative strategies.
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Utilize the workshop results to bridge the credibility gaps in funding requests

Sponsor Funding Presentation

SPONSOR MEETING

Following the workshop, the team spends a month, on average, preparing for the funding meeting with the
project’s sponsor—the VP/GM who committed to attending a funding presentation.

Sponsor Funding Concerns Team Solutions
Business Model Strategy Table T
Ambiguity Build credibility out of ambiguity —

Strategy
3

Stratogy
4

PHASE PHASE PHASE

. A A
Strategic Plan v/
i . . - . '
Risk Treat risk as a partner in decision-making v/ X
X
xa 3
. [ —
Tornado Diagram =
Uncertain Focus on key economic factors that drive value =
Market Value variability il
il
I
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Business Results

Value-Based Decision Analysis: New Business Pipeline

2005 2010

30 ) |5 mp 70%

New of the new businesses launched
Businesses Businesses involved disruptive innovation for
Analyzed Launched HP (e.g.,a new technology, new

market, or new business model)

NEW BUSINESSES

The new businesses analyzed or launched via Value-Based Decision Analysis include:

* Retail Photo Solutions (RPS) business: the methodology was used to develop and implement a major
strategy change, including an acquisition to accelerate the RPS business

HP Sensing Solutions

LightScribe Direct Disc Labeling

HP Indigo Digital Presses

HP Labs’ Misto Collaboration Display
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View GTM’s webinar with Rich Duncombe (Hewlett-Packard)

* In the webinar, Rich shares his key lessons learned and participates in a Q&A session

* The webinar is available 24/7 at frost.com/atl
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ASKTHE THOUGHT LEADERWEBCAST ARCHIVE

Value-Based Decision Analysis of
Innovative New Business Ideas
A Best Practice featuring Hewlett-Packard Company

Featured Thought Leader

Rich Duncombe
HP Strateqist
The Hewlett-
Packard
Company

Applicability to Executive Function

Click Here to View the On-Demand Version

Innovation/ R&D
Corporate Strategy
Corporate Development
CEOQ/ Leadership
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