Business Model Innovation for

Circular Economy s G B O B O st

Module 3.1 - Training material

CIRTCINNO =, B

®



CIRTCINNO

INTRODUCTION

Switching from the current linear mod-
el of the economy to a circular one
has recently attracted the attention of
major global tourism companies, for in-
stance, Hilton Worldwide Holdings. The
reasons for this are immense financial,
social, and environmental benefits. The
rise of interest of SMEs in participating

OBJECTIVES

1. The overall objective of the work-
shop is to introduce, circular ap-
proach by design, followed by a
demonstration of good practices,
recommendations, and practical
exercises regarding closed-circuit,
business models implementation.

2. Second of all, we hope to induce
a pro-innovative inifiatives among
SME's, with particular emphasis onto
ones representing tourism industry.

3. Thirdly, we raise the awareness and
encourage the gradual shiff towards
circular business models.
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in this growing trend is also noticeable.
Unlike large corporate conglomerates
SME's, are, however, often lacking ex-
pertise in the field. Thus, comprehen-
sive knowledge of designing circular
business models is needed to stimulate
and foster the implementation of the
circular economy.

4. Last but not least, we expect work-
shop parficipants fo  get familiar
with practical skills and knowledge
regarding:

a. the concepft of innovation and how
can it be used with relation to the
circular economy

b. how to identify the benefits from in-
froducing innovations in the tourism
industry

c. business model design and concept

d. tools of development, evaluation,
and validation of closed-circuit busi-
ness models
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Circular economy

The concept of CE defines a set of prin-
ciples for production and consumption,
radically different from the linear ‘take-
make-dispose’ regime prevailing in fo-
day's market economies, based on con-
finuous economic growth and increasing
resource throughput. The CE goes further
than calling forimplementation of ‘sustain-
able, ‘green,’ resource-effective, and en-
vironment-friendly technologies in isolated
links of production systems. It requires a
broader and more comprehensive de-
sign of radically alternative solutions over
the entire life cycle of products and adop-
fion of closing-the-loop production and
consumption patterns within the whole
economic system. (See Cirfoinno hand-
book_CRT rev. 4.0, p. 6 — chapter 1.2 The
Circular Economy — a new development
paradigm)

Circular business model
The CE relies on value creation through
restoration, regeneration and re-use of re-

sources, enabled by new types of business
models and forms of consumption that
discard ownership and rely on active ‘us-
ers' rather than passive ‘consumers’. (See
Cirtoinno handbook_CRT rev. 4.0, pp. é-7
— chapter 1.2 The Circular Economy). In
order fo obtain a circular business model,
a business does not need to close all its
resource loops within the firm. A circular
business model can also be one in which
the company operates as part of a larg-
er system and adds fo other companies’
circular business models, which together
create a closed loop system (See Cirtoin-
no handbook_CRTrev. 4.0, p. 24 — chapter
2.4 Circular business models).

Business Model Canvas

- strategic management tools for develop-
ing new or documenting existing business
models. Visual charts with elements de-
scribing product's/service's value proposi-
tion, infrastructure, customers, and financ-
es. It assists firms in aligning their activities
by illustrating potential frade-offs. The Busi-

ness Model Canvas was initially proposed
by Alexander Osterwalder based on his
earlier work on Business Model Ontology.
Since the release of Osterwalder's work
in 2008, new canvases for specific nich-
es have appeared, such as Lean Canvas
dedicated fo the startups- business ideas
of very early stage of development, creat-
ed by Ash Maurya in 2010.

Innovation

- the process of franslating an idea or in-
vention into a good or service that creates
value or for which customers will pay. To
be called an innovation, an idea must be
replicable at an economical cost and must
satisfy a specific need. Innovation involves
deliberate  application of  information,
imagination, and initiafive in deriving great-
er or different values from resources, and
includes all processes by which new ideas
are generated and converfed info use-
ful products. The Oslo Manual (see: http://
www.oecd.org/science/inno/2367614.pdf)
defines four types of innovation:

Product innovation: A good or service
that is new or significantly improved.
This includes significant improvements
in fechnical specifications, compo-
nents, and materials, software in the
product, user-friendliness or other func-
tional characteristics.

Process innovation: A new or signifi-
cantly improved production or deliv-
ery method. This includes significant
changes in fechniques, equipment, or
software.

Marketing innovation: A new marketing
method involving significant changes
in product design or packaging, prod-
uct placement, product promaotion, or
pricing.

Organizational innovation: A new or-
ganizational method in business prac-
tices, workplace organization, or exter-
nal relations.
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Business model innovation is the art of
enhancing advantage and value cre-
ation by making supportive changes to
an organization's value proposition to
customers and its underlying operat-
ing model. These changes can address
the choice of target segment, prod-
uct and service offering, and revenue
model. At the practical level, the focus
is on how to drive profitability compet-
itive advantage and value creation
through the decisions on how to deliver
the value proposition.

ATIO

BMI, as a toolset, facilitates the descrip-

tion of the essential factors by which a

company creates value. It identifies the

following aspects:

* Who are the target customers?

¢ What is the benefit for customers
and for partners who are involved in
value creation?

¢ How is the company created and
delivered the benefite

¢ How does the company earn mon-
ey?
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INNOVATION AS A SOURCE
OF STRATEGIC I\/\ARKET
ADVANTAGE

W. Chan Kim and Renée Mauborgne, in
their book fitled “Blue Ocean Strategy,”
identified two basic environments in which
modern enterprises can conduct market
activity. The so-called oceans are either
red or blue. Red Ocean is a very compet-
itive surrounding where companies are
fighting at the limited potential market.
Due to the fact that all actors exploit the
same, limited niche price becomes key
factor, differentiating competitive offers.
Such a market naturally favours larger en-
fities that can take advantage of the so-
called scale effect.

Blue Oceans, on the other hand, represent
newly created markets or niches. Com-
petition becomes irrelevant since the un-
divided attention of this freshly built envi-
ronment is cenfred around the company
that created it. Market creator gained the
position thanks to capturing the fact of ap-
pearance of new market demand and an

ability o answer the need with the most
complete answer.

High inventive potential, however, is not a
determinant factor of high market poten-
tial, which makes the implementation of
innovations (especially product ones) a
risky phenomenon marked by many un-
knowns. Thus one of crucial skills becomes
an ability fo identify market readiness. Var-
ious studies, such as Gartner Inc. report
onto Hype Cycle for Emerging Technolo-
gies, show that even a significant degree
of a public interest in a given field is not a
proof of market purchase readiness or that
the overall market size turns out fo be much
smalller than expected. That is the case of
Barobot. A mechanical bartender, mixing
cocktails from a total of 12 bottles, was an
invention developed in Polandin 2014. The
product, at the fime it's market debut, re-
ceived extensive media inferest (so-called
"hype"), thanks fo which it gained con-

Nonetheless, there are other available strategies for gaining advance thru
implementing innovation. Process, organizational, or marketing innovations

are, in many cases, less risky (do not infroduce new products, but enhance or
improve offering of already available solutions), yet represent similar potential
as a competitive advantage creator.

siderable recognition throughout the CEE
region. However, market response turned
out fo be of minimal volume. The product,
despite being an example of advanced
hi-tech offering, failed to address an ac-
tual need of its potential customers. Baro-
bot proved fo be “nice to have,”" instead
of “must-have” and a model example of a
solufion that, despite high popularity, was
not able fo create a sufficient market for
itself.

One of the examples of good practices in
the field of marketing is the Zyferblat cof-
fee network. Established in 2011 in Mos-
cow (Russia), Zyferblat describes itself as
“anti-café.” Project's ingenuity manifests
not in the product’s sphere (it offers reg-

ular, coffee shop, commaodities), but in a
creative approach to the revenue strate-
gy. Customers pay per minute for the fime
spent in the venue, whereas all available
products or services are for free. For Zy-
ferblat such an approach is a mean of
standing out on the market, but more im-
portant, it's a constructive solution of one
of the oldest problems of the coffee busi-
ness owners-fime spent at the shop by a
single customer. Traditionally cafes try to
use fechniques accelerating custfomer
furnover since every minute spentf by in
the premises increases costs and reduces
sold product's profit margin. In Zyferbalt
case, clients are encouraged to stay lon-
ger since every minute of clients presence
atf the venue increases generated profifs.
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HOW THE CIRCULAR
ECONOMY PRINCIPLES
APPLY TO THE COMPONENTS
OF BUSINESS MODEL?

The fundamental constructs and constit-
uent elements of circular business models
can be derived from the main principles
of the circular economy. In the CIRTOINNO
handbook, such components are under-
stood and defined in various ways. One
example is that circular economy main-
ly emerges through three main ‘actions,
i.e. the so-called 3R principles: Reduction,
Reuse, and Recycle (See Cirtoinno hand-
book_CRT rev. 4.0, pp. 22-23 — chapter 2.3

JERERE SRR

CE principles as basis for business action).
Another ,,business action framework” has
been developed by the Ellen MacArthur
Foundation, based on three fundamental
CE principles. It involves six guiding actions
abbreviated ReSOLVE (Regenerate, Share,
Optimize, Loop, Virtualize, Exchange)
framework, ways of circular value cre-
ation, normative requirements for business
models, and areas for integration.

Table 1.1 How the circular economy principles apply to the components of Business
Model Canvas (“X" indicates if CE applies to the particular component of business
model)

Traditional

BMC Regenerate Sh Loop Virtualise
components

Partners X X

Exchange

Activities X X X X
Resources X X X X
Valve

proposition

and X X X
customer

segments

Customer

relations

Channels X
Cost
structure
Revenue
streams

Take-back X

system
Adoption
factors

Source: Ellen MacArthur Foundation. Towards the Circular Economy: Economic and Business Rationale
for an Accelerated Transition. Available online: https://www.ellenmacarthurfoundation.org/assets/
downloads/publications/Ellen-MacArthur-Foundation-Towards-the-Circular-Economy-vol.l.pdf
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ADDITIONAL COMPONENTS
OF A BUSINESS MODEL

RELATED TO THE CIRCULAR

ECONOMY

It is believed that once designing a circu-
lar business models, additional issues, ex-
ceeding fraditional Business Model Can-
vas components, should be faken info
consideration. Especially two areas need
infroduction to the framework to achieve
enhanced, closed-circuit design.

These are:

* The Take-back system, which assumes
products or their components cascade
usage (in case of biological nufrients)
or reuse, redistribution, remanufactur-
ing, refurbishing, or recycling (in case of
industrial materials). According fo the
direction of material flow in a supply
chain, both forward and reverse are
possible; however, reversed logistics
may require different partners, chan-
nels or customer relations.

* The Adoption factors that help fo man-
age barriers related to the circular
models implementation. There are in-
ternal and external factors affecting
adaptation of a designed business
model or circular economy principles.
Intfernal factors concern organizational

capabilities such as intangible resourc-
es, low feam motivation or corporate
culfure, insufficient knowledge. Exter-
nal factors comprise technological,
political, sociocultural, and economic
issues.

The circular business model canvas is

therefore extended and adjusted. It has

eleven components allowing fo design
models according fo the principles of the

CE

1. Value propositions—offered by circular
products enabling product-life exten-
sion, product-service system, virtual-
ized services, and collaborative con-
sumption. Moreover, this component
comprises the incentives and benefits
provided to the customers for bringing
back used products.

2. Customer segmenfs—directly linked
with value proposition component.
Value proposition design depicts the
fit between value proposition and cus-
fomer segments.

3. Channels—possibly virtualized through
selling virtualized value proposition and

. Customer

delivering it also virtually, selling non-vir-
fualized value propositions via virtual
channels, and communicatfing with
customers virtually.
relationships—underlying
production on order and what cus-
fomers decide, and social-marketing
strategies and relationships with com-
munity partners when recycling is im-
plemented.

. Revenue streams—relying on the val-

ue propositions and comprising pay-
ments for a circular product or service,
or fees for delivered availability, usage,
or performance related fo the prod-
uct-based service offered. Revenues
may also pertain to the value of re-
sources refrieved from material loops.

. Key resources—choosing suppliers of-

fering betterperforming materials,
virtualization of elements, resources,
elements allowing fo regenerate and
restore natural capifal, and the funds
obtained from customers or third par-
fies meant to circulate in material loops
(preferably closed).

Key activities—focused on increasing

performance through good house-
keeping, better process control, equip-
ment modification, and tfechnology
changes, sharing and virtualization,
and on improving the design of the
product, to make it ready for material
loops and becoming more eco-friend-
ly. Key activities might also comprise
lobbying.

8. Key partnerships—based on choosing
and cooperating with partners, along
the value chain and supply chain,
which support the circular economy.

9. Cost  structure—reflecting  financial
changes made in other components
of CBM, including the value of incen-
tives for customers. Parficular evalua-
tion criteria and accounting principles
must be applied to this component.

10. Take-Back system—the design of the

take-back management system, in-
cluding channels and customer rela-
tions related fo this system.

. Adoption factors—iransition towards
circular business model must be sup-
ported by various organizational capa-
bilities and external factors.

1



Table 1.2 Circular Business Model Canvas

Key Partners Key Activities
* Who are our Key Partners2 *  What Key Activities do our Value
*  Who are our Key Suppliers? Propositions require?
« Could the supplies needed come * Our Distribution Channels?
from the wasted resources of ¢ Our Customer Relationshipse
another business nearby? * Our Revenue streams?

* Which Key Resources are we
acquiring from partners?
* Which Key Activities do partners Key Resources
perform? « What Key Resources do our Value
Propositions require?
* Could they come from resources
Cost Structure wasted by our clients2
*  What are the most important costs * Could products be made out of
inherent in our business model? ingredients that offer the same
«  Which Key Resources are most functionality as the tfraditional ones

expensive? used but that biodegrade over
*  Which Key Activities are most fime?
expensive? « Our Distribution Channels?

* Customer Relationships?
* Revenue Streamse

Revenue Streams

* For what value are our customers really willing to pay?

For what do they currently pay?2

How are they currently paying?

How would they prefer to pay?

How much does each Revenue Stream contribute to overall revenues?

Adoption Factors
¢ Organizational capabilities
« PEST factors

Source: M. Lewandowski, Designing the Business Models for Circular Economy—Towards
the Conceptual Framework, Institute of Public Affairs, Faculty of Management and Social
Communication, Jagiellonian University, Krakéw 2015
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Value Proposition

What value do .
we deliver to the
customere

Which one of our .

customer's problems

are we helping to

solve? .
What bundles of

products and services ¢
are we offering fo

each Customer
Segment?e

Which customer needs
are we satisfying?

Channels

Through which Channels do our Customer Segments want to be reached? How

are we reaching them now?

Customer Relationships

What type of
relationship does each
of our Customer
Segments expect us fo
establish and maintain
with them?

Which ones have we
established?

How are they
integrated with the
rest of our business
model2

How costly are they?2

How are our Channels integrated?

Which Channels work best?

Which Channels are most cost-efficient?

How are we integrating them with customer routines?

Customer Segments

¢ For whom are we
creating value?

* Who are our most
important customers?

Take-Back System
actions:

¢ management

* channels

* customer relations



HOW TO DESIGN
INNOVATIVE CE BUSINESS
MODELS TO THE EVERYDAY
BUSINESS PRACTICE?

In order to answer the questions how the principles of the circular economy can
be applied to a business model and which universally applicable components are
needed for a circular business model, this fraining material has been employed.

The process is divided info four steps:
1. Observing

2. Planning

3. Implementing

4. Checking and revising

CIRTZINNO
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OBSERVING

Observing is a step that identifies the body of knowledge needed to evaluate cur-
rent module-specific processes, measure current processes outcomes and identify
the module-specific processes that need to be changed obtain the answers for the

research questions.

Current Business Model Analysis

Businesses — whether large or small — run
around in circles daily to cater for cus-
fomers' need and desires. The process of
moving to a more circular business model
typically begins with an analysis of where
existing inefficiencies and leakages lie
within a business's current linear model.
Companies must identify customer seg-
ments that have needs related to the cir-
cular economy by using market research
fo identify areas of environmental or so-
cial concern related to new or existing
products. It is also essential fo consider
the lifecycle stage of a product as this
may determine its potential for re-use or
refurbishment. It is, therefore vital to un-
derstand customer behaviour and re-
quirements before assessing the poten-

tial viability of a circular business model
concept. Furthermore, you always need
to be two steps ahead of everything: the
other businesses in your field, your sup-
pliers, your clients, your employees, the
economy — and also of yourself. See Ta-
ble 1.2 for an example of step by step
business model analysis.

The ultimate goal of understanding the
business model variations in the digital
world is to be able to address real-world
problems that the business faces. It is one
thing fo understand what the business
models are and what distinguishes them
from each other, but it is quite another
to be able to understand what is going
wrong, why, and what results another
business model might provide.

Table 1.3 Business Model Anallysis, step by step.

DOCUMENT THE CURRENT BUSINESS MODEL
Develop a business model canvas and ,,unpack” the business model.

v
MAP CURRENT PROFIT POOLS
Complete a profit pools analysis of the company's varied business units and/or the industries
the company operates in.
v

EXPLORE ALTERNATE BUSINESS MODELS
Understand different business models, which model your company is employing, and the
critical success factors for each.

v

ASSESS THE IMPACT
Brainstorm alternate business model canvases for the company and explore how the
customer and partner relationships would be affected by these changes. Understand how the
company's key resources and key activities change as the business model change.
v

BUSINESS MODELLING AND COMPETITIVE RESPONSE
Develop operations, service, and financial models to support the new business model
scenarios. Be sure fo incorporate competitive reactions, apply game theory to understand
potential moves and counter-moves. Which models provide higher profit or revenue opportunities?
Which are most susceptible to being undercut by entrenched incumbents or young start-ups?

How to identify if customer needs are met
Next, we get into an analysis of the busi-
ness model as it relates to the customer. This
would include evaluating the company's
relationship with its customers as well as the
customer interfaces. A key aspect of most
business models is how the company inter-
acts with customers, levels of customer inti-
macy and self-service, as well as the overall
benefits and value proposition for the cus-
tomer. Naturally, all of these factors come
back to the channels that the company
sells through, such as a direct sales force,
retail locations, and a welbsite. How would
the company's customer interactions
change with a different business model2

The main questions:

* Which customer needs are/ are not
satisfied?

* Do customers need to own the products
or can services better meet their need?

* What are the emerging trends that
may influence the value proposition
in the short or long term?

* How can value be delivered to the
customer in a less resource-intensive
way?

Questions related to the Circular econ-

omy:

* Could we offer a service alongside
our product?

* Could we make our products more
robust and repairable so that they last
longer?

* Could we explore some addition-
al revenue streams from selling the
spare parts needed and recovering
the old ones?

When the company sums up all informa-
fion: evaluates current module-specific
processes, measures current process-
es outcomes and identifies the mod-
ule-specific processes that need to be
changed obtains the answers for the re-
search questions, the company can be-
gin to the planning part.
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Study object — define and identify circular based business model objectives.
Study purpose — evaluate and identify circulating processes to achieve the new
goals, related challenges and solutions.

The main tasks:
* |dentify actors in the process
* |dentify required resources

* |dentify required actions and circulating processes to achieve the new goals,

problems and solutions

How to identify the actors in the process?
Circular economy requires widespread
commitment and cooperation over a
range of different actors (see Table 1.4).
Actors are the ones that will carry out
the tasks involved in a process. In some
cases, their working routine may include
some unsuccessful habits that slow down
the process, complicate its low, or even
create mistakes in its results. Completely
changing the actors' habits will surely pro-
duce great resistance to its implementa-

tion. Actors perceived as important for
the transition to a circular economy are:
public sector, business, researchers and
the civil society, who are believed to be
motivated by the notion that a circular
economy will lead to a more sustainable
society. Furthermore, it is assumed with-
in a circular economy that at a broader
social level, different partners will work
together fowards the common goal of a
circular economy.

Table 1.4 Key actors of the business environment.

ACTORS

Public sector Who can help us?

Business

Researchers

Civil Society

Employees * Who will be the key players in the business2
(Name the management team, board and advisors to the
business. Highlight their expertise and experiences.)
¢ What communication should fake place with the employees?

Review your goals and outcomes to see

if they are met:

* Did we meet the goal we envisioned
before the business process began?2

¢ Were our strategy plans made with
our goals in mind?

¢ How far did we stray or how precise
did we follow our goals?

e Were our goals too challenging?
Were they unrealistic?

¢ Were our goals too simple2 Did we
underestimate ourselves?

¢ Were our goals aligned with the in-
dustry's standards?@

¢ What could have been improved?

Note what did not work well and ensure
you do not repeat it. Focus on your suc-
cess and take notes on the way to re-
peat and expand them. The table 1.5 is
a practical example pf questions regard-
ing goals and their match with a given
BMC component:

@



PARTY/DEPT

RESPONSIBLE
ACTION (Which group of

DESCRIPTION | staff are involved

(Which actions in working with

PARTY/DEPT
RESPONSIBLE

REQUIRED ACTION (Which group of

RESOURCES DESCRIPTION | staff are involved
are required to this objective? START DATE

REQUIRED
(Which actions in working with RESOURCES
(Financial, are required to this objective? SIARTIDATE (Financial,
reach the desired | Who will perform human etc.) reach the desired | Who will perform human etc.)
goal?) the activities? goal?) the activities?
Who will monitor Who will monitor
the process?) the process?2)

GOALS RELATED TO PARTNERS (Who will help you?)

GOALS RELATED TO CUSTOMER SEGMENTS (Who do you help?)
Write your goal statement here

Write your goal statement here

GOALS RELATED TO ACTIVITIES (How do you do it?) GOALS RELATED TO DISTRIBUTION CHANNELS (How do you reach them?)
Write your goal statement here Write your goal statement here

GOALS RELATED TO RESOURCES (What do you need?)

GOALS RELATED TO COSTS (What will it cost?)
Write your goal statement here

Write your goal statement here

GOALS RELATED TO CUSTOMER RELATIONSHIPS (How do you interact?)

GOALS RELATED TO REVENUE STREAMS (How much will you
Write your goal statement here

make?)
Write your goal statement here

CIRTZINNO 2.
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IMPLEMENTING

Implementation phase the timeline can
deviate from timeline of Planning. Peo-
ple can be the same people as in the
Planning phase or they can be different.
Hence, in the Implementation phase

some deviations may occur compared
to the Planning phase in terms of time
and people. In addition, planners should
divide each plan in to several actions in
order fo execute them.

Implementing the circular economy
framework and philosophy info your or-
ganization can take time. However, the
result will be a future of security and op-
portunity that you can use fo position
yourself as a leader in your field. To en-
sure that in the future,’ there are enough
raw materials for food, shelter, heating
and other necessities, our economy
must become circular. That means busi-

ness model innovation preventing waste
by making products and materials more
efficiently and reusing them. If new raw
materials are needed, they must be ob-
tained sustainably so that the natural
and human environment is not dam-
aged. Table 1.6 provides general char-
acteristics of linear and circular business
models and you can compare at what
stage of the business model you are.

Table 1.6 General characteristics of linear versus circular business models.

LINEAR MODEL CIRCULAR MODEL

What? The value of proposition

Low cost products that are disposable
at their end of life

Durable products designed for re-use

Emphasis on ownership

Services instead of products

Take, make, dispose

Take, make, re-use, recycle

HOW? Processes and supply chain

Take, make, waste

Take, make, remake

Limited role and influence of customer

Customers become partners

Supply chain management several fiers

Supply chain management of the

up whole system
WHY? Financial model
Pay per product Pay per use or performance (hours, km,

sheets etc.)

Make more and sell more

Make better and gain more

Negative value creation at some stages

Positive value creation at all stages

WHO? Customer interface

Transfer ownership

Access over ownership

Products are not taken back after
warranty

Product take back or service /
performance provision

Traditional customer segments

In this stage actions regarding each plan
will be implemented. Actions can be as
many as needed depending to how

CIRTCINNO =, H[F

Appeal to new niche segments

comprehensive the plan is. In the best
case the timeline may be the same time-
line as in the Planning phase. But in the

Table 1.7 Actions related to implementation of Business Model Canvas.

Actions related to changing partners

Timeline People to People to People to
implement supervise collect data
ACTION 1
ACTION 2
ACTION 3

Actions related to changing activities

ACTION 1
ACTION 2
ACTION 3
Actions related to changing resources
ACTION 1
ACTION 2
ACTION 3
ACTION 1
ACTION 2
ACTION 3
ACTION 1
ACTION 2
ACTION 3
ACTION 1
ACTION 2
ACTION 3
ACTION 1
ACTION 2
ACTION 3
ACTION 1
ACTION 2
ACTION 3

o’
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CHECKING AND REVISING

In this step, called Checking and Revis-
ing, the company identifies the processes
that need to be changed or improved,
performs them and periodically reviews
a checklist for the actions taken towards
module-specific activities and the actors
involved.

The assigned people in the Planning
phase perform the Checking. Planned
outcomes will be checked against
achieved outcomes. The difference be-
tween these two show the deviations
from plan. Accordingly, actions will be
decided. Actions will be decided based
on the gap between planned and
achieved outcomes.

Table 1.8 Actions related to the checking process.

Achieved Planned Deviations/
vs Actual vs Desired Gap
Qutcomes QOutcomes

Action 1: actions can be as

much as necessary. Add more

if needed.

Action 2
Action 3
Action 1
Action 2
Action 3
Action 1
Action 2
Action 3
Action 1
Action 2
Action 3
Action 1

Action 2
Action 3
Action 1

Action 2
Action 3
Action 1

Action 2
Action 3
Action 1

Action 2
Action 3

®
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The gaps found in the Checking stage
are the input for the Revising stage. Anal-
ysis on each action shows if the activity
should be stopped or not. If the deci-
sion is to stop the activity then it will be
dropped otherwise it will be continued.
Documentation is the next action in this
stage which not only helps organization
to decide on actions based upon out-

Rt

comes but also keeps knowledge within
the organization. The last action in the
stage of Revising is education. This ac-
tionis necessary to settle down the PDCA
(Plan, Do, Check, Act) policy in an orga-
nization. Education is also necessary to
ensure continuous development which is
the nature of the PDCA model.

Table 1.9 Actions related to the revising process.

Analysis of Continue edo Documenta- Educate
fele]e} tion
Action 1 Why is there Continue Drop the Redo the Document  In case the
agap with the action if action if outcomes outcomes
between actionifthe  there is no the gap and prepare are
planned planned value with between areport of acceptable,
and outcomes the action planned Action 1 standardize
achieved  areclose to  orit will not and Action 1 and
outcomes? achieved generate achieved educate
outcomes desired outcomes subordinates
results. are large. how to do
the action.
Action 2
Action 3
Action 1
Action 2
Action 3
Action 1
Action 2
Action 3
Action 1
Action 2
Action 3
Action 1
Action 2
Action 3
Action 1
Action 2
Action 3
Action 1
Action 2
Action 3
Action 1
Action 2
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CASE STUDIES

Good practices concerning implemen-
tation of innovative,

closed-circuit business models

One of the facts related to the sustain-
able approach- the very backbone of
the Circular economy, is that although it
was primarily an area of interest of large

entities, in practice, it requires minimum
resources fo be implemented. 3R princi-
ple is an excellent example, of an easy
to access strategy for infroduction of cir-
cular mechanisms to everyday econom-
ic activities.

REUSE EXAMPLES

Looming Hostel (Estonia): Not all products
can be reconditioned in their entirety;
most products have specific components
that carry a high value. Often the mate-
rials have an embedded energy compo-
nent that makes them even more valu-
able than their original source. With the
right design and remanufacturing capa-
bilities, they can be put together to form
new products. This is called product frans-
formation or reuse. Looming hostel is the
first eco-hostel in Estonia, 99% of the hotel
furniture is reused. They also train employ-
ees in environmental responsibilities and
also encourages guests to act responsi-
bly towards the environment. All clean-
ers they use are eco or nature-friendly,
or they use soda and vinegar. Source:
http://loominghostel.ee/eng/

Paradores (Spain) and Albert Dock (Unit-
ed Kingdom): Linking economics and
authenticity to the community is instru-
mental in developing tourism. One of the
most compelling benefits of tourism is the
range of positive economic effects made
possible by utilizing local history and heri-
tage. The process of retrofitting old build-
ings for new uses, which allows structures
to retain their historic integrity while meet-
ing the needs of modern occupants, is
called adaptive reuse.

An example of reusing old and historic
buildings for tourist facilities is the Span-
ish Paradores. Founded by King Alfonso
Xlll to promote tourism throughout Spain,
Paradores are great as a concept for dis-
playing cultural heritage and creating
jobs of areas off the beaten track. This
public owned hotel and restaurant chain,
consist of castles, monasteries, convents,

palaces, historical venues, and region-
al constructions. Paradores have main-
tained authenticity, sense of place and
architectural integrity, while being sensi-
tive to the environment. Source: https://
www.paradoresofspain.com

Albert Dock complex, a XIX century
docking complex in Liverpool was used
to be one of the greatest maritime cit-
ies on earth, where 40% of global trade
was passed through by the beginning of
the 19th century. By 1981, the entire Al-
bert Dock complex was hovewer, aban-
doned. Efficient and bold reuse strategy
for the area transformed it into unique re-
tail and leisure offerring with six million vis-
itors a year. Source: https://albertdock.
com/history

Historic Hotels of America (USA): Com-
prised of mostly independently owned
and operated properties. Some of the
historic hotels are adaptive reuse proj-
ects, including buildings initially built as a
historic theatre, a military barracks, U.S.
post office, or office buildings. Program is
managed by the National Trust for Histor-
ic Preservation for recognizing the finest
Historic Hotels. Source: https://www.his-
torichotels.org/
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REDUCE PRACTICES

Usage reduction examples: The overall
goal is to minimize the input of energy,
raw materials, and waste production
through the improvement of internal pro-
cesses f.e.:

* Stadthalle hotelis an example of azero
energy consumption hotel. Source:
https://www.hotelstadthalle.at/

* The Voksenaasen hotel achieved
the highest score for eco-friendliness
among hotels in Norway. The build-
ing's design helps regulate temperate
with south-facing overhangs, a geo-
thermal system used to monitor the
hotel's heating and cooling, and over
25% of hotel roof is planted with veg-

etation for wildlife habitats. Source:
http://www.voksenaasen.no/

¢ The Adler-Feldberg hotel installed new
system, which is collecting the heat
produced by the refrigerators in the
hotel's restaurant to heat the warm
water in the hotel. They are curently
saving 100% of the energy needed to
heat the hot water in the hotel.

Source: https://adler-feldberg.de/en/

FoodValue (the Netherlands): Shortening
of supply chains- project aimed at re-
ducing logistics and environmental costs
of delivery or processing of goods. Food-
Value is a food supply chain of alocal or

regional dimension that offers an oppor-
tunity to receive higher quality food, for
a competitive price (elimination of inter-
mediaries) and restore feedback-related
confact between food producers and
city customers. Source: https://foodval-
ve.nl/

Zero Gaspil (France): Smart principles reg-
ulating meails provision, supported by an
sustainable food usage fraining, resulted
in decreased food waste in school caf-
eterias in France. The uniqueness of the
project is manifested, in this case, in ifs
simplicity. Zero Gaspil, from the very be-
ginning, focused around soft techniques

and changing the way food is served.
By observing the way that meals are ap-
proached and consumed by students,
project creators identified bad practices,
which led to food wasting. Consequently
they modified dishes size, and the modus
operandi of ifs serving (f.e. fray's elimina-
fion), as well as, established set of prin-
ciples protecting against excessive intake
of meals (exceeding the student's appe-
fite). As aresulf food waste decreased by
94% in some cases, transforming pilot pro-
gram into nation-wide acknowledged
strategy. Source: https://www.1001repas.
com/zero-gaspil/
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RECYCLE

The Leisurefarm (Maylaisia): infroduced
a “Waste = Money" system, then visitors
can pay part of their entrance fee with
reusable waste (plastic, aluminium bottle,
paper). This hotel has been awarded in
European Business Awards for the Environ-
ment Winner 20146-2017. Source: http://
www.leisurefarm.com.my/

Sandymount Hotel (lreland): At the ho-
tel 97% of hotel waste is now recycled or
recovered. Source: https://www.sandy-
mounthotel.ie/environment.html

Winnow (United Kingdom): Food waste
monitoring tools — such as smart weighing
meter technology supported by cloud
software analyses and records of the
day's waste provide realtime data help-
ing kitchen managers and their staff re-
duce waste volume and cut costs related
to products usage. Producent declares
that it's customers typically save 3-8 % on
food cost. Source: https://www.winnow-
solutions.com

OTHER CASE STUDIES

REGARDING IMPLEMENTATION

OF CIRCULAR
MODELS

The Hotel Allegro Bern (United Kingdom):
cooperates with a local charity called
‘Bikeworks' who provided the hotel with
10 recycled bicycles for guests to use free
of charge as an eco-friendly mode of
fransport and a fun way to explore Lon-

BUSINESS

don. Bikeworks service is an example of
the sharing model, which is centered on
the sharing of products and assets (e.g.
cars, rooms, appliances) instead of its
ownership.

Green Solution House (Denmark): is an ex-
ample of anintegration of all circular busi-
ness models together. This hotel contin-
uously adapts by embracing new green
technologies that demonstrate state of
the art developments in the building in-
dustry. Achieving this structure requires a
regenerative business model; therefore,
monetary revenue from the hotel and the

A

conference centre's operations is spent
to fund the ongoing integration of new
solutions and the assessment of existing
systems and products. The green Solution
House works to inspire enhanced sustain-
ability practices in both international and
local design briefs. Source: http://www.
greensolutionhouse.dk/circular-busi-
ness-model/



PROJECT
VALIDATION

A CIRCULAR APPROACH TO RESOURCE-EFFECTIVE

AND COST-EFFECTIVE IDEAS TESTING

Steve Blank, a world-famous business consultant, is believed to say, that “No Busi-
ness Plan Survives First contact with customers." In his opinion, entrepreneurs often
mistake their business plan as a cookbook for execution, failing to recognize that
it is only a collection of unproven assumptions. Therefore a strong emphasis is put
on improvement of the techniques allowing designed business models early vali-
dation. Thanks to testing, organizations can avoid the mistake of involving financial
and non-financial resources in economically ineffective projects. One of the recom-
mended technics is PRETOTYPING® infroduced by Alberto Savoia.

According to Mr Savoia, deciding on which idea to invest, market testing has often

been speculative and opinion-based, resulting in:

* False Positives: in which innovators get infectiously excited by ideas, which results
in substantial investment in concepts not yet proven to be attractive to their mar-
kets.

* False Negatives: in which decision-makers and investors over-cautiously underin-
vest in innovative ideas before they've had a chance to be market-tested.

In response to this problem, the term Pretotyping was originated, defined as: “Vali-
dating the market appeal and actual usage of a potential new product objectively
and with the smallest possible investment of time and money."”

If prototyping is a process of testing that an idea can be built and work as expected,
pretotyping’s fundamental principle is that this is not the right test. What should be
tested is whether the product or service should be developed in the first place and
if customers will use it if it is. The pretotyping mission is described as: “Make sure you
are building the right it before you build it right.”

CIRTCINNO =, H[F
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HOW IT WORKS?
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To overcome the fraditional barriers to
concept testing, such as the unreliability
of surveys and the inability of consum-
ers to test concepts (resulting in a lack
of correlation between test results and
market success), pretotyping focuses
on real data. Products or services, rath-
er than ideas, are tested with actual re-
spondents and showing tangible results.

This is done by different methods such as:

* The Fake Door: a fake “entry” for a
product that doesn't yet exist in any
form.

* The Pinnochio: a non-functional, "life-
less," version of the product; useful for
form and fit validation.

* The Mechanical Turk: replacing com-
plicated and expensive computers or
machines with human beings.

-y

* The One Night Stand: a complete
service experience without the infra-
structure required by a permanent
solution.

* The Impersonator: a repackaged or
re-" skinned,” existing product mas-
querading the developed one.

¢ The Minimum Viable Product (MVP): a
functional version of the product, but
stripped down to its most basic func-
fionality

Alberto Savoia book titled ,,The right IT*
is at sale since 2019. Before publishing
the final version of the book, an MVP
version was released, describing all of
the above-mentioned validation tech-
niques, and available for download, free
of charge, at hftps://www.pretotyping.
org/.

i

Affordable and clean energy, respon-
sible consumption and production, or
sustainable cities and communities- the
pillars of a circular approach belong to
Sustainable Development Goals iden-
fified by United Nations (see: https://
www.un.org/sustainabledevelopment/
sustainable-development-goals/). They
play a blueprint role to achieve a bet-
ter and more sustainable future for all.
Out of the SME owner perspective the
17 SDG agenda may, however, seem
distant from the his or her everyday mar-
ket struggle. Therefore, one of the funda-
mental goals of the authors of this study
is to show that the circular approach
finds very practical application in any
business, regardless of its size or sector.

~ EPILOGUE
i

The presented examples show that a
closed- circuit approach is achievable
even in the conditions of a negligible in-
vestment budget orin the most fradition-
al, seemingly less susceptible to innova-
fion, services. The most important thing is,
however, that the benefit of implement-
ing circular innovations is noticeable im-
mediately after implementation and has
a measurable, monetary dimension. For
SME companies, which often operate
under fight budget conditions, the cir-
cular approach is not only an issue refer-
ring to the owners value system. It's a
must, an easy access mean of creatfing
the lasting, market, competetive advan-
fage.
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INTRODUCTION

Switching from the current linear mod-
el of the economy to a circular one
has recently attracted the attention of
major global tourism companies, for in-
stance, Hilton Worldwide Holdings. The
reasons for this are immense financial,
social, and environmental benefits. The
rise of interest of SMEs in participating

OBJECTIVES

The overall objective of the workshop
is to infroduce, circular approach by
design, followed by a demonstration
of good practices, recommendations,

in this growing trend is also noticeable.
Unlike large corporate conglomerates
SME's, are, however, often lacking ex-
pertise in the field. Thus, comprehen-
sive knowledge of designing circular
business models is needed to stimulate
and foster the implementation of the
circular economy.

and practical exercises regarding
closed-circuit, business models imple-
mentation.

EXPECTED RESULTS

The expected result is o improve inno-
vation capacity among South Baltic
SMEs operating in the tourism sector, as

well as to teach them how to develop
and implement circular solutions into
their daily business operations.




Below is a recommended schedule for the workshop.

Day 1, 09:00 - 15:30

Time Topic

09:00 - 09:15 Opening remarks

09:15-10:30 A smart approach to innovations and their implementation
fo business

10:30 - 10:45 Coffee break

10:45-12:45 Infroduction to a circular economy, practical examples
of the 3R approach

12:45-13:00 Coffee break

13.00-15.30 Exercises

15.30 Closing remarks

CIRTCINNO
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Introduction

Lecturer

Agenda.

3 Worst things that could happen.

Why to innovate?

Experienced people's thoughts.

Why innovating is that difficult?

Study case #1 — when innovation gets hit by the market
Study case #2 — innovation is not only about new product or service
Introduction to a circular economy

Linear vs. circular

Starting a circular design with the 3R principle

Reuse principle in a nutshell

Study case #3 - adaptive reuse on the example of Paradores
and Albert Dock

Study case #4 - historic Hotels of America- adaptive reuse
supporting marketing activities

Introduction to Recycle principle

Study case #5 - waste measuring tools fostering recycle
policies - the example of Winnow

Study case #6 - how to approach eco-management in hotel
industry — the case of Martin's Hotels

Reduce principle description

Study case #7 - shortening food supply chains

Study case #8 - Zero Gaspil - reducing food waste

by a smart approach in meals serving

How to design a circular model - step by step infroductory
Exercise # 1- identification of the client and his needs

(the pain list); available tools facilitating the process and their review
Exercise #2- prioritizing the pain list

Exercise #3 - Lean Canvas use in the process of

circular model establishment

Exercise #4 - model tests/validation by using Pretotyping techniques.
Closing remarks
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Introduction. Brief survey onto audience familiarity with the circular JR = =
approach in the economy. -

Lecturer. Information about the lecturer and his professional back-
ground.

Content. Expected agenda for the day.

3 Worst thing that could happen.

Why innovating is vital for the business? What strategic gains are
aresult of the pro-innovative approach? Brief infroductory of Blue
Ocean Strategy.

CIRTCINNO

Inspiring quotes of Albert Einstein and Charles Darwin. Both brilliant
minds are supporting the thesis of the pro-innovating mindset as
the key to success in business life.

Challenges related to infroducing innovative solutions fo the mar-
ket. The Hype cycle of innovation. The distinction of time to market
and time to profit periods and theirimpact on business cash flow.

Slide 8

o e TR INg C k
e application. Must have vs. nice to have products on the example

Iy caim 4 e N Building cool stuff, an exciting technology that has no business
— NUbiibae
o of Baroboft (PL).

The four types of innovation as defined In the Oslo Manual. Ziferblat
case of process innovation.



General characteristics of circular economy and business models

established on its principles.

Short description of , butterfly” graphic infroduced at the slide:

¢ Points of focus: Renewables and finite materials; biological and
technological flows; consumer/user; some elements of business
models such as virtualizing, sharing, redistributing; minimizing
systematic leakage and negative externdlities like toxic wastes.

* The two circles (butterfly wings): the green one is an example
of renewable flow management - bio cycle, the blue one -
an example of stock management - techno-cycle. Both are
designed in a closed-circuit spirit. Organic materials follow a
different reuse process than synthetic or industrial products.
Therefore it is crucial fo ensure the separation of bio and non-
-bio materials after use.

¢ Industrial materials, such as fossil fuels, plastic, and metal, have
limited re-use options or cannot be re-used. One of the tech-
no-cycle responsibilities is fo design finite products after-use
management. ‘Using’ instead of ‘consuming' mindset is recom-
mended. Enhanced value retention strategies focus on mate-
rials recovery after use.

« Organic materials, such as cotton, food, or water, can be pro-
cessed by the ecosystem's natural, biological processes. In the
bio-cycle, the ecosystem's independent operational capacity
is an essential factor. Human activity may take place in the
cycle (food, water, fertilizer usage) as long as the circulation
of matteris ensured, as well as it does not cause the natural
environment's contamination. When the ecosystem is balan-
ced, organic materials are renewable.

¢ There are different sizes of “loops" of re-use within the techno-
-cycle. The general principle implies that that the smallest, in-
nermost circles are preferred. The shorter circuit usually requires
less processing activities, causing work, energy, or new mate-
rials usage. As a result, more value is retained.

¢ Bio-cycle recycling is implemented in cascades. Cascading
means the use of a product (or a part of it) for a different ap-
plication. When a product is no longer in a position to fulfill the
primary function, it is given a new role in which it can be used
again. While being process by following cascade levels, the
quality of the material decreases, and energy is consumed.
Cascading is different from reuse or recycling because of the
role modification f.e.:

¢ Recycle: shredding old T-shirts into cotton fibers which are spun
info new yarn,

¢ Re-use: selling used clothes at a thrift store

¢ Cascading: use of old T-shirts as cushion filler.

¢« Alifespan of a product should be designed for maximum dura-
bility. It can be achieved through:

¢ Ensuring that the moment when a product is discarded is
deferred as farin time as possible, for example, by adding to
other products, refilling options, or adaptability for a new pur-
pose of use.

* Arranging several, successive cycles of direct reuse before the
product is repaired, by facilitating product maintenance, sha-
ring model of provision, or the interchangeability of product.

CIRTZINNO =, H|:
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Linear economy vs. the circular economy. The overall goal of the
slide explanation is fo point out that circular economy is conside-
red fo be a more sustainable alternative compared to alinear
one. In the one-way approach, natural resources are extracted to
manufacture products that are incinerated or landfilled after use.
It is often described as ‘take, make, and dispose.' Such a model
expects the infinite supply of cheap, easily accessible materials
and energy, with no boundary on the amount of generated waste.
The essence of a closed-circuit approach, on the other and, is

to preserve natural resources by retaining the quality or value of
products.

The 3R rule as an example of an easy-to-start approach once desi-
gning circular projects.



Slide 13-21 side 22

The design process of a circular project is composed of 8 consecu-

hve steps:

Beneficiary identification. Usually, two types of beneficiary ap-
pear- external one (f.e. client) or an internal one (improvement
of the company's infernal processes).

¢ Painlist establishment. The success factor is to understand be-
neficiary problems and a level of discomfort caused by each
issue separately.

¢ Pain list prioritization.

*  Preparation of a draft of a solution. There are several tools ava-
ilable for the facilitation of the process f.e. the Lean Canvas,
explained at slide no. 26

¢ Metrics establishment. Identified key metrics support project
monitoring, and provide a more objective evaluation of its
progress.

¢ Testing. Highly innovative projects usually represent the above-
-average level of uncertainty. In most cases, no benchmark so-
lutions are available to support the project's market validation
or assessment of its economic potential. Early-stage internal
and external tests are recommended to confirm that the pro-
ject represents the desired value for the money ratio.

* Review.

* Business decision onto project future and it's implementation.

Prcchcol examples of 3R principles used by various actors of the tourism sector:
Paradores (S), Albert Dock (UK) and Historic Hotels of America (US) - the examples of adaptive re-
use in the hotel industry. The historical background of the facility used for accommodation services
significantly strengthens the marketing potential of the object, as well as can be a source of its
competitive advantage.
*  Winnow (UK) an lT-based solution, supporting the hospitality sector recycle policy and waste ma-
nagement.
¢ The case of Martin's Hotel (BE) — successful, step-by-step implementation of the Eco-management
policies in the hotel industry, where managing staff had no previous experience in the field.
¢ Food Value (NL) and Stroduci Foodhub (UK) - innovative, short food supply chains matching local
farmers with buyers from the tourism sector. A smart way for logistic and environmental costs-cut in
hotels and restaurants.
« Zero Gaspil (FR) how education and smart principles for meals serving in school cafeterias may
decrease food waste by 93% Identifying beneficiary needs is often challenging, especially in the case of an external beneficiary,
who is not directly accessible. However, some tools can support the process f.e.:
* The empathy map.
* The value proposition canvas.
*  Personas characterization.

Workshop participants should also be informed that some circular innovations regard the company's
infernal processes or operations and require no direct involvement from external stakeholders such as
clients. The expected result improves organizations’ internal processes; therefore, company related-
-staff may become project beneficiaries.
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e slide 30

Exercise regarding pain list pricritization by using a set of specified

O ¢ Summary and a short discussion onto following issues:
assessment criteria. .

Differences distinguishing linear and circular modules,
which is more efficient in terms of sustainability/costs/resour-
ces usage?

*  What changes might be implemented in Your business2

*  What was new/known?

« +—— * Questions—Answers session.

¢ Closing remarks.

Slide 27

Designing a draft of a circular project. The fool used to facilitate

the process: Lean Canvas. Instruction onto Canvas proper usage:

¢ Starting from the top right field (*Clients"). Workshop partici-
pants identify the target group of the action (beneficiaries).

¢ Next, the fundamental environmental problems of the targeted
group should be established (top left field “Problems")

« Consequently, the participant should focus their attention
on possible solutions ("Solution"') answering identified needs.
If more than one solution is applicable, choose the one that
represents the most significant and unique value out of the
beneficiary perspective (“Unique value”).

¢ Once establishing possible solutions, try identifying key metrics
(“Metrics" field) that somehow justify the declared value or will
allow to compare and contrast designed solution with compe-
titive offerings/available alternatives.

¢ “Channels" refer to the designated means of communication
with targeted audience, wheres " Unfair advantage” describes
dlready possessed, hard to copy, access fo the beneficiaries
(f.e. strong personal network), which significantly facilitates or
speeds up the approach process. If project is primarily focu-
sing on company's infernal processes “Channels," and “Unfair
advantage” fields may be skipped since the access to the
beneficiary pool s structurally provided.

Subsequently, participants, supported by trainer, conduct an

Lean Canvas exercise. Analised case: East Ayrshire (Scotland)- an

example of sustainable approach fo procurement of catering as a

mean for broader social policies implementation.

Slide 28-29

Alberto Savoia established a set of fools, techniques, and factics
designed to validate an idea for a new product or service market
fit-in. “Pretotyping” is a smart way of making sure that designed
solution effectively answers designated problems. The main focus
is to test the idea fast, cheap, and by using a minimum volume of
resources
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