
Preface

I suspect that most business books are sparked by moments of pure
frustration. My own experience was the clash of four worlds.

First, my modern graduate school training in valuation and the
pricing of risk was breathtaking in its vision and elegance. The
powerful ideas I studied changed public policy and financial mar-
kets. But, as I later discovered, these concepts have not been deeply
applied in corporations.

A second world was strategy consulting. Working with large cor-
porations on important and risky decisions, I used a toolkit that
was rich but confusing to clients. Sure, the method could provide
good answers to hard questions—Build the chemical plant? Switch
technologies on our key product? Set a price for that piece of intel-
lectual property?—but the tools became black boxes after the con-
sultants left. Risky projects were the key to growth, but their value
remained unclear to those who owned the opportunity.

Third, in my work with startup companies I’ve noticed a pro-
found disconnect between the startups and more established firms.
Experienced entrepreneurs and venture capitalists use a language
about risky growth that helps everyone to quickly identify the key
drivers of value and to quickly dismiss business ideas that don’t
have enough value. This language, shared frameworks, and ten-
dency to act would have helped my corporate clients. 
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This has been a fragmented and frustrating experience, but also
a struggle at the conceptual level. The fourth and last force in my
colliding worlds has been watching managers struggle to under-
stand and quantify the value of growth opportunities. Managers
really don’t like the hard work required by our current valuation
tools; they are very genuine in their intent, yet very frustrated. The
managers I’ve met gave shape to the vision of this book: a method
to create easy-to-use and credible valuation tools that can be used
to compare growth opportunities across the sweep of value. 

This book is about a new approach to valuation, one designed to
meet three objectives:

• Benchmark and compare the value of growth opportunities.
With a clear picture of the economic landscape, we can
better assemble the scarce resources required for strong
corporate growth. 

• Align the value of private growth opportunities with public-
market valuations. This opens the door to innovative ways 
to finance, insure, and monetize growth projects. 

• Replace complex calculations with simple and transparent
methods. People and financial resources gravitate toward
growth opportunities with a credible and well-understood
value proposition.

Who Should Read This Book

This book is written for managers who don’t want to be valuation
experts; strategists who want to weigh alternatives with a set of
simple calculations; CFOs and business unit heads who want to
compare the varied initiatives clamoring for their approval; and
M.B.A. students who are trying to grasp and use high-powered ideas.
Real people require credible, transparent, and easy-to-use valuation
methods that work across the sweep of growth opportunities.

Readers of this book share a bias toward action; they have jobs
that help to nourish and grow new products, new markets, and
new companies. While the industries and job functions are quite
varied, the needs are the same. The more detailed look at who
should read this book includes:

viii Preface



• Managers at the crossroads. This includes CEOs, CFOs, busi-
ness unit heads, and those who head growth initiatives and
other new ventures. Managers at the crossroads must make
the tough choices—“Do I put money into this project or that
one?”—and need a way to compare the value and risk of
growth from business as usual with the value and risk of new
initiatives.

• The staff who support managers at the crossroads. Your boss
read this book, and he dropped it in your lap. (Of course you
should read it, too!) There is a language and a method here
that brings the value and risk of growth to life. You can use
this book to shape alternatives and to quickly summarize
opportunities. Use the Web site, www.valuesweep.com, to
make this process easier.

• Equity analysts. Many analysts write schizophrenic reports.
They use a simple quantitative model to obtain a target stock
price. Meanwhile, significant and interesting growth oppor-
tunities are described in the text surrounding the number—
but they are never directly translated into value. This book is
aimed at giving analysts a way to quantify growth opportu-
nities in a quick and sensible way.

• Managers who speak to equity analysts and investors. Your com-
pany has some innovative early-stage projects and is per-
forming well in its current business. The innovative projects
might not hit, yet the pipeline deserves some value credit.
How can Wall Street’s expectations be set? Meanwhile, the
analysts will react harshly if the current business fails to meet
its projections. Are they overreacting? The framework of this
book helps to communicate your answer to these questions.

• Finance staff. Companies want to do the right thing, to select
the strategic investments that increase shareholder value and
to reject all others. The problem is that their valuation
frameworks have not kept up with the complexity of new
business opportunities. The quantitative analysis drags on
and on, and out of frustration, critical decisions are made for
strategic reasons without regard to value. Often, because
growth projects are so exciting, a frothy optimism prevails.
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As a remedy, this book offers a hard cold logic about how
growth strategies translate into value. Armed with context,
transparency, and intuition, finance staff can help to speed
up and make credible the tough decisions about growth
opportunities.

• Investors. At the peak of the Internet boom, nearly 20 percent
of the firms traded in U.S. stock markets were not profitable.
A wider range of investors must now do what angel investors
and venture capitalists have been doing for some time—
quantify the value of preprofit growth opportunities. The
framework in this book allows reverse-engineering of stock
prices, and the examples show periods in which the market
over- and undervalued firms rich in growth opportunities.

• Those ready to contribute financial resources to growth opportuni-
ties. Value is opaque in many private markets. Consequently,
there are widely divergent expectations about value that fre-
quently slow negotiations or, even worse, kill transactions.
The methods of this book create a common point of refer-
ence for those who own growth assets and those who can
bring innovative financing to them.

• Auditors. This book provides a framework to align private
assets with valuations in the public markets, the mark-to-
market of growth assets. Intangible assets constitute the
majority of corporate value, and growth opportunities are a
large portion of intangible asset value. There’s much debate
but no clear and well-accepted method for the valuation of
intangible assets. My hope is that this book is a solid step
forward.

Real Options: Beyond Pioneers

Three years ago, I wrote a book on real options, Real Options: Man-
aging Strategic Investment in an Uncertain World, with Nalin Kulati-
laka of Boston University. We saw real options as a powerful way of
thinking and a useful valuation framework for managers. Real Op-
tions was written to serve as a bridge between academic literature
and managerial concerns. (For more information on real options,
see www.valuesweep.com.)
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Our book, along with others written on real options, hit a nerve.
The concept of real options straddles strategy and finance, and a
common reaction from managers was, “I just knew there was value
in this project. Now I see that it has embedded real options.”

Unfortunately, new ideas are often too complex to be widely
applied, and this was the case when real options met the business
world. In some companies, real options advocates have asked man-
agers to spend time working through the partial differential equa-
tion that underlies the foundation of option pricing. In other
companies, detailed, handcrafted, and highly opaque real options
models have been used to justify investment decisions. Eyes glaze
over for everyone but the author of the report. Real options has suf-
fered from what I call the “second date problem”: It’s great as the
subject for a workshop or first project, but real options fails to take
off inside the company. There’s no second date!

After the publication of Real Options, I benefited from working
side by side with the practitioners of decision analysis at SDG
(formerly the Strategic Consulting Division at Navigant Consult-
ing). For years, this group of consultants has helped companies
make high-quality strategic investment decisions in the face of risk
from product markets, technology, and managerial inertia. The folks
at SDG helped me learn what is really new about real options and
what had already been learned by another field, decision analysis.

From these experiences I drew two strong conclusions about real
options. First, in many applications, real options is not the right
tool. I’ll raise this issue throughout this book and show how to
combine real options with other perspectives. Second, decision
analysis (and decision analysis coupled with real options) is quite
an expansive approach; it can handle a lot of detail. Often, how-
ever, the detail overwhelms the rationale. A consistent theme in
this book is that to be used, real options must be understood. This
requires simple calculations and a strong story line. In sum, I see
Value Sweep is a natural follow-on to Real Options.

Expectations Investing

This book speaks to many of the same issues as Expectations Invest-
ing, written by my book-writing colleagues Michael Mauboussin
and Al Rappaport. Expectations Investing sets up a clear valuation

Preface xi



framework (used in Chapter 3 of this book) and shows how to find
the expectations embedded in stock prices. Value Sweep focuses on
growth opportunities and uses market expectations to better value
private assets. It has been my great pleasure to collaborate with
Michael and Al on initial drafts of Chapter 4, which overlaps with
Chapter 8 in their book.
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