CONVERGENCE:

HOW TO DECIPHER THE SIGNPOSTS
A Special DNV GL Workshop
May 16, 2017
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The Convergence – What Is It?

What is The
Convergence?
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A cross-sector collision of
players, policies, financing,
and solutions that represents a
sea change in the energy
industry, requiring new strategies
and business models to navigate
a new landscape.

The Convergence Landscape

Distributed Energy Providers

IoT Companies

C
Retail Energy Providers

Utilities
Consumers

Policies
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Financing

Technology
Developments

Customer
Adoption

The Convergence – Why Now?

 Sector cash cows declining or exiting – looking for new business solutions, revenue
 Investments in new energy technologies and IT, software, telecom platforms
 Load shifts and declines
Convergence
 More favorable customer adoption trends

 Changing wholesale resources & dynamics
 Huge increases in cross-sector M&A, partnerships – new players entering the energy
space
 Regulations, policies in flux – trying to remodel energy landscape rules (e.g., CA &
NY)
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The Convergence Context: You Are Here

Development

Transformation

Disruptions
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Convergence

Synchronizatio
n

Emergence

Convergence & Share-of-Choice

This new reality – forcing players to share their product stack (and customers) with crossindustry competitors, or the customer’s “share of choice” – requires companies to invest in new
products and services to increase their capabilities, scalability, and customer adoption.
Solution Evolution

6

DNV GL © 2017

Competing in Convergence – Key Considerations

Capabilities

What are the operational and cultural shifts necessary to meet changing market
demands. Will you build, buy, make, or partner to build capabilities (and why)?

Scalability

How must your business model evolve to increase scalability? What new targets,
products, and services must be developed?

Funding
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What new financing strategies are necessary? How is the Convergence creating new
opportunities and challenges that require your company to revisit its strategic investments?

Customer
Adoption

What are the key drivers and scenarios impacting customers adoption? How are
Convergence trends driving customers’ adoption?

Demand
Generation

What are the current drivers of demand generation and how are they changing based on
new market dynamics? What new opportunities for demand generation can be explored
in this converging landscape?
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Business Model Evaluation: Your Next Business Model

As you are considering the migration of your next business model, which of
the following models is your company considering (and when?)

Expansion into new industries,…

91%

Digitalization of products, services

70%

30%

Outcomes-based models

67%

17% 17%

Platform business

63%

Competing as an ecosystem
Shared economy business models

Source: DNV
GL REM
Source: DNV GL REM
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50%
33%
1-2 Years

13%
33%
50%
2-4 Years

25%
17%
17%

Convergence Signposts - 4 Examples:
What do they mean for your capabilities, scalability, financing?
Utilities have invested $2.9 Billion in distributed energy companies in North
America and Europe since 2010, with more than $1 billion in investment in
2016 (GTM 2017)

59% of VC funding occurs in Internet and Telecommunications sectors, up from
28% in the prior decade. (FinTech2017)

More than half of IoT M&A funding went to firms with connected car
technologies in 2016 (Fortune 2017)

The connected-home market will make up roughly 27% of the broader IoT
market in 2019 (Punchcut 2017)
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Convergence Signposts – 4 More Examples:
What do they mean for your solutions, customer adoption strategies?
GE to roll-out trillions of sensors by 2020
(Minds + Machines, 2017)

28 states considered or enacted changes to contentious net metering policies in
2016 (NCSU 2016)

“Comcast Technology Solutions” launches with over 50 technology partnerships
announced to date (2017)

Former Direct Energy CEO joins National Grid Executive Committee
(Houston Business Journal 2017)
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Deciphering the Signposts: What You Need
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Visibility &
Perspective

Ability to see key data & trends from both
within and outside your sector and translate what
they mean for your crucial business decisions

Vision & Lens

A scenario-based framework to view and evaluate
big opportunities and big risks

Priorities &
Focus

Ability to interpret a wide range of competing
visions, insights, and signposts to determine your
short- mid- and long-term priorities

Decision Making
Velocity

Ability to continuously translate intuition, insights,
and signposts into successful customer adoption
strategies

The Convergence Multi-Client Study:

Pre-Exercise Warmup
16 May 2017

May 16, 2017
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SAFER, SMARTER, GREENER

Objectives of the Pre-Exercise warm-up
• Crash course in Scenarios 101 and Scenarios 201

• Acquaint Members with the Multi-Client study analysis tools and
data sources
 Assumption input process from Members
 Proven tools of the trade
 Profit pools concept with examples from other industries
 Data analysis baseline

• Introduction to the Live Exercise
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Business Model Scenarios - Developing a New Lens & Insights
Scenario analysis is a process of analyzing possible future events by considering
alternative possible outcomes

 Is not based on a single variable (e.g., energy prices), or a preconceived
premise (weak economic growth, constant disruption)
 Anticipates from where competitive disruptors will emerge
– Shifting sources of customer value and
profitability
– Altered build vs. buy decision criteria,
including M&A decisions
– Regulatory and technological changes

 Explores signposts and logical plans for
strategy, marketing, and competitive
intelligence
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Qualities of good scenarios
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Diversity

Incorporates input from diverse groups of
people and sources

Lessons learned

Uses lessons learned from past strategy
successes and mistakes

No sacred cows

Ignores conventional wisdom, no matter how
well grounded

No analysis paralysis

Doesn’t try to explain every phenomena in
every situation

Deep assumption
assessment

Looks for assumptions embedded in choice of
analytic tools or data sources

Comprehensiveness

Broadly considers the factors covered in “longtail” of possibilities
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The Convergence data sources: some data will be known facts,
other elements will be best assessments
We believe our Study Members have a wealth of data to contribute;
we just need to ask to right questions

•
•
•

Economic growth data and scenarios
US housing stock information
Customer demographics and income

•
•

Extent of national regulatory environment, including
regulatory incentives and position on climate change
Electricity competitive market adoption by state

Capital Assets
and Costs

•
•
•

Extent of R&D successes and product innovation
Capital investment conditions
Extent of technology-driven service cost reductions

Company

•
•
•

Qualitative studies and interviews
Financial statements and forecasts of company performance
Business cultures

Customer

•
•
•

Qualitative studies and interviews
Ties to Smart Cities, Smart Workplaces, etc.
Customer adoption assumptions (“S-curves”)

Economic

Regulatory
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U.S. Smart Home spending is spread over a $710 billion market
(2016)
Smart Home consumer spending sources
$800
Internet access (8.0%)

$700
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Cable and sat. television
services (-0.3%)
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$400

Household appliances
(2.5%)

$300

Fuel oil (-9.5%)

$200

Natural gas (-2.4%)

$100

Electricity (1.3%)

31%
$0
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25%
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These business model frameworks will be informed by lessons
from past Convergences in other industries.
Industry situation

Examples
 Airlines

Deregulated
industries

 Energy
 Financial services
 Telecommunications

Industries with
declining marginal
costs as scale
increases, or on
network effects

Technological
innovation

 Telecommunications
 Amazon-style distribution
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Lower prices
Territorial encroachments
Uncertainty about deploying capital

New customer acquisition and
creating “sticky” customers

 IT cloud services

Customer benefits driven by
identifying unmet needs

 Software

“Freemium” and 2-sided models

 IT hardware and chip
manufacturing

Dependent on R&D successes and
ability to control intellectual property

 Pharma and medical
devices

Planned obsolescence

 Materials manufacturing
18

Industry Attributes

Platform-oriented control points
(razor/razor blade models)

Convergence: proven tools of the trade
Consumer and business
adoption S-curves

Matrix balancing algorithms
to handle conflicting sources
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Economic theory and
econometric modelling

Subject matter experts,
insights from 4 key sectors
Distributed
Energy
Providers

Internet of
Things

Utilities

Retail
Energy
Providers

Examples of S-curves
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Examples of S-curves – Ubiquitous connectivity

The Convergence
(ubiquitous
connectivity)
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S-curves are a time-tested method for predicting new
process or product adoption

Need to know:
4
3
Market
Size or
Share

2

1

1 When does (or when
1.)
did) the S-curve begin?
2 How long does it
2.)
take for firms to
recognize and
implement a basic
transformation?
3 When does the rest
3.)
of the market glom on
to the change?
4 What share of the
4.)
sized market
participates in the
change?

Market Transformation Adoption

Source for plain graph: MRA Alert! Magazine, March 2012
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DNV GL Convergence Multi-Client Study Overview
 Visibiliity & Perspectives
 Vision & Lens

Priorities & Focus
Decision Making Velocity




Profit Pools
Analysis

Scenarios
(situations)
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•

Customer adoption
behaviors

•

Technology
advancements

•

Regulatory
environment
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(decisions)

•

Identification or
creation of customer
value

•
•

Investment capabilities
Partnerships / M&A
possibilities

Super
Competitors

Convergence
Bystanders

Profit pools sum profits across an industry’s value chain, including
the intermediate stages of production or distribution.

Profit pool
today

Organic growth
Existing Convergence Players
 Retail Energy Providers
 Utilities
 Distributed Energy Providers
 IoT Products and Services
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Profit pool
2027

Potential Convergence Entrants
 Broadband Service Providers
 Home Device Manufacturers
 Financial Intermediaries
 Wholesale Providers
 …
 …

New value chain
entrants

Business model
shifts
# companies in
each segment

∑

Profits = (P * Q) - C
(Revenues – Costs)

Listing financial institutions’ lunch eaters
Value at Stake is the portion of the Profit Pool that is in play for potential
migration among Profit Pool participants.
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Listing financial institutions’ lunch eaters
Value at Stake is the portion of the Profit Pool that is in play for potential
migration among Profit Pool participants.

2027
Convergence
Value
•

•
•
•
•
•
•

26

Energy
management
devices
“Smart”
appliances
Solar and wind
preferences
Storage
Comfort,
convenience,
connectivity
…
…
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The Convergence Multi Client Study – outputs
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•

What set of scenarios and decisions yield common results such
that strategy implications can be solidly inferred?

•

What signposts will indicate a changed likelihood of a scenario
becoming relevant?

•
•
•
•
•

Market models and customer adoption behaviors
Technology advancements
Capital investments
Regulatory environment
Partnerships / M&A

•

Size, composition and growth of profit pools
• By Convergence company-type
• By source of customer value
• By scenario or strategy decision point
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Strategy
The path to get to
your money

Key
Dependencies
What’s between you
and your money

Profit Pool
Characteristics
Where the money is

The Convergence Multi-Client Study:
Live Customer Exercise
16 May 2017
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Live Exercise Introduction
The Live Exercise will show you Convergence thinking:
How to map abstract concepts into quantitative business scenarios

• Demonstrate a scenario analysis process and provide a feel for the
types of decisions your firms will face over the next 10 years.
• Constitutes a only a minor portion of the overall analysis within the
Multi-Client Study
• Will use dashboard tool to demonstrate forward and backward
analyses:
• Forward: How will the Convergence evolve?
• Backward (What if analysis): What conditions need to be met for a
certain type of behavior to occur?
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Using more expansive market definitions, including for data, can
help define the profit pools.
Which of the following are the most important ways that your organization uses
or will use data collected from smart products?
(multiple responses permitted)

% share of respondents
Improve customer service
Optimize product design/performance
Track customers' location

You are here

Analyze energy consumption

We want to
be here

Extract information for marketing
Personalize products or services
Analyze product lifecycle
Collaborate with suppliers
Analyze product use
Automate customer service

0

10

20

30

40

50
Source: Cognizant/EIU (N=205)
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Scenario: Imagine a world where electricity is free to the
residential customer. How might this happen?
•

Customer lifestyle data has become valuable, making an
exchange of electricity for data potentially viable. As a
Smartphone is data platform and only secondarily a phone,
so might Smart Home evolve in the same manner.

•

Identify types of data emanating from the Smart Home and
who might own it; estimate the data’s value to the
Convergence system of companies; and identify strategy
effects on existing Convergence Members.

•

Definition. How smart does a Smart Home have to be?
Minimum capabilities?
Dead-weight loss. How much electricity demand and
revenue will be lost from implementing Smart Home
efficiencies?
Monetization of data. Can monetizing the value of
data offset this demand loss?

Situation

Scenario
objective

Direct
questions
to ponder

•

•

Indirect
questions
to ponder

•
•
•
•
•
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Privacy vs. security trade-offs
Electric cars
Existing housing stock, its occupants, and demographic
effects
Tolerance for risk and larger fluctuations in revenue growth?
Does my company have the marketing ability to compete?

16 May 2017

Thank You!

Soner Kanlier
VP – Energy Strategy
DNV GL
617-678-8484
soner.kanlier@dnvgl.com
www.dnvgl.com
Click to connect with
Soner on LinkedIn
SAFER, SMARTER, GREENER
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Doug Handler
Senior Advisor
DNV GL
781-460-0302
doug.handler@dnvgl.com

Craig Boice
President
Boice Dunham Group
212-924-2200
bdgbusdevl@msn.com

Kristie Deiuliis
VP – Energy Markets
DNV GL
339-203-7733

Click to connect with
Doug on LinkedIn

Click to connect with
Craig on LinkedIn

Click to connect with
Kristie on LinkedIn

kristie.deiuliis@dnvgl.com

