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Purpose Answer real-world questions, handle high-level
strategy issues, and share best practices on
strategy, execution, planning

Duration 45-60 minutes

Your Ask questions: Questions can be submitted via
Role the Chat Box on right at any time. **

Offer suggestions: Share your experience via the
Chat Box during the topic at hand

Details Session is being recorded and a follow-up email
this week will include a link to this huddle as well
as the supporting slides.
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In the past three years we have...
Managed 100+ strategic planning processes

Deployed 800+ strategic management systems
(MyStrategicPlan, MyNonprofitPlan, MyChurchPlan)

® Built consensus and commitment with 3,000+ executives,
managers, boards

® Empowered 1 million+ strategist & soon-to-be strategists
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I. Strategy Stat of the Month

II. Innovation Strategies — The Shallow Dive
II1I. Innovation Strategies — The Deep Dive
IV. Innovation Strategies — Your Next Steps

V. Tap into the Wisdom of the Crowd: Your Questions
(Time Permitting)



Strategy Stat

Is Innovation a Strategic Priority?

% of respondents! n=1,075 B Asia-Pacific
Europe

¥ tis i rati ] 'ts, services "e5Ses :
How important is innovation in products, services, processes, or North America

business models on vour organization’s strategic agenda? .
‘ Y ganmiz g g Developing

Total By region markets
I (0
16

12
9

[

oites [ NN - ”
priorities 49

52

The top priority

I 4

Among the top 10 _ 20 25
priorities 33

35

Not a priority . 5

Source: McKinsey Study conducted in October 2008, the survey had 1,075 respondents, all C-level or other senior
executives, representing a full range of regions and industries.
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Behavioral

Business model

Product & service

Business Process
Technology
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Pursuing what type of innovation...

% of respondents, n=1,075

What types of innovations What types of innovations Percentage

does your organization does your organization point

pursues formally assess?? difference
Product innovation [ MM 1 N -/ 17
Service innovation [ EEEEEEEEENNE o I 37 28

process innovation | ¢ _____E 2
ool I 5 K 23

Innovation

o 0 _ urce: McKinsey Study conducted in October 2008, the survey had 1, 075 respondents all C-level or other senior
il 7ecut/ves representing a full range of regions and industries.
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Consumer Spending Is Rapidly Declining

Nike Inc plans to halt its production at three shoe factories in China and one in
Vietham as crumbling consumer demand forces it to curtail output and
streamline its supply chain. The move comes as manufacturers, reeling from a

%.,,,J‘ T worldwide consumer-spending slowdown, shutter plants in Asia, lay off
¥ Sl ! workers or reduce orders, devastating a region that has long played the role of ,
BRI )5 - manufacturing base for Western markets. (Reuters)




Cost Innovation

Value for money is a strategic imperative

What capabilities must companies possess to thrive
in this environment?

— What everyone is doing: Refining cost-cutting
techniques.

-Reducing the marketing budget
-Reducing or eliminating corporate
contributions to 401K

— What everyone needs to be doing: Reengineer
cost structures - offer customers dramatically more
for less.

[
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Three types of cost innovation
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Selling cutting-edge
technology at mass-
market prices

EYD turned into a global market
leader by bringing down the cost of
manufacturing lithium-ion batteries
so dramatically that they became
viable substitutes for the lower-
performance nickel-cadmium cells.|

Blowing up niches
into mass markets

HAIER captured 60% of the U.S.
wine-refrigerator market in less than

a decade by lowering prices so much
that a small, unguarded niche became

a volume business.

v

'\

HBR March 2009

Offering a large
choice or customiz-
ing products

UNITED SPIRITS has maintained its
position as India’s largest alcoholic
beverage manufacturer by using
flexible processes to offer 140 brands
of spirits that cover almost every
price point in the market.
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Company Factors

Factors

Choosing an Innovation Sourcing Strategy

Pace of technological
and market change

Intellectual property
context

Market potential for
typical innovation

Cost of evaluating typical
innovation

Information required to
develop typical
innovation

Shop for
Raw Ideas

Low
Well-defined IP rights
<$100M revenues

Low (idea can be tested in
isolation)

Specific knowledge about
an innovation

Shop for
Market-Ready
Ideas

Medium
Roughly defined IP rights
$100M-$500M revenues

Medium (detailed
market/technology
assessment required)

Integrated knowledge from
different business functional
areas

Shop for
Market-Ready
Products

High
Poorly defined IP rights
>$500M revenues

High (expensive
infrastructure required)

Complex and integrated
knowledge from different
technologies and markets

Purpose of innovation

Innovation capabilities

Product portfolio

Company size

Risk appetite

Innovation portfolio

Enhancement of existing
products

Strong development and
commercialization

Large number of diverse
products

Medium

High

Weak; needs externally
sourced ideas

New products and brand
extensions

Moderate development and
strong commercialization

Products in a few key
markets

Medium to large

Medium

Complimentary to
externally sourced ideas

Source: A Buyers Guide to Innovation — Bazaar — (HBR, June 2007 pp 109 - 118)

New markets & redefined
product portfolios

Weak development and
strong commercialization

Products in a few key
technology domains

Large

Low

Weak; needs externally
sourced ideas




Case Study

Innovation processes that move from ideas to
products

Idea

Generation Convert, Launch, Manage &

Design & Monitor & Plan the
Develop Measure Portfolio

(External &

G R&D P ———ee L
Identify opportunities with Maintain an innovation Consistently launch Establish and maintain a

sellable benefits and pipeline that is products that deliver on product portfolio for each

competitive offering. evolutionary and forecasted metrics/KPlIs. segment.

revolutionary.

«# of high-quality ideas Percentage of all ideas *Product launch KPIs *10% of portfolio units 36
generated in the unit generated that end up being ) months or younger

selected and funded *Percentage of penetration in
«# of high-quality ideas desired markets, channels, *10% of Line Extension made
generated across units *Percentage of funded ideas ~ customer groups; number of  of new or evolutionary

that lead to revenues; months to full diffusion technology
+# of high-quality ideas number of months to first sale

~generated from outside the
~ company

. A ~. & . B
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Case Study

Operational processes that must support
iInnovation processes

Regulatory/ Market/Segment

Compliance Requirements

ool New Products/
Active cost reduction Actively assess quality Regulatory Establish and maintain a
process, quantify the opportunities improvements, product portfolio for each
market opportunity opportunity assessment segment.*
. : of market review Facilitate portfolio
Inventory *Right quality requirements between ops and
*Cases *Order fill rate *Quality KPIS marketing.
*Actual On hand $ vs. Budgeted *Order Comp|ete
On Hand $ and variance -Line complete *New product cost/planned

sIn-Transit inventory $
*DIOH: Day inventory on Hnd
*ENM: Excess no move
inventory $

*New product output/planned
*New product reject rate

* |Intersection between

OPEX . ;
' innovation & ops processes

'"-‘Wgrehouse cost per case
or productivity (OT, temp)
per 100 LB
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Managing the Portfolio

)
c . .
= B , New New Sourcing Line
7@ Revolutionary :
a Technology Ideas Extensions
o
(]
[ XYZ Segment
L™,
o New Products Market Opp. Exp. Launch Date
X Product $50MM Q1 2009
Current Products Cases sold % of Sales Launch Date
Product 1 93,275 64.60% 1994
o T Product 2 20,561 14.20% 1995
- Product 3 10,621 7.40% 1999
Q c Product 4 6,559 4.60% 1999
& Product 5 5,178 3.60% 2007
8 Product 6 4,078 2.80% 1994
& e Brodue” Comp any . _'S_p_éeé _________________________________________________________________
Product #1 Co#l Info here
- Product #2 Co#2 Info here
-3 .m Product #3 Co#3 info here
e

Cow innovation . /Products we Dead

O - quotient ideas won't produce products






Case Study

According to IBM, there are three types of
business model innovation

FIGLIRE 2.
IBM framework for business model innovation.

Business model

innovation
Industry model Revenue model Enterprise model
innovation innovation innovation

Innovating the industry Innovating how we Innovating the role we
value chain by moving generate revenue through play in the value chain by
into new industries, offering re-configuration changing our extended
redefining existing (product/service/value enterprise and networks
industries or creating mix) and pricing models with employees, suppliers,
antirely new ones, also customers, and others,
by identifying/leveraging including capability/asset
unique assets configuration

Source: IBM Institute for Business Value and IBM Global Business Senvices.
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Two companies - "Same” industry, different
business models

Value

Disturibution
Proposition

Channel

consumer retail
HP electronics "

business

Revenue Stream
model

thin
margins

Value

Distribution
Proposition

Channel

customel
Segment

consumer
markets

business

sales
services

team

IBM
business

Revenue Stream
model

fat
margins

Customer
Segment

business
markets

www.businessmodeldesign.com






Paths to Behavioral Innovation

Stewardship - Not exploiting Walmart
your resources

Trusteeship - Looking out for

the common good, competing tagonia _
on a level ﬁ glng fleld not patag

racing to t ottom.
(GreenXchange)
Leadership - Challenge the MICTOPlaCG

Invest wisely. End poverty.

status quo (nanotech)

Partnership - Seeing customers $&®
as partners, focusing on
people’s outcomes

One for One

Adapted from Umair Haque
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http://www.nikebiz.com/responsibility/downloads/GREENXCHANGE_BOOK.PDF
http://www.starbucks.com/sharedplanet/assets/cafePracticesScorecard.pdf

Sources of Advantage

Yesterday Tomorrow
Cost advantage (Just me) Loss advantage (Us)

Dominance Responsiveness
Control Resilience
Differentiation (Starbucks) Difference

Brand Meaning

Adapted from Umair Haque
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Innovation Metrics (cont.)

% of respondents who use more than 3 innovation metrics! n =633 Input
B Outpu
Metric ranked no. 1in terms of importance in respondents’ organizations?

i I -
products or services

Customer satisfaction with new _ 1

products or services

Number of ideas or concepts in

the pipeline 10
R&D spending as a percentage a

of sales

Percentage of sales from new _ 8
products/services in given time period

Mumber of new products or _ 8
senvices launched

Mumber of R&D projects

Return on investment (RO} in _ §
new products or senvices
4

Nurmber of people actively
devoted to innovation

Profit growth due to new - A
products or services

Potential of entire new product/service - 3
portfalio to meet growth targets

Changes in market share resulting - 5
from new products/services

Met present value (NPV) of entire - 2
new product/service portfolio

g FL urce: McKinsey Study conducted in October 2008, the survey had 1, 075 respondents all C-level or other senior
s 2 e;gecut/ves representing a full range of regions and industries.
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What should you do?

Innovation Strategies Your Next Steps

Technology & Business Process Tiger team that is truly cross-
(Cost Innovation) functional.

Product/Service Innovation Assess risk appetite.

Business Model Innovation Review your value chain.
Consider dis-intermediation.

Behavioral Innovation Assess current business model for
potential “gaps.”

Determine if behavioral
innovation creates value or just
sounds good.




Summary - Takeaways

® Organizations that invest in innovation during a
downturn reap big rewards when the economy
recovers.

® Consider what type of innovation will have the
biggest impact on your organization.

® The new source of real innovation will come from
behavioral changes.

® Measuring the outcome of your innovation efforts
needs to be a combination of input and output
measures.
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Wisdom of the Crowd

Any insights you would like to share related
to one of today’s topics?

What are some strategy or execution
questions you would like to discuss?



® 9am PT on Wed, September 29th

® Send in questions for the next Strategy Huddle to
admin@mystrategicplan.com (reference the Strategy Huddle
in the subject line)

® Interested in sharing/presenting a best practice as a
Strategy Leader? (send email to admin@mystrategicplan.com
and reference the Strategy Huddle in the subject line)

® Follow us on Facebook & Twitter @MyStrategicPlan

® Today’s session is being recorded and a follow-up email this
week will include a link to this huddle as well as the
supporting slides.
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Contact Information
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admln@mystr&égicplan com

Our office hours are Mon-Fri 9am-5pm (PT).
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