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A
A Behavioral Theory of the Firm, 8n, 67

Aberrant metrics
as effects, xv, 129, 175, 180, 186,
204
as symptoms, 239
on-site interview and, 176, 205
ratios and, 69, 129, 171-172. 175,
180, 189
routines and, 204
SPARC and, xxviy 15
value maps and, 322
vs. causes, 204, 239
Accounting system. See Chart of
accounts

as part of competitive analysis, 32

as an information system, 316
defined, 191

Administratice Sehavior, 67
Alchian. Araien, 9, 345
Aldrick, Howard, 68, 83
Aligriment

management accounting, 224, 225

“‘serves three masters,”” 191

Acronyms, list of, xxv—xxvi

Adjustments to financial statements,

189, 290

351

architecture and, 196, 197

as integral to distinctive
advantage, 146

company-level risk and, 13

Explorer and Experimenter and,
210

focus/differentiation and, 203

incentives and, 117

internal and external risk factors,
of, 21,117, 146

misalignment of “‘O’” in VRIO,
115

of competitors, 169

rate of outside change and,
185

SPARC and, 103

strategy as linchpin of, 203-204

value drivers and, 139

VRIO and, xxvi, 23, 37, 38
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American Society of Appraisers. See
under Membership
organizations

Evolutionary Theory of Economic
Change, 9, 86

Andrews, Kenneth R., 20, 21,

345
Archetypes. See SPARC archetypes
Architecture. See SPARC
artifacts and, 81
as cause of aberrant metrics, 186
defined, 203
Equivocator and, 214
Exploiter/Extender and, 209
Explorer/Experimenter and,
211-212
four aspects of, 196-197
specialty retailing and, 275
value drivers and value destroyers
and, 190
Austrian economics, 105-125
Austrian economists < pas:
Bohm-Bawerk, Fugen, 108,
125
Cantillon, Richard, 106, 107
Hayek, Friedrich A., 108, 109,
124
Hazlitt, Henry, 124
Lachmann, Ludwig, 108, 109,
124
Machlup, Fritz, 108, 109
Menger, Carl, 107-108
Mises, Ludwig von, 108, 124
Rothbard, Murray, 108, 109
Say, Jean-Baptiste, 107
Wieser, Friedrich von, 108

Austrian economists - present
Kirzner, Israel M., 108, 109,
110, 124
Klein, Peter G., 108, 125
Langlois, Richard, 125
O’Driscoll, Gerald, 109, 124
Rizzo, Mario, 124
Salerno, Joseph G., 108
Sowell, Thomas, 108
Vaughn, Karen 1., 108, 124
Austrian Scholars Conference,
106, 108
blogs, 125
effect of riitler on, 10, 106, 108
excluaron of Schumpeter, reasons
tor, 108
finn-level issues, 12, 112
German Historical School, 108
Keynesian economics, 105, 106,
108, 109
market process, 109, 110-111
mathematics and, 105
Mont Pelerin Society, 109, 109n8
NYU Colloquium on Market
Institutions and Economic
Processes, 108, 125
perspective, 110-112
stagflation and, 109
static analysis, 105
tenets, 112-113
South Royalton, Vermont,
conference, 109
tools, valuation, 113-123
disequilibrium, 114-115
entrepreneurship, 119, 124,
346, 347
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incentives, 115-117
institutions, 117-118
Knightian uncertainty, 121-123
purposeful human action, 10,
113-114
qualitative analysis, 119-120
subjectivity of value, 10, 115
Vienna, University of, 106, 107,
108
vs. microeconomics, 10, 105, 108,
123
Automobile manufacturers in
Cleveland, 82

B
B2B (business-to-business), 150,
237-253. See also Industrial
marketing
Bain, Joe S. See Industrial
organization
Balanced scorecards, 131-132,.546
Barnard, Christian I., 20, 6, 67,
345
Barney, Jay B.
organization theory and, 9
resourced-based theory, 104
strategic management and,
133n12, 345
types of resources and, 30-32,
187-188
VRIO framework, 37,96n13, 138,
202-204
Barriers to entry, 163. See also
Domain
Blattberg, Robert, 345
Bibliography, 345-348
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Blogging, 340

Blogs, 125

Bower, Joseph L., 21, 345

Bracker, Jeffrey, 19, 345

Breech, E. James, xxi, 114-115

Buffett, Warren E., 42, 43, 114, 138,
162

Build-up method, 12-13. See also
Cost of capital

Burton, Rich, 208, 345

Business policy, 19-22, 346. See also
Strategic management

C
Calculations engagements
coniv.ned with value
enhancement, 16
with value-map add-on, 302, 304,
317n, 335
Capabilities
activities and, 139
building, four-phase process of,
97-99
characteristics of, 37
competitive analysis and, 168-169
defined, 97
differentiation and, 28, 29,
210
durability of, 185
dynamic, 98-99, 104, 348
evolutionary economics and,
96-99
hiring competitors’ key people
and, 9-10
intangible, 138-139
in vigneltes, 261
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Capabilities (Continued)
on-site interviews and, 202
Organizations in Action and, 67
Phil Mickelson, Tiger Woods,
and, 98
routines and, 37, 42
substitution and, 139
tangible, 139
value drivers and, 131, 133
VRIO and, 37, 43, 96n13, 202-204
vs. routines, 97
Capital asset pricing model
(CAPM), xxv, 10, 12, 114, 327
Capitalism, 348
“‘creative destruction’’ and, 35,
82,103
nature of, 98, 203, 204
Posner’s book, 109n
regenerative power of, 134-135
dynamism of, 146
sustainable competitive advantage
and, 202
Cash conversion cycle,172-173
Causal ambiguity.-5ee Livolutionary
economics.
Cause—and-effect
Austrian economics and, 120,
122
business valuation and, 7
financial statements and, 180
new approach to valuation, 17
relationships, 186-190
traditional microeconomics,
ignored by, 12
Caves, Richard E., 46. See also
Industrial organization

CFA Institute, 114, 285, 338
Chandler, Alfred, 20
Chart of accounts, 176, 191, 195,
231, 316
Cleveland, automobile
manufacturers in, 82
Coff, Russ, 207
Coffin Nails and Corporate Strategies,
347
Company level of unsystematic risk,
183-206. See also SPARC
framework
Competing on price. See Generic
competitive strategies
Competidve advantage. See
Distinctive advantage
Competitive analysis, 32-34,
167-170
assumptions, 32-33
capabilities and, 33-34
current strategy and, 33
future goals, 32
Modern Competitive Analysis, 166
understanding the business and,
148
Competitive heterogeneity, 90-91,
205. See also Evolutionary
economics
contribution of innovation to,
149
evolutionary economics,
perspective of, 88, 89
need for in five-forces framework,
87
traditional microeconomics,
ignored by, 11
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unique resource endowments
and, 103
within industries, 144
Complements, 162, 165
Compounding. Se¢e Domain-specific
metrics
Concentration ratios. See under
Domain
Concept of Corporate Strategy, The
Conflict-avoiders, 198—-199
Contingencies. See Organization
theory
Contingency-fee arrangements, 17,
309, 322
Co-Opetition, 345
Cost of capital
build-up method, 12-13
competing on price and, 201
competitive disadvantage and,
203
counter-cyclical domains au, 148
diverse strategies and, 1bZ
failed acquisitions aad; 10
International Cost ot Capital Report,
326-327
in vignettes, 223, 225, 243
oligopolies and, 60
outside the U.S., 326-327
published industry risk premiums
and, 160-161
Council of Advisors. See Small- and
medium-sized enterprises
Country risk analysis. See
International Cost of Capital
Report
Critical success factors, 133

Index 355
C-stores. See Industries
Culture, 348
change, don’t try to, 317
competitive analysis and, 168
defined, 81
entrepreneurship and, 119
Equivocators and, 214
Exploiters, Extenders, and, 210
Explorers, Experimenters, and,
212-213
HP Way, 199
incentives and, 196
in vigneltes, 221, 224-225, 230,
233,234, 239, 244-245, 250,
251256, 257, 260, 264, 270,
271273, 275, 276, 277,
278-279, 284, 285-286, 290,
292-294
organization theory and, 70,
80-82
people, 199
routines and, 93
SPARGC, xxvi, 186
star model and, 15, 16
three-legged stool and, 81
VRIO and, 23, 37
Customer care. See SPARC
differentiators and, 28
SPARC, in, 194
Customer satisfaction surveys,
37-39
in vignelttes, 261
testing value drivers, used for, 134
typical design errors, 38
VRIO, used together with, 202
Customer service, 76, 76n13
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D
Daft, Richard L., 68, 345
Days’ sales outstanding (DSO)
financial capital, measure of, 30,
187
formula for, 172
in vignettes, 244, 255, 256,
281, 282
low, possible reason(s) for, 131
on-site interview and, 176
symptom of value creation, 133
value driver, why DSO isn’t,

129
Dean, Dizzy, 3
Debt ratio
financial capital, measure of, 30,
187
in vignettes, 250, 252
Debt-equity ratio

financial capital, measure of; %9,
187
in vignettes, 238, 239, 244
Dental labs, 289-291
Depression, Great, 125, 269
Disequilibrium. See Austrian
economics
entrepreneurs and, 119
evolutionary economics tool,
114-115
How Markets Work: Disequilibrium,
Entreprencurship, and
Discovery, 124
innovation and, 100
Distinctive advantage
alignment and, 146
durability of, 96n15

differentiation, reinforcement of,
36, 202, 211
Explorer, Experimenter and,
210
evolution and, 37
implications of, 138
in vignettes, 261
strengths and, 47
value drivers and, 129
VRIO framework and, 38, 203
vs. distinctive disadvantage,
204
vs. sustainable competitive
advaitage, 36, 42—43, 202
Distinctive competence, 75-77. See
¢iso Organization theory
Dist-ibution channels, 41, 167
Diversification. See under Strategic
management-— tools,
valuation
categories of, 39
conglomerate
Beatrice Foods Company,
41-42
Berkshire Hathaway
Corporation, 42, 43. (see also
Buffett, Warren E..)
decentralization and, 20
measures of
related ratio, 39
specialization ratio, 39
vertical ratio, 40
tobacco companies and food
processing, 41
Strategy, Structure, and Economic
Performance, 21, 39
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Domain, 155-170

analysis, 46, 50-51
avoid juxtaposing with company
risk, 47
“canned’’ analyses, stay away
from, 46, 50
competitive analysis and, 32
concentration ratios, 54-56
extreme examples, 58
implications of, 55
oligopoly and, 55, 56, 57
relative market share, problem
of, b4
used with headcount to estimate
market share, 169-170
vs. Herfindahl-Hirschman
Index, 55
defined, 8
defining, primacy of, 12, 46, 141
evolution, 47, 52-54
exit barriers, 162
five-forces frameworkand; 9
forces in, 161-165, i¢2
Herfindahl-Hirs< hiaan Index, 55,
170, 330
How Industries Evolve, 52, 53, 166,
346
market share
competitive analysis and, 32
concentration ratios and, b4
distribution of, 161
estimating, 169-170
implied in Revenue Ruling
59-60, 56
in vignettes, 294
market structure and, 55

Index 357

using FTEs in estimating, 56
Ibbotson’s industry risk
premiums, 158-161
oligopoly, 155-158
competitors, maximum
number of, 57
concentration and, 58, 143n2
continuum including, 49
defined, 57
example of, 59, 142
Five Rules of the Oligopolist in
Good Standing, The, 57, 118
nationallyvs. non-nationally,
55, 55, 166
interdependence within, 57, 58,
33
in vignettes, 241, 242, 292
price-cutting in, 58, 158
profitability and, 57
quantifying risk in, 204-206
risk premium, range of, 205
rivals, risk premium for, 47
roots of, 155
strategic groups, 51-52, 62, 142
bias of industry risk premiums
against, 159
competitive strategy in, 168
defined, 29
examples of, 51-52
importance of, 51
mobility barriers, 51, 161, 163,
345
origin of, 21
report excerpt describing,
141-142
structures of vs. industry, 55, 142
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Domain (Continued)
structure, 34, 48, 162

basic domain structures, 49

changes in, 53

conduct and, 49

Herfindahl-Hirschman Index
and, b5

institutions and, 118

in vigneltes, 242, 294

national vs. non-national,
143-144

oligopoly and, 57

performance and, 49

scoping during engagement
due diligence, 158

strategic groups and, 142

total external risk and, 159-160

www.zapdata.com and, 303
structure-conduct-performance
model, 46, 47, 55, 155
trajectories, 52-54
unit of analysis, 8, 46, 71,141,
144-145, 155
external risk mremiums equal
within, 47
macroenvironment, 69
vs. industry analysis, 46, 50, 62
Domain-specific metrics, 171
in vignettes, 220, 221, 234, 278
Domains
automobile dealerships, 53, 335
automobile manufacturing, 82
audit services, 142
B2B, 237-253, 310
convenience stores, 301-302
hedge funds, 146

industrial supply, 135-138
investor-owned utility (IOU), 41
lodging, 29, 52, 165
medical practices and hospitals,
335
pallet manufacturing, 52, 58
pharmaceuticals and biotech, 53,
278, 335
professionals services firms
(PSFs), 176
ready-to-eat breakfast cereal, 59
restaurants, 29159, 161
3PL, 263
tobacco inanufacturing, 58
tobacca retailing, 121
whuoiesale appliances, 150
D50 See Days’ sales outstanding
Synamic capabilities. See
Capabilities

E
Economics
connection between evolution
and, 9
evolution economics vs.
traditional, 90
law and, 109
limitations of traditional
approach to, 86, 89, 100, 101,
104, 105, 107n
of imperfect competition, 46
public choice school of, 65
strategy and, 20, 22
variation and, 12
Economic value added (EVA),
132
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Experience modification ratio. See challenging basic precepts of
under Domain-specific traditional microeconomics,
metrics 86
Employee duration, 189 growth and neoclassical
Employee stock ownership plan economics, 101
(ESOP), 322 trained as neoclassical
EMR. See Experience modification economist, 88
ratio new approach to valuation and, xvi
Engagement letter, 305-310 perspective, 88—89
discussing price before drafting, rules of evolutionary change, 54
304 tenets, 89
highlights of, 306-307 tools, valuation; 85-103

invoicing process described in,
304

major sections in, 306

shake-‘n’-howdy visit before
drafting, 303

soliciting suggestions from client,
307

temporary marriage and, 307

Engagement process, 299-312

Entrepreneurship, 11, 89. S¢z also
under Austrian

economics-tCoLs

Equilibrium analysis, 48n2, 48-49,

105
disequilibrium and, 114
entrepreneurship and, 119
market process and, 110-111

Equity risk premium, 13, 206,

327

Evolutionary economics, 85-104

causal ambiguity, 98, 100,
138-139

capabilities; £6-99

compeiitive heterogeneity, 90,
o001

taplications of growth, the,
101-103

innovation, 100-101

path dependence, 99-100

resourced-based view of the
firm (RBV), 91-92

routines, 92-96

vs. traditional approaches, 85-86,
89, 100
Winter, Sidney G., 347

capabilities research, 96-97,
104, 348

challenging basic precepts of
traditional microeconomics,
86

growth and neoclassical
economics, 101

trained as neoclassical
economist, 88

heterogeneity vs. homogeneity, 36  Exit interviews with customers,

Nelson, Richard R., 347

194
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External risk
assessment, unit of analysis in,
144-145
equal premiums for domain
players, 47, 144
first step in assessing, 141
upper percentage limit for, 159,
205

F
Family systems, 313-315, 320, 323
Federal Trade Commission, 55, 57,
142-144
Financial ratios. See Ratio analysis
Focus. See under Generic competitive
strategies
Foss, Nicolai J., 104, 108, 125
Full-time equivalent employees
(FTEs), 30-31, 32, 187-188
administrative ratio and, 69
correlation with revenues; 169
in vignettes, 235, 251, 264
Functions of the Executioe, ‘i'he, 20, 60,
345
Fundamental adjustment (NOT!),
174

G
Galbraith, Jay, 9, 15, 346
Generic competitive strategies,
26-29, 201
cost leadership, 26
characteristics of, 27
protects against, 27
risks of, 28
differentiation, 26

characteristics of, 28
risks of, 28
focus, 26, 29
industry-wide vs. strategic group,
201
on-site interview questions and,
28-29
stuck-in-the-middle, 26, 201
Golden handcuff
incentives and, 196
in vignettes, 225, 261
GPC. See Guideliie pubic company
analysis
Grant, Rohert-M., 44, 133n11,
257
Growin of a company, 11, 39, 172,
299
CAGR vs. trended, 172
constraints on, 9, 88, 102, 186
diversification and, 39, 159
entrepreneur, centrality of, and,
113
growth rate, sustainable, 30
implications of, 101-103
investing in infrastructure, need
for, 102
investing in people, need for, 102
in vignettes, 224, 241, 256, 263,
274, 278, 287
lower productivity and, 102, 184
personal development programs
(PDPs), 196
Penrose, Edith T., 9, 89, 102
risk of rapid growth, 11, 102
slow, 162
sustainable growth rate, 187
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Theory of the Growth of the Firm, The,
9, 88n, 102, 347
Growth-adjusted valuation
multiples, 174
Guideline public company (GPC)
analy-sis
generic competitive strategies
and, 26-27
importance of degrees of freedom
with, 173
industry composite from, 175
in vigneltes, 226, 238, 286, 288, 290
process of, 173-174
productivity, measure of, 189
size-adjusting multiples within, 27

H
Hamel, Gary, 23, 346, 347
Harvey, Campbell, 326n2, 327,
345
Hayek, Friedrich von, 124. See-«iso
Austrian economics
antitrust enforcement and, 45
in vigneltes, 233
Keynes and, 10
Mises and, 108
Nobel Prize, 106n2, 109
Road to Serfdom, 110
Ronald Reagan, Margaret
Thatcher, and, 110
University of Chicago, 109
Herfindahl-Hirschman Index, 330.
See also under Domain
How Industries Fvolve. See under

Domain
Hudson, Russell A., 207, 207n

Index 361

Human Resources Dept., 41,

194-195, 220

Hunt, Michael S., 21, 51n3

IFRS. See International Financial

Reporting Standards

In Search of Excellence, 14n13, 35, 43,

347

Incentives, 23, 115-117

alignment and, 197, 203

architecture (SPARC) and, 196

competitive anelysis and, 32, 168

Customer-Care and, 194

Equivocater and, 213

in vagpetles, 232, 261, 274

iew customers and, 194

organization structure and, 74

value-based management and,
299

value-map engagements and,
319-320

VRIO and, 37

Industrial organization, 45-63, 166,

348
antitrust, 8, 45
Bain, Joe S. 46, 58, 58n, 345
Caves, Richard E., 46, 345
defined, xxv, 46
five-forces framework and
industry studies, 8
Herfindahl-Hirschman Index, 45
Mason, Edward S.
perspective, 46-47
Scherer, F.M., 58n16, 60n, 143n1,
347, 348
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Industrial organization (Continued)
strategic management and, 43
strategic positioning and, 111
structure-conduct-performance
model, xxvi, 47
tenets, 47-49
tools, valuation, 49-62
behavior in oligopolies, 57-60
concentration ratios, 54-56
domain analysis, 50-51, 51
domain evolution, 52-54
price discrimination, 60-62
strategic groups, 51
trilevel framework and, 16
underlying structures within, 49
unit of analysis, 8, 155
Industries. See Domains
Industry analysis. See Domain
Ibbotson’s industry risk premiums.
See under Domain
Industry structure. See Domain
Information technology: (1T
as a company functicn, 186, 192
boundaries and, 72
in vigneltes, 241, 258, 261
Innovation, 100-101, 149-150
balance scorecard an, 132
evolutionary economics and, 9,
11, 89, 101
Exploiter/Extender and, 209, 210
Explorer/Experimenter and, 212
industry trajectories and, 53, 54
macroenvironment and, 148,
149-150
margins, pressure on, 161
measuring, 31, 188

Inquiry into the Nature and Causes of
the Wealth of Nations, An, 65
Institutions, 117-118, 118n, 347
defined, 113
formal vs. informal, 117
international, 325, 328
organizations, not the same as,
117
role of in value creation, 117
International Association of
Consultants, Valuators, and
Analysts (TACVA). See
Membegichip organizations.
Internationai Cost of Capital Report,
2948
Internat.onal Equity Risk Premia
Report, 327
‘niternational Financial Reporting
Standards (IFRS), 325-332
International research, 328, 329-330
International Valuation Standards
Council. See IVSC
IVSC, 325

Investor-owned utility. See under

Domains

J

Jacobellis v. Ohio. See under
Pornography

Jevons, William S., 107n4

K

Kerr, Steven L. See ““On the Folly
of A”

Keynes, John Maynard, 10, 109n8,
124
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Keynesian economics. See Austrian
economics

Kirzner, Israel M. See Austrian
economics—Austrian

Index 363

risk premium, range of, 144, 146
risk premium, vs. domain, 165
unit of analysis, 69, 71, 141, 144
within domain, risk premium for,

economists (present) 69-70
Knight, Frank H., 121-123, 346 Mahoney, Joseph T., xix, 66, 6613,
346
L March, James G., 8n8, 67, 67n7, 68,

83, 92n8, 124, 208, 345, 346
Market process. See under Austrian

Lachmann, Ludwig. See Austrian
economics— Austrian
economists (past) economics

Austrian capital theory and, 109 Market share. See wnder Domain

Marketing, 176, 134

branding, 193, 336-337

differentiators and, 28

entrepreneurship and, 119
Lawrence and Lorsch, Paul R.,
20n11, 21, 77, 78,211n7,

346 Equivocator and, 214
txploiters and Externders and,
M 210
Macroenvironment, 71, 141-154, Explorers and Experimenters
147, 346 and, 211
components in vignetles, 233, 241, 277

demographics, 151 value drivers and, 193
disasters, 151-152

economy, 149

value maps and, 302-304,
335-340
innovation, 149-150 McGahan, Anita M., 46, 52-54, 166,
lifestyles & values, 150-151 346
politics, 152-153 McKinsey & Co., 14
data, lack of, and, 14 Membership organizations
defined, 71
demography, 151, 235
GE’s approach to, 122, 146
graphic of, 147
in build-up method, 13
international context, 326

American Society of Appraisers, 3,
213, 285

CFA Institute, 114

International Association of
Consultants, Valuators, and
Analysts (IACVA), 332

National Association of Certified
Valuation Analysts, 339

organization theory and, 69
quantifying risk in, 204-206
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Menger, Carl. See under Austrian
economics— Austrian
economists (past)

Metrics, aberrant. See Aberrant
metrics

Miles & Snow typology, 208, 347

Mill, John Stuart, 107

Miller, Danny, 36, 83, 347, 198

Mintzberg, Henry, 68, 78-80, 347

Mises, Ludwig. See under Austrian
economics— Austrian
economists (past)

Mobility barriers. See under Domain—
strategic groups

Modern Firm, The, 173n11, 347

Modern portfolio theory, 12, 114

Montgomery, Cynthia A., 19n4, 347

N
NAICS codes. See North Americaan
Industry Classificatioit
System
Neoclassical economics
maximizing and 67
entrepreneurs, cmission of, by, 89
firm-as-production-function view
of, 67
growth, silence about, 101
innovation, omission of, by, 89,
101
price vs. value and, 115, 123
satisficing and, 67
Net operating cycle. See Cash
conversion cycle

Neumann, John von, 20, 20n6,
348

Non-solicitation non-disclosure
agreement. See NSNDA
Normalizing adjustments. See
Adjustments to financial
statements
North American Industry
Classification System
defined, xxv
in vignettes, 290
SIC vs. 46
North, Douglass C., 118n, 124, 347
NSNDA (Non-solicitation non-
disclosuare agreement), 265,

283

o

OB1D (Our Business Is Different),
72,137,271

Oligopoly. See under Domain
On-site interviews, 175-180
purpose of, 186
“On the Folly of Rewarding A,
While Hoping for B,”” 17,
116, 116n16, 346
Opportunities. See SWOT analysis
Organization and Environment:
Managing Differentiation and
Integration, 20-21, 211n7, 346
Organization archetypes, 78-80
Organization theory, 65-83
boundaries and, 68, 72—74
contingency, tenet of, 70
differentiation, integration,
and, 77, 78
factors, 79
defined, xxvi
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external environment, aligning
internal factors with, 21, 117,
146
organization chart, 69, 74, 303
formal/informal organization, 66,
74
span of control, 9
defined, 69, 74
intellectual version of, 22
structure, 74, 75, 80, 214
tools, valuation, 72-82
boundaries, 72-74
culture, 80-82
distinctive competence,
75-77
integration and differentiation,
77-78
macroenvironment, 71
organization archetypes, 78-80
organization structure, 74-73
Organizations in Action, 67, 343
Out-of-pocket expenses, 506, 307,
309

P

P.E.S.T. analysis, 146

Path dependence. See under
Evolutionary economics:
tools, valuation

Penrose, Edith. See under Growth of
a company

Performance metrics, 16, 175,
224. See also Aberrant
metrics

Personal development programs
(PDPs), 196

Index 365

CEO and, 195
defined, xxvi
incentives and, 196
in vignetles, 261, 266, 279
value driver, as, 195
Peters, Thomas J., 14n13, 35, 43,
115, 347
Pfeffer, Jeffrey, 68, 83
Pornography, 7
in vignettes, 246
Jacobellis v. Ohio 378 U.S. 184
(1964), 7
opportunity-cast of, 249
Porter, Micheael E., 21-22
POTS (piain old telephone service)
Pratt, St.annon P., 6n, 122, 342,
347
Irice discrimination. See under
Industrial organization:
tools, valuation
Purchasing
Certified Purchasing Manager,
136, 193
economies of scale in, 163, 275
greyhound racing and, 179
in distribution businesses,
69, 176
inventory turns and, 131, 176,
190
in vigneltes, 238, 239, 241,
243, 274
parameters of, 136
Union Pacific Railroad, audit of;,
179-180
within SPARC framework,
192-193
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Q
Qualitative analysis, 96n13, 119-121

Quantifying unsystematic risk,
204-206

R
Ratio analysis, 7. See also Aberrant
metrics
Rattlesnake Syndrome, The, 270
Research, 145, 183, 205, 326
Resource-based view (RBV), 91-92,
154, 346
Barney, Jay B., 37
evolutionary economics and, 87
organization theory and, 68
Penrose, Edith T., 9, 9nl11
tenets of, 9
theory of the firm, xxvi
Werrnerfelt, Birger, 87, 87n3,
348
Resources, 29-32, 30-31, 186--139,
187-188
competitive analysis and, 169
configuring inte rouunes/
capabilities, 36-37, 91-92, 96,
133, 203
constraints, as, 102
defined, 91
defined in context of a company,
102
dependency on, in organization
theory, 68
entrepreneurs and, 107
Equivocator and, 214
innovation and, 149
market process and, 111

modularity and, 112
resource-based view and, 111
routines and, 93
SMEs and, 201
strategic intent and, 24
strengths and weaknesses, as, 186
subsumed in definition of
“strategy,”” 19
uniqueness and nonportability
of, 91
uniqueness, importance of
understanading, 83
value drivers and, 130
VRIO ana; 37
Retairnesrs, '/, 303-309 passim
Richaioson, George B., 96, 96n,
347
Roberts, D. John, 92-93, 92n, 347
Roberts, Peter W., 111-112, 347
Rumelt, Richard P., 21, 35, 39-40,
96, 347

S
Satisficing, 67, 97n17, 348
Schein, Edgar, 81
Schumpeter, Joseph A., 348
“‘creative destruction’’ and, 35,
82,134
Late Scholastics and, 106
why omitted from Austrian
economists, 108
Selznick, Philip, 75, 75n9, 348
Shareholders’ agreement, 255, 260,
282
Simon, Herbert, 66, 67, 67n6,
75
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Size-adjusted valuation multiples
GPC analysis and, 27, 173, 174
in vignettes, 226, 290

Size premium. See under

Unsys-tematic risk
Small- and medium-sized
enterprises (SMEs)
council of advisors and, 195,
310
in vignettes, 240, 252-253, 257,
266, 267, 283

Smith, Adam, 65

Sobel, Russell S., 106n3, 348

Social media, 339

Socratic style of questioning, 120,

146, 176, 294
Solow, Robert M., 101, 348
Sources of Variation in Rate of
Return, 90
SPARC framework, 183-206,
219-295
background, xvi
back-testing, 16
capabilities and efiried, 97
cause-and-effect relationships
and, 186-190
components
strategy, 200-202
people, 199-200
architecture, 196-197
routines, 191-196
culture, 197-199
contingencies and, 70
defined, xxvi
distinctive advantage and,

36

Index 367

elements of value creation and
value destruction and, 190
ease of recall, 15
graphic, 186
interactions among elements of,
199
in vignettes, 219-295
linchpin for delivering value to
clients and, 17
on-site interviews and, 181
quantifying, 204-206
rationale for, due o finance
scholars, 15-15
resources and, 187, 188
preductivity, 189
employee duration, 189
normalizing adjustments due
to, 189
risk premium, range of, 205, 206
value drivers, value destroyers,
and, 190-191
VRIO and, 202-204

SPARC archetypes

Equivocator, 213

Explorer and Experimenter,
210-213

Exploiter and Extender, 208-210

Stagflation, 109
Standard Industrial Classification

(SIC) codes

Census of Manufactures (Census
Bureau), 54

defined, xxvi

in vignetters, 242, 290

NAICS codes and, improvement
in, 290
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Standard Industrial Classification
(SIC) codes (Continued)
presence of oligopoly indicated
by, 143n2
summarized from SBBI (2010),
159, 160
Star model. See Galbraith, Jay
Statistics, 38, 43, 173, 173, 243
Strategic groups. See under Domain
“Strategic Intent,”” quotes from,
23-25
Strategic management, 1944
allocating capital and, 21
applications to business valuation
basic research question
game theory and, 20
levels of strategy, 21
perspective of, 19, 22
strategy, Greek definition of, 19
Strategy and Structure, 20
tools, valuation, 22—42
competitive analysis, 52-34
customer satisfaction surveys,
37-39
distinctive vs. sustained
competitive advantage, 34-37
diversification, 3942
generic competitive strategies,
26-29
resources, 29-32, 30, 31
strategic intent, 23-25
VRIO, 37, 38
Strategy, Structure, and Economic
Performance, 21, 21n15, 39,
39n27, 39n30, 348
Strengths. See SWOT analysis

Structure-conduct-performance
model. See Industrial
organization

SWOT analysis, xv, 141-154,
155-170, 183-206

strengths
evolution and, 87
strategy and, 87
strengths and weaknesses, 21, 28
alignment and, 21, 146, 185
capabilities and, 169
competitive analysis and, 32, 34,
167
opporiuuities and threats and,
71
opportunities and threats, do
not confuse with, 47, 69
resources and, 91, 185
SPARC framework and, 186
strategy and, 28
weaknesses, 71
in vignettes, 270
minimizing, 71
of rivals, 34
opportunities, 52, 54
disequilibrium and, 119
exploitation vs. exploration
and, 112
in vignetles, 277
market process and, 110
routines and, 112
opportunities and threats
alignment and, 21, 146,
185
domain analysis and, 62
macroenvironment and, 71
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same set of for all players in a
domain, 47
strengths and weaknesses, do
not confuse with, 47, 69
threats, 25, 68
Systematic risk, 12

T
TANSTAAFL, 267
Theory of Games and Economic
Behavior, 20, 348
Therrien, Lois, 59n18, 348
Thompson, James, 67, 68, 348
Threats See SWOT analysis
Trade associations, librarians at,
150, 173
Trilevel unsystematic-risk
framework, 16, 145
applying, 146
Beckmill Research logo and, 327
origins of, 141

U
Unit of analysis. Ses wiwder Domain;
Industrial Grganization;
Macroenvironment
Unsystematic risk
build-up method, used in, 12, 13
checklist and, futility of, 122
company level and, 91
domain and, 50
finance scholars and, 12, 13
framework, 16, 145
graphic, 205
international context of, 326
macroenvironment and, 148
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need for a framework, xiv, 141

quantified limits of, 159-160

quantifying, 204-206

size premium, 13, 206, 326

valuing SMEs, central activity in,
xiv, 91, 121

Valuing a Business and, 122

Vince Lombardi and, 12

A%
Valuation for financial reporting, 3,
315, 334
Valuation muliples, adjustments
to, 174
Value chain, Porter’s, 14
Value drivers, 129-140
and value destroyers, 190-202
behavioral roots of, 133
cause, not effect, 129
certain domains, in, 130
customer satisfaction surveys and,
134
defined, 131
financial ratios, are not, 133
importance of, 132-134
intangible nature of sometimes,
130
vs. balanced scorecards, 131, 132
vs. critical success factors, 133
Value maps
engagement context appropriate
for, 299-300
alignment and, 117
big egos and, problem of, 300
business valuation preceding and,

317n
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Value maps (Continued ) thinking like a buyer and,

calculations engagements and, 304

cause-and-effect relationships
and, 123, 180

contingency pricing and, 309

cultural change and, 317

engagement letters and, 306-310

engagement planning and,
317-321

engagements outside the U.S,,
325-332

full-time person required to
implement, 309, 322

family systems and, 313

future of, 333-343

how not to do and, 315-317

in vignettes, 294

managing the client’s
expectations and, 299, 305

marketing of, 302-303, 334,
336-340

non-refundable retainer and, 309,
317-318

318-319

unlocking business wealth and, 16

unwritten ‘‘rules of engagement”
and, 118

value proposition for, 335

Web site (via Wiley) with Excel
template, xvii

why “‘explaining the why’’ is
essential for, 82

Value-based management, 241, 299,

299n, 323

VRIO framewsik, 37, 38, 202-203,

203

custom.er satisfaction surveys and,
134

defined, xxvi

distinctive advantage and, 96n13

incentives and, 115

purpose, 43

tool for assessing durability of
capabilities, 138

not a solution.in cearch of a w

problem 103 Waldman, Don E., 61n21, 348
owner commitment, requirement  Walras, Leon, 107n4, 108

of, 315 Weaknesses See SWOT analysis
politics and, 318, 319 Weighted average cost of capital
pricing, 304 (WACC)
process, 299, 313-323 competing on price and, 201
realism and, 103 in vignettes, 225
research resources outside the value drivers and, 132

U.S., 327-332 Williamson, Oliver E., xx, 9n6, 68,
risk reduction and, 300 348
sound operational and financial Wrigley, Leonard, 39, 39n29,

analysis, 171 348
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