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Executive Summary
• To make reasonable strategic decisions within a company you need to understand the 

value drivers
• PwC Consulting uses a systems approach to identify the value drivers of a business
• Understanding the value drivers allows you to understand the business system
• Within a business community the complicating factor is the interaction between 

businesses in the community
• Understanding the community drivers is necessary to manage the community and 

develop a sustainable structure
• To understand the community dynamics you need to understand the feedback 

relationships inherent within the community
• To deepen our understanding of the dynamics of a community a quantified model can be 

developed
• A computer simulation of the community dynamics is a powerful tool to explain the 

benefits of the community to the participants
• A computer simulation of the community dynamics is also a powerful learning tool and 

change agent
• As a summary, the stages of development of a Community Dynamics model are shown
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To make reasonable strategic decisions within a 
company you need to understand the value drivers
To identify these value drivers you need to take a holistic view of the business and 
work with management to identify the key value drivers and understand the 
interrelationships between them.  PwC Consulting have tools available to 
understand the drivers of value within a company.

There are risks associated with not taking this holistic view of the business… you 
can end up making incorrect strategic decisions:

Source: PwC Consulting
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PwC Consulting uses a systems approach to identifying the 
value drivers of a business
The PwC Consulting approach to understanding the value drivers of a business is 
to run a series of workshops with the management of a business and collate the 
combined knowledge into a value driver model.  The process that is typically used 
is as follows:

Generate Long List of 
business drivers in a 
workshop environment

Develop a cause and 
effect model to show the 
interrelationships 
between the drivers

Prioritisation of the
drivers to select the 
key value drivers

Develop the value driver 
model showing the key 
value drivers and 
interrelationships

Activity

Step Information Gathering InterpretationPrioritisation Structuring

Deliverable

Internal Transaction Costs

t

External Transaction Costs

t

Innovation

t

Outsourcing

t

1. What will it  take for IPBC to be
successful?

• Clear strategi c directions fo r both parents
• Clear focus fr om staff
• Good  pr oduct di rection
• Cre at ive, Gro wth, I ntegr ation
• Mai nt ain relat ionship wit h shareholde rs and customers
• Retain good people and  deploy right techn ology
• Geog raphical  coverag e of the network
• Understand th e market trend
• Responsiveness to the r eal w orld
• Excel lent customer se rvices
• Competitive prices
• Offer different product varieties
• IPB C as a stand al one entity to have th e capability to act and ma nage by itself, n ot  subje ct to parent co mpanies’ intervention
• Quick de cisio n makin g process, avoida nce of over elaborate management p rocesses
• Focus on high  g row th wholesales business ( e.g. IP and D at a)
• Build on  its existing combine d r esources
• Iden ti fication of sen ior management team asap
• Accep ta nce of th e new  company f rom market and customer  pe rspectives
• Flat  orga nisation structure to improve speed to ma rket
• Enough fun d to invest
• Expand market place and market share for both  e xisting and new market s
• Local presence in stra te gic lo cations
• Customers as partners
• Cost based facil ities

2.  Why is IPBC in a better position to create
value than TGW/PCCW

• Economie s of scale
• Larger network w ith more co verage
• Move  clout in marketplace
• Ra tionalisation of  of fshore PoPs / Pooling of resources
• Ne tw ork efficien cies
• Exploit common  r esources i n overseas locati ons alread y set up
• Co nsolida tion of intern al systems (e.g. a ccount management)
• Avoid dup lica tion of network investments
• Different though ts and expe rience bei ng brought toge th er
• Better bargaining  powe r w ith agg rega ted volu mes of traffic and other pur ch ases
• Avoid dire ct comp et ition o f t he tw o pri or pare nts
• Best pract ice of the two comp anies

3a What are the stakeholder risks?
CU STOMER

• Below stand ar d of services
• High price
• Reduced choice
• Not able to meet cust omer needs
• La ck of customer focu s during IPBC  start up phase
• Cannot deliver products / service in t erms of quility and  t ime

STA FF

• S taff r ed undancy
• B ad  w orkin g environme nt
• A dver se terms a nd conditions
• C lash of culture
• U ncer tanity ab out future career path

S HA REH OL DER S

• Shar e price d rop
• Business fail ure because  mer ger is no t succe ssful
• Failure to achieve objectives
• Different business models and  n o common  consen sus
• Low Retur e On Investment
• Re ducing pro fit margin du e to  fierce competition
• Loss of market shar e
• Low or even no grow th in business
• IPO unsuccessful
• IPB C not integr at ed properly

LEN DER S

• B usiness failure
• S lo w to d evelop an d achieve IP BC targets
• R evenue/profit projection n ot a ble to ach ieve a nd lead to deb t rep ay

pro blem

ST AFF

• B et ter  employmen t in terms of worki ng envir on ment and T&C
• Good development/p romotion pat h w ith  tr aining provided
• Ow ne rship and ab le to share  company success
• R e-assura nce to gain conf idence
• More job exp osure and op portunities
• A bo ve average remu neration packages
• Job se curity
• Matching job skills

3b What do stakeholders want to get from
IPBC?

S HA RE HOLDE RS

• Profit or rise in sh ar e
• Divide nd grow th
• Potential to grow th in reven ue / turnover
• Good corporate i mage (such as Gl obal prese nce)
• Higher R eturn on Inve stment tha n before

CU S TOMER S

• I mproved ser vices quaility/offering  types
• Low er  tarif f
• C abab ility to offer custo mer-f ocused solutions
• B et ter  coverage in  services offerin g

L END ER S

• Better than two sep arate companies business gro wth
• Sound st rat egy
• Future financin g opportunities
• Sufficient ca sh to repay t he loan an d interest

3c How will stakeholders know IPBC is a
success

SHAREHOLDERS

• Cashflow  positive a nd share price  increase
• Fina ncial results an d market share
• EBI DTA  gr ow th
• IPO in  2 001
• High dividend pa yout

LENDERS

• S ha re price incr ea se
• R epayment on time

CUSTOMERS

• Offer qu ality pro ducts with reasonable t ari ff
• Top ranking done b y research a nalysis / customer su rvey
• Achievable service level gua rantee
• Good  custo mer services in line with marke t price
• Satisf ied products

STAFF

• Fina ncial performance
• Low staff  tu rnover
• Salary increment  plus sh ar e options
• Commitment from senior  managemen t
• Growth and expansion of the co mpany
• No down -sizin g activities
• Earning g rowth
• IPO successful

4. What are the risks facing IPBC?
• Separatio n fro m parents
• Wrong st rat eg y
• Integra tion hurdle s due to culture and organi sation change
• Fierce  compet ition in the busine ss
• Lo ss of skillful staff du e to high demand in this business
• Lo wer profit marg in than proje cted
• Further deregu lation of t elecom market in regio nal count rie s
• Bandwidth price dr op due to o ver- supply w ith t he  use of new techn ology
• Poor invesment a tmo sphere
• Entering the w rong market
• Not in ful l operation  o n day 1
• Inter na l conflict issues
• Does not  accept the other partners because each party focusing on  i ndividual orgain sation va lue
• Aver age ag e of staff i s fairly high
• Not all staff agree to f ollow  the corporate w holesale str ategy
• Difficu lties in iden ti fying pa rtn er s in building inf rastructure
• Significant d ebt upon formation  of the new JV
• Different systems and manageme nt philosophy
• Brand does not get market  accept an ce
• Too slow  to  market and loss o f credibility
• The pa rents prove to be  too demanding in terms of results,  market position and  strategy
• Parents ( in middle management area s)  behave in an adver sa rial w ay on in te rconnect a nd competit ive be haviour
• Insufficie nt cashf low
• Shareholde rs dispu te
• La ck of focus allow ing  customers to move to  o ther competi tor s
• Staff mor ale

5. What are the inhibitors to success?
• La ck of sup port fro m parents
• Cultural a nd language  b arr ier  for staff to work clo sely t ogether
• Ongoing “battl e” with pa rents
• Regulatory environme nt
• Insufficie nt funds to  invest in new technolog ies
• Inap porp riate organisation str ucture to streaml ine business
• Unclea r mission/vision directive from top management
• Econ omic rece ssion i n r egion
• Cooperation  b etw een TGW /P C CW and thei r p arents
• Draining aw ay of  g ood staf f
• Unsuccessf ul integration implmen tation
• La ck of exp ert ise
• Inter -relationship  w ith ot her reg ional ad ministra tive car rie rs
• Staff con cerns on  t he ir future deve lopment and  b enefits
• Increa sing o pera ting cost
• Timing to the ma rket
• La ck of communica tion between staf f in TGW and PCC W
• Investors’ p erception tow ards th e future of IPB C
• Failure to generate a ne w cor po rate cultur e
• Slow transit ion
• Poor market re sponse and  slow busine ss growth
• Shareholde r d ifferences in str ategic objectives
• Colla pse in prices for Internat io nal band width d at a services
• Inab ility t o get funding and move t o IPO in 2001

6. What are the top value creating
opportunities over the next 12 months?

• China entry into WTO
• Incr ea sed region al presence  / access
• Fail ur e of other globa l JVs
• Oppo rtu nity creation of I PBC  gi ves to  fundamental rea ssessment

of ope rator s / businesses
• Incr ea se in nu mber of and access to  compet itors in C hina
• Stong Inter net g row th
• Lower cost
• Leade rship in Hong Kong a nd A ustralia
• Experien ce staff
• A strong br and name
• A Japanese partner
• Emergence  o f V oIP
• Stong and integrated produ ct set
• Effective regiona l sale s presence and acti vity
• Share market  intelligence a nd experience
• Business plan for individual u nits
• Broadband an d high dat a r at e infrastructu re to suppo rt gr owth
• Value pr oposition t o MN C and Op erators cross country
• Strong foothold in Asia
• Access to the Japan market
• Good  pr oduct mix between both part ies
• Data cleari ng house
• IPO
• Stong fin ancial support
• Integr ati on of networks i ncludin g P oP s
• Better cust omer focus/management

attraction of
quality staff

retention of
quality staff

getting the right people
in the right markets

management skills

inadequate skills in
existing employees

changing skills required
as market changes

broadening experience in
other parts of the world

clarity of understanding
about future direction

relocation
opportunities

employee
satisfaction

career
opportunity

clarity of terms and
conditions

ipbc staff
salary

availability of share
options

financial compensation of
added risks of joining ipbc

loss of benefits by
joining ipbc

job security

good work
environment

performance
payments

rewarding employees if
ipbc is successful

reward for increased
time demands for staff

employee pride in 
new company

employee
morale

employee
motivation

stress of staff

continuity
throughout transition

uncertainty about
future career

fear of the
unknown

empowered staff

quality and
size of ipbc
skill base

decisive staff

recognition
and reward

of staff

--

-

-

-

<clarity of ipbc
strategy and
structure>

<employee
satisfaction>

perceived difficulties of
working in a mixed culture

cultural diversity of
IPBC

recruiting people with
appropriate skills

ability to react to
changes in the market

training for
ipbc staff

thrill of new data
industry growth

<cultural diversity
of IPBC>

<quality of
leadership team>

<quality of internal
communication>

-

-

<reputation for being
number 1 in asia for

wholesale>

identification of the
required competencies

<ability to obtain
funding>

<data product
development>

<clarity of ipbc
strategy and structure>

understanding new
technologies

<quality of
leadership team>

<recruiting people with
appropriate skills>

addressing staff
performance issues

telstra and pccw leadership
committed to staying with

ipbc

-

clarity of staff
objectives

-

perceived equity of
benefits across both

entities

retrenching poor
performing staff

need for training
staff

quality and size of REACH skill base

cultural diversity of REACH
recruiting people with appropriate skills

retention of quality staff
retrenching poor performing staff

training for REACH staff

adapting products to local market data product development
employee costs operating costs
excellent customer service quality of customer relationship
future forecast demand of global data perceived future data demand
getting the right people in the right markets capability of people in PoPs

REACH capability in data
(data product development)

expected future growth of REACH
selling new data products to existing customers

REACH speed to market competitors launching identical products
REACH data product deployment

market intelligence REACH ability to price competitively
quality of customer handling (excellent customer service)

quality of financial management within REACH (REACH ability to price competitively)
overhead and network maintenance costs

quality of future forecasts ability to identify growth markets
gap in perceived and actual future data demand

quality of network management
choosing the right technology platform
reliability of data transmission
reliability of voice transmission

quality of on-going management of partners success of strategic alliances in growth markets

quality of supplier management REACH bargaining power with data suppliers
REACH bargaining power with voice suppliers

understanding of the new business market

(ability to identify growth markets)
ability to identify the right partners

(market intelligence)
understanding customers needs
understanding the differences from voice

a
b
i
l
i
t
y

t
o

i
n
t
e
g
r
a
t
e

o
n

t
i
m
e

costs

sales

selling margin

logistics costs
stock holding costs

transport costs

personnel costs

appropriate employee learning
head office employees

number of employees
remuneration

product cost

buying overhead costs
complementary products between BUs

purchased volumes
(right product cost price)

quality of expenditure 
management

excellent employee performance

quality of information

quality of planning

basket size (value)

(actual selling price)
customer ability to find product

lost sales
propensity to buy

upselling
willingness and ability to buy

basket size (volume)basket size (no items)
no of baskets

returns
customer satisfaction

ease of returning
quality assurance

actual selling price
effect of price reductions

gross buying margins (target markup)
product price sensitivity

(right product cost price)

right product cost price

supplier discounts
cost of delivery

right product approval
unit product cost

VALUE
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Understanding the value drivers allows you to 
understand the business system
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Most organisations 
today have grown 
rapidly in a short 
space of time.  This 
means that there is 
a reduced possibility 
of the majority of the 
management team 
each understanding 
the entire business.

In developing the 
value driver model 
we now have an 
understanding of the 
dynamics of the 
business from a 
holistic level.



6

pc
66

Within a business community the complicating factor is the 
interaction between businesses in the community
In a community you not only need to understand the drivers of the individual businesses who 
are acting as participants in the community.  You also need to know the dynamics between 
the members of the community.
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These will be the community drivers. 
It will be the management of these 
community drivers that mean the 
difference between a successful 
transformation to the community model 
and a failure.

An understanding of the community 
drivers can be gained following the same 
process as that to develop the business 
value drivers.

From this you will gain an understanding 
of the community dynamics.
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Understanding the community drivers is necessary to 
manage the community and develop a sustainable structure

Community drivers include:
− Trust
− Communication
− Reward sharing
− Transparency
− Role specialisation

Level of Trust

Degree of virtual
integration

Degree and clarity of
role specialisation

Value (creation) of
the Community

Quality of Governance &
Performance Managment

of the Community

Quality of Community
enablers (Process &

Function)

Ability of
organisational

Learning (community)

Participant
allignment of

strategic goals

culture and ability of
resource re-allocation

Competencies &
Capabilities of

Community members

Quality of Participant
Selection Process

Quality / Frequency of
Communication between
the community members

S

S

S

S

S

SS

S

S

S

S

S

SS

S

Attractiveness of
the Community

S

S

S

S

S

S

S

Community
Transaction Costs

O

S

O

S

Benefits of the 
Community

Management of 
the Community

Participants

An example of a community driver model 1):

For the community to be 
successful these drivers 
need to be managed.  
The complexity caused 
by the interrelationships 
of these drivers makes 
this more difficult.

1) Source: Jarosch, Daniel (2002), Modelling Community Driver, currently 
unfinished paper
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To understand the community dynamics you need to 
understand the feedback relationships inherent within the 
community

Attractiveness of
the community

Average competencies &
capabilities of community

members

Quality of new
participants

Value creation of
the community

S

S
S

S

An example of a feedback relationships within a community is 
the reinforcing or snow ball effect within the community in 
relation to the value creation of the community.  This means 
that the more value creation, the more attractive the 
community will be, the more attractive the community to high 
quality participants will want to join which will increase the 
average competency of the members which will lead to still 
more value creation.1)

Of course, this loop can be either good or bad. Because if for 
some reason the value creation of the community falls, then 
the attractiveness falls, the quality of new participants also 
falls, as does the average competency and the value reduces 
still further.  
Hence it is important to manage these types of feedback 
relationships very carefully.  To disregard these relationships 
is very dangerous indeed. 
Communities and Alliances are complex dynamic business systems, you require an 
understanding of the community dynamics to improve the chances of developing a successful 
structure

1) Source: Jarosch, Daniel (2002), Modelling Community Driver, currently unfinished paper
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To deepen our understanding of the dynamics of a 
community a quantified model can be developed
In order to more deeply understand the complex feedback mechanisms inherent in a 
community we develop a model of the dynamics of the community.

When a business system or community has feedback relationships and factors that evolve 
over time traditional financial models cannot cope.  A spreadsheet cannot cope with the 
complexity of the community or business dynamics.  A more sophisticated approach is 
required.  One such tool would be a computer simulation.

The computer simulation would be able to capture the complex non-linear relationships that 
exist between some of the drivers and would also be able to model some of the soft factors 
that are important drivers of success of the community such as the level of trust and 
satisfaction between the participants.

If we were to develop a simulation of the interaction between the industry participants we 
could use this to test alternate strategic policy decisions of the participants and explore 
some scenarios.  
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A computer simulation of the community dynamics is a 
powerful tool to explain the benefits of the Transformation
A computer simulation is the ultimate ‘what if’ 
tool which can bring these complex systems to 
life.  We could see the effect of alternate 
behaviours of each of the participants on the 
value of the community as a whole.  This is a 
very powerful learning tool.

For example, how much value is created by each 
of the participants in the as-is state versus the 
target state of participation in a community?

If you had a tool such as this you can use it to 
explain the benefits of the Transformation to the 
participants within the industry and convince 
them that they will be better off in the 
Transformed state.  

Total Cumulative Industry Profit
200 M
100 M

0
Brand Owner Cumulative Profit

20 M
10 M

0
Distributor Cumulative Profit

20 M
10 M

0
Factory Cumulative profit

40 M
20 M

0
Retailer Cumulative Profit

40 M
20 M

0
Wholesaler Cumulative Profit

20 M
10 M

0
0 125 250 375 500

1) Source: Output of PwC Consulting Community Dynamics Simulation
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A computer simulation of the community dynamics is also a 
powerful learning tool and change agent
Once a computer simulation has been developed it does not take much more effort to 
develop a user interface and turn it into a Flight Simulator.  Just as a pilot interacts with a 
flight simulator to learn how to fly and what to do in certain situations, so to can our 
Community Dynamics Flight Simulator be used to understand the key drivers of success 
within the community.

It is always easier to make mistakes in a simulated environment rather than reality.  

These flight simulators 
can be web enabled to 
make the simulation and 
its inherent learning 
messages accessible to 
as many people as 
possible.

Screenshot from the user interface of the PwC Consulting Community Dynamics Simulation
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As a summary, the stages of development of a 
Community Dynamics model are shown
Depending on the scope of the PwC Consulting role in the Transformation these steps may not need to be completed.  It is 
always wise however to at least understand the qualitative drivers of the business and the community participants.

As a point of reference, the understanding of the qualitative feedback relationships and taking a holistic approach is a 
methodology known as Systems Thinking.  The quantitative approach to understanding the feedback and system as a 
whole is known as System Dynamics which is a computer simulation methodology.

Understand the business 
drivers and the community 

drivers and also the 
interrelationships between the 

business drivers and the 
community drivers

Identify the key business 
value drivers and key 

community drivers

Develop the quantitative 
relationships between the 

key drivers

Develop the computer 
simulation model of the 
expected behaviour of 

the community

Develop the Community 
Flight Simulator user 

interface

• Conduct a group facilitated 
workshop to identify the 
drivers within the business and 
the community?

• How are they interrelated, 

• What are the feedback 
relationships?

• What are the key drivers 
of value within the 
business and the 
community?

• How are they interrelated?

• What are the feedback 
relationships?

• Capture the relationships 
between the drivers

• Are there any non-linear 
relationships?

• Interview with 
management to ensure 
relationships are valid

• Develop the computer 
simulation to enable the 
testing of alternate 
strategic policies and 
scenarios

• What can we learn from 
the simulation?

• Develop a flight simulator 
as a learning tool and 
change agent

• Can this be used in the 
community development 
stage to convince 
participants to join?

• Should this be used to 
educate members?
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