


The Birth of the “New Economy” concept

1997 three books have been published with the same message:

Thomas Leif Edvinsson, Gl Karl Erik
| A. Stewart, mﬂ%ﬁtﬁ"m’ Michael Malone, ”ﬂl‘w{‘lﬁwﬂ’* Sveiby,
Intellectual Intellectual Sl The New
Capital Capital : Organizational
o Rl ERL SVEIY Wealth

The key thesis of the authors:

m The source of value has shifted from tangible to intangible assets !

m Not financial capital and tangible assets represent the main value
drivers, but intangible assets such as human capital, relationships

with business partners and a company’s capabilities to innovate

® Very low variable costs
® Large fixed costs (R&D)
Knowledge ® Non-Scarcity of assets

based @ Customers are ,locked in*
products through platform effects

® Economies of scale

® R&D costs can
be spread across a
larger customer base

The combination of
all three factors
is leading to dynamic

network effects New
and commu-
Globa: increasing nication tech-
returns nologies /
Internet

lisation

® Much simpler distribution
of product knowledge

® | ower sales costs
Source: Juergen Daum, Management in einer neuen Wirtschaft (Bonn: Galileo Business, 2001)
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Adapt structures and
business processes

=

New business models, tighter
collaboration with business partners,
automation of processes and
information flows through intensified

use of IT and the Internet (“E-Business”)

Improve management
and “steering” tools

=

New management systems, which
better support strategy execution,
continuous change management,
and optimization of productivity

of intangible assets




Cisco Svsrems

Ciscofs strategy:

o

EMPOWERING THE.
INTERNET GENERATION™

B Become global market leader for Internet network equipment

B Focus on the customer relation and provide a complete solution

B Qutsource non-core activities (production, distribution)

B Establish thight IT based links with customers and suppliers and

link Cisco with them into a ,single enterprise”

B Extensive use of IT and webbased service to make employees more

productive

B Product innovation through acquisitions if in-house development
of new technologies is not possible fast enought(within 6 months)

B A short and long term strategy oriented and flexible enterprise

management approach

Cisco Srsrems

. outsourcing of manufacturing:

Focus on the customer relations /

Cisco's E-Business System

Cisco Employee . i
Connection Cisco Connection

Online

‘ Manufacturing

Intranet/ Intranet/ Connectlgn Sell |
travel portal EIS and DSS Online —— =. =,

Distributor

Source: Juergen Daum, Management in einer neuen Wirtschaft (Bonn: Galileo Business, 2001)




Cisco Svsrems

Product - Innovation through acquisitions, if
el fn-house development is not possible fast enough

B Cisco became a specialist in acquiring and integrating smaller /
start-up companies with new products close to market
introduction

B By combing the acquired ,R&D assets" with its own ,,Customer
assets" and distribution capabilities, Cisco was able to create
significant additional shareholder value

B Example: The acquistion of Crescendo in 1995:
® Crescendo, with a nnual sales of $10 Mio, has been acquired for $97 Mio

® Through the combination with Cisco's ,,Customer assets", Cisco was
able to increase sales from Crescendo products very fast
to $ 500 Mio in 1996

Cisco Srsrems

A short and long term strategy oriented and
wmmere - flexible enterprise management approach

Adapt strategy

every
6-12 months

. Strategic
Target Setting

-------------------------------

Strategy Mana%ement Process

based on Cisco’s strategic matrix

Business Management
every Measure Process Decide, how to adapt
Performance
1-3 months

Adapt plans and
operative activities

Source: Juergen Daum, Management in einer neuen Wirtschaft (Bonn: Galileo Business, 2001)




Intangible Assets
What is important
from a management
point of view ?

There is no direct relationship between an Intangible Assets
and a financial outcome. Only through activities and initiatives which
combine different Intangible Assets, financial value is being created

Partner Network
(Service Partner)

HumanCapital
(Skilled sales &
R&D staff)

Financial Capital
Market Sh —»
arket share (Revenue, Cash Flow)

Competitive
Products

Organizational
Capital
(R&D Processes)




Overall

economic Financial Compet/tor
trend Value actions

Technology
T trends

Driver Driver Driver Driver
4 4 4 4
Strategy | | | | | I
Mission critical activities / initiatives
Human Organizational - Partner Customer
Capital Capital R Network Relations

Intangibel Assets / Intellectual Capital

Strategy has to be adapted to changing market conditions
continuously in order to preserve the value of Intangibles and
to optimally leverage its value creation potential:

Planning /
Simulation

‘ ‘ STRATEGY |

Adapt Strategy

Communication Feedback

Execute I




O Facilitate a common understanding of corporate strategy
among the members of the management team

Implement a strategic and operative monitoring system based
on this value creation system

Establish a process of continuous evaluation of business risks
through rolling forecasting and analysis

A3 Jirgen Daum Financials Kongress 15
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Source: Juergen Daum, Management in einer neuen Wirtschaft (Bonn: Galileo Business, 2001)
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Regular meetings e.g. in a
»Management Cockpit“ room

5.

Example: Skandia's Intellectual Capital Report

AMERICAN SKANDIA
American Skandia provides variable annuities and is the

sixth-largest company {n the US variable annuity market

1997 1996 1995  1994"

SKANDIA REAL ESTATE

Skandia is one of Sweden’s largest froperty owners, with
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Report regularly
to the ,Financial
Community*
about financial
performance and
developments

of ,Intangibles”




Example:

Invest in Delayed

capacity 4 through lack of
“System
Thinking”

Reduce

free
capacity

Increase lead

time Balancing Reinforcing
Loop Loop
\ Reduce customer Invest in
satisfaction sales force

i

Long term
sales damaged

How can software applications
help me to achieve this ?

What does
mySAP Financials offer ?




Planning /
Simulation

Communication ‘

Adapt Strategy

@ Feedback
\ Execute I

P %

T pe——

_ utive DSS Self Services r DSS Self Services

EEE CrRr———

_ Increase
Executive & Internal
Controller i
bortal Economic
Transparency

Finance &
Controlling

Enrich
Relationship vest
nvestor
ThrouQ Portal
Value Adding
Services

Online Analysis, Information Push Sgrvices




Operations i E-Business Accounting i Analytic World

SHARED MASTER DATA AND META DATA

CRM > i E
(Siebel) i ! Strategy &
I » Enterprise
: 1 Management
HR 1 '
<+>» | . H
(PeopleSoft) j Accounting i >
i “Engine” !
R/3 H 1
<+“—» :
(SAP) 5 ; >
QU E" D e A
Systems ! !
SHARED BUSINESS FUNCTIONS
Flexibility High degree of online High level of

in implementing processing and flexibility for

new systems and automation, user and
processes assuring consistency business driven
and accuracy of modelling,
financial data analysis, and
simulation

More about ,Management in A New Economy*
in the speaker’s book -  German edition:

Management in einer Neuen Wirtschaft

Intangible Assets oder die Kunst, Mehrwert zu schaffen
by Jirgen H. Daum

including case studies of leading companies and interviews with
international thought leaders like David Norton, co-author of the
Balanced Scorecard concept, and Leif Edvinsson, father of the
concept of Intellectual Capital

Contents:

- - The End of Industrial Capitalism and of Traditional Management
- Factors of Corporate Success in A New Economy

- The New Role Corporations Play in Society

- The Evolution of Enterprise Structures and Organisational Assets
- Management Instruments of the Future

- Challenges for the CIO and CFO

Management in einer
neuen Wirtschaft

Galileo Business
ISBN 3-89842-112-0, Sept.2001

' I more info about the book’s topic at the author’s
The English edition is planned to . K .
follow soon after the German edition | WEDSte at: www.juergendaum.com
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