


INNOVATION



WE SEIZE GROWTH OPPORTUNITIES

IN A TARGETED WAY AND BENEFIT

FROM THE DYNAMIC DEVELOPMENT

OF NEW BUSINESS AREAS IN THE

LONG TERM.

— PROSIEBENSAT.1 MEDIA Annual Report 2014’



CHAPTER 1

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

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

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

customer segments?
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HAT IS STRATEGIC
NOVATION?

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

management approaches might offer.



ARTFUL INNOVATION 5

TRADITIONAL STRATEGIC MANAGEMENT

TRADITIONAL
STRATEGY

i. Where to play
ii. How to win

v

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

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

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

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

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

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

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

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

traditional frameworks.
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STRATEGIC INNOVATION
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HOW DOES OUR TAKE on strategic innovation differ from
these more traditional approaches?

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

than simply offering a cheap or different product, to include

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

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

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

i. Customer and Noncustomer
ii. Customer Experience

i. Offering
ii. Business Model
iii. Revenue Model

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




8 THE ART OF OPPORTUNITY

STRATEGIC INNOVATION

i. Customer and Noncustomer
ii. Customer Experience

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

Customers and noncustomers,

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

and hurdles to satisfaction.

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

customer experience.

i. Offering
ii. Business Model
iii. Revenue Model

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

pricing mechanisms, and payment schemes.



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

N

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

company is embedded in and relies on.

ARTFUL INNOVATION

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

and planning.
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HAT IS BUSINESS
SIGN THINKING?

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

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

business design thinking focuses on the practices that enable

your team to achieve success more effectively and efficiently.

In short, business design thinking is a collection of principles

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

including employees, shareholders, suppliers, and vendors.

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

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

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

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

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

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

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

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

improve efficiency, and create context for understanding.

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

we actively promote identification of value through holistic

perspectives.

Co-Creation

Iteration Holistic Perspective

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

increased business and by association with the firm.
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GETTING STARTED

v

OUR RESEARCH HAS FOUND that growth initiatives have

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

mon characteristics:

- A dedicated, diverse team.

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

Employ visual thinking and storytelling to manage complexity.

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

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

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

- Applies an open mind and actively uses experimentation and

iteration to solve problems.

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

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

Feels comfortable with ambiguity and uncertainty.

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

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

than a hunger for approval.®



Empathic + Holistic + Open-minded « Courageous « Visual + Collaborative



