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Developing Our Business Unit’'s Innovation Strategy

Asked to develop a position by central strategy team

To do this, we assessed:

- What has been done so far

- Strategic priorities

— Core Business Unit processes

- Innovation support capabilities and resources (pan-corporation)

- External best practices
Aligned on core concepts and language

Benchmarked Innovation: Carnegie Mellon Capability Maturity Model
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Guidelines for Business Unit Innovation Strategy

J Align with business strategy and core processes

]l Balance portfolio across multiple innovation dimensions:

Types (Doblin): Product, Operations, Customer Experience
Ambition (Nagi/Tuff): 70% Core / 20% Adjacent / 10% Transform
Capabilities (Pisano): Routine, Radical, Disruptive and Architectural
Risk Profile (McGrath): Technical & Market Uncertainties
Engagement Approach: Internal vs. External

Organizational Coordination: Distributed vs. Centralized

] Focus on desired outcomes from increased innovation maturity

Driving key growth priorities, customer value, industry leadership,

differentiation, connectedness, cultural agility, employee engagement...
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Business Unit Innovation Strategy — Summary

Accelerate growth by innovating more comprehensively and

systematically in key areas of strategic market opportunity for BU
Better synchronize innovation activities with existing core processes

Target distributed activities at incremental innovation goals

Bet on bigger centralized projects targeting adjacent and

transformational innovation, focusing on strategic growth areas

Measure distributed and centralized initiatives separately

Shift investment to 70/20/10 mix (core/adjacent/transformational)

CONFIDENTIAL — NOT FOR REDISTRIBUTION



Appendix

~Context on Innovation Frameworks and

Dimensions
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Full Range of Innovation

By Type — Doblin

Structure
Profit Model How we align
How we our talent
make money and assets
Network : Process
How we join How we develop
with others to : and create our

create value : offerings

Profit Structure
Model

OPERATIONS

Product Perfo

How we differentiate our

Service
How we
ensure and
enhance the
value of our
offerings

Brand
How we represent
our offerings and

business
Channel . Customer
How we connect Engagement
our offerings with : How we foster
customers and : distinctive
users experiences

Brand Customer
Engagement

Channel

PRODUCVT CUSTOMER EXPERIENCE

rmance Product System

product or service offerings products and services

How we create complementary

Adapted from Ten Types of Innovation: The Discipline of Building Breakthroughs (Wiley, 2013)
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Full Range of Innovation
By Capability - Pisano

The Innovation Landscape Map

When creating an innovation strategy, companies have a choice about how much to focus
on technological innovation and how much to invest in business model innovation. This matrix,
which considers how a potential innovation fits with a company’s existing business model
and technical capabilities, can assist with that decision.

DISRUPTIVE ARCHITECTURAL
REQUIRES « Open source software « Personalized medicine
NEW FOR SOFTWARE COMPANIES FOR PHARMACEUTICAL COMPANIES
BUSINESS « Video on demand « Digital imaging
MODEL FOR DVD RENTAL SERVICES FOR POLAROID AND KODAK
« Ride-sharing services « Internet search
FOR TAXI AND LIMO COMPANIES FOR NEWSPAPERS
wourme [l waoica
LEVERAGES e A next-generation 3 series « Biotechnology
EXISTING FOR BMW FOR PHARMACEUTICAL COMPANIES
BUSINESS « A new index fund « Jetengines
MODEL FOR VANGUARD FOR AIRCRAFT MANUFACTURERS
» A new 3-D animated film « Fiber-optic cable
FOR PIXAR FOR TELECOMMUNICATIONS COMPANIES
LEVERAGES EXISTING REQUIRES NEW
TECHNICAL COMPETENCES TECHNICAL COMPETENCES

SOURCE CORNING; GARY P. PISANO
FROM “YOU NEED AN INNOVATION STRATEGY,” JUNE 2015

© HBR.ORG
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Full Range of Innovation
By Ambition — Nagi / Tuff

Firms that excel at total innovation management simultaneously invest at three levels of
ambition, carefully managing the balance among them.

TRANSFORMATIONAL
Developing breakthroughs
and inventing things for
markets that don’t yet exist

Average allocations of high-
performing firms™:

- 70% to enhancements of
core offerings

- 20% to adjacent
opportunities

= 10% to transformational
initiatives?

CREATE NEW MARKETS,

ADJACENT
Expanding from
existing business

into “new to the
company” business

SERVE ADJACENT CUSTOMERS TARGET NEW CUSTOMER NEEDS

ENTER ADJACENT MARKETS,

CORE

Optimizing existing
products for existing
customers

" Firms that outperformed their peers, typically realizing a P/E
premium of 10% to 20%

2 Transformational efforts: not generally managed with a funnel
approach; they require a nonlinear process in which potential
alternatives remain undefined for a long period of time. A stage-
gate process is lethal to transformational innovation

WHERE TO PLAY
SERVE EXISTING MARKETS

AND CUSTOMERS

USE EXISTING PRODUCTS ADD INCREMENTAL DEVELOP NEW PRODUCTS
AND ASSETS PRODUCTS AND ASSETS AND ASSETS
HOW TO WIN

Source: Bansi Nagji and Geoff Tuff. Managing Your Innovation Portfolio (HBR, 2012) CONFIDENTIAL — NOT FOR REDISTRIBUTION 8



Full Range of Innovation
By Risk Profile — McGrath

c .
S : T : Stepping
= High Positioning Options Stones
Q >
ni=
- £ -
= Medium Platform Launches Scoutin
T < ons.
T S Options
j= Enhancement
3 Low Launches
|_

Low Medium High

Market and Organizational
Uncertainty

Source: Rita Gunther McGrath
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Sustained Innovation Capability Maturity Model

Innovative “culture” in CresE el ERy
Heroic efforts Empowered experimentation collaboration and leverage

Seamless internal and

ockets xternal innovation
P of resources externa ovatio
Strong formal links
Little alignment between Business units are working between strategy,
s ; 7 8 - ] ; g Processes encourage
Ad Hoc brocesses innovation” groups/projects on incremental innovation. centralized innovation external collaboration
P and innovation in core Central group(s) focus on  activities and innovation
processes transformational innovation occurring in core

processes.

Communication throughout CEUED @F

. o Frequent communication but A . innovation activities is Industry-level
Little communication ; ; organization is becoming . .
not strategically coordinated coordinated and regular widespread and communication
understood.
. . Innovation program not . . .
Innovation projects (not supported through Innovation program Innovation program part of Innovation program acts as
program) organization supported but separate core strategy network orchestrator
No innovation metrics Metrics measure activity Metrics measure output LAIDIES IREESUIE [MEEH: o WMEHTES MRSV Tpes:

core industry

Source: Adaptation of the Carnegie Mellon Capability Maturity Model
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Vision and Framework

Target distributed efforts for quick wins in incremental improvements. Launch central
projects for disruptive or transformational innovation. Both driven by strategic priorities.

Internal
e.g., Capital Allocation, Corporate Tools & Resources, Talent, Culture, Communications
Enablers
External
e.g., Partnership Governance, Investment Strategy, Innovation Best Practices

> B Product Operations Experience 4

Y0) Process e.g., Product Lifecycle e.g., Editorial Ops, Process e.g., Sales, Customer Support,

Q Management Outsourcing, Order-to-Cash Account Mgmt

=)

© .

. Core, Incremental or Routine & Ry

5 g QUICK i.e., innovation activities enhancing existing business models & understood technology 2 .
= | ®| wns Inorganic

o istributed" . . . .

Ol £ Distribute Adjacent, Disruptive or Radical Ventures
- c i.e., innovation activities looking to apply novel business models, technologies and capabilities in our A Step-change moves for
g o existing segments A\ Architectural and
o g Transformational
c g LONG Innovation

c c TERM

-— £ | centralized? Architectural or Transformational é l}

i.e., innovation activities targeting markets, technologies or models that don’t yet exist
Alignment with Corporate and Business Unit Strategy {}
Outputs
Metrics and Reporting
1 Distributed activities leverage participation from innovators or champions with other responsibilities in their group or function
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2 Centralized activities are performed by groups whose mission is to deliver on one or more innovation project (s)
These two approaches are complementary (e.g., central innovation groups can draw from distributed resources and vice versa)



