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Foreword

In the era following the Great Recession of 2009, every business is trying to
deal with change, whether structural changes in the economy, globalization,
new technologies, or making the transition to a service-based economy.
Consumers are better-educated ad now have knowledge at their finger-tips via
the web and tremendous powers of selection. As a result, companies have to

adapt or risk becoming irrelevant.

Being successful in the current business environment is dependent on the
development of new products and/or services, the addition of value to the
customer, the improvement of customer satisfaction, and the creation of a
differential advantage over the competition. Innovators must have the foresight
to detect demand for innovation, and the initiative to turn it into top- and
bottom-line results. Innovators must also have the ability to generate ideas

continuously in a way that connects with a company's core business strategy.

Ultimately, successful innovators focus on what matters most rather than
diverting effort to less critical opportunities. With better focus, they are able to
innovate more effectively, bring their innovations to market more efficiently,

and boost their company's performance, all while reducing relative costs.

Business research has shown that innovative companies are twice as profitable
(on average) than companies who do not have innovation strategies (Managing
Innovation by J. Tidd, J. Bessant, K. Pavitt, 2005). Innovation is no longer a

luxury; companies must innovate and grow or disappear.

This paper discusses the processes of innovation, and the options available to
an executive determining an approach to innovation that will work for his

company, while at the same time allowing his core business to prosper.



Chapter 1.

What Innovatidris and
Whyit Is Important
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Monetizing Creative Innovations

Innovation

One of the many definitions of innovation is "the practical translation of ideas into new or
improved products, services, processes, systems or social interactions" (University of
Melbourne). Innovation and invention are often (though incorrectly) used interchangeably as the
two concepts are distinctly different. An invention is something new that did not exist before and
that could possibly service a need and or deliver value to its users. The big difference between
innovation and invention is that markets already exist for innovations, but inventions require the
creation of new markets, which can be a very difficult proposition.

In today's troubled times, most company executives believe that they can innovate their way to

some level of prosperity and stability. In a recent ‘C’ level survey; more than 70% of executives
polled indicated that innovating was one of their top three priorities. Given that most executives
view innovating as critical, the question arises: why do so few companies innovate successfully?

The same survey also showed that fewer than 11% of executives claim that their innovations had
a positive material effect on their businesses. Some executives consider optimization of their
current operations (e.g. Lean Six Sigma) as being their innovation strategy, possibly because
there is a great deal of uncertainty and risk in the process of innovation, and executives often
struggle with uncertainty and accepting risk.

There are material gains to be made by utilizing "Lean™ processes, but efficiency is not (long-
term) a differential advantage over one’s competitors. It is well known that competition is the
killer of profit, so in the longer term, operational efficiency ceases to be an advantage as it
becomes a necessity. Consequently, executives feel they must choose Lean (or Six Sigma) to
reduce uncertainty and deliver a positive material effect to their business, rather than innovate.

There are two problems with this approach. The first is that we don’t understand uncertainty very
well, and the second is that profitable opportunities really only exist where outcomes are
genuinely uncertain. This is the paradox that executives face at all times. The underlying truth
is that they must innovate to keep their companies alive and moving forward.

Innovation Types & Stages

Innovations can be made by any individual within a company, from a janitorial service worker to
a PhD in R&D, or the CEO. However the innovations created will have differing effects on the
company’s business outcomes. It is for this reason that ‘innovation on demand’ has such
uncertain outcomes; just deciding to innovate just doesn’t make it happen.

Innovations are solutions to ‘sticky’ problems, and given that an innovation friendly environment
exists within a company, innovations can bubble up to the surface, and add to the effectiveness
of the environment. There are four major stages (as shown in the following matrix) of innovative
creation in response to the class of problems to be solved:
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Innovation Matrix
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Chart 1. Quad Innovation Matrix

The ‘Domain’ axis defines the class and place of the eventual user of the innovation, i.e. a range
from - user (customer) whose desires, capabilities, and location are well known, to users whose
characteristics have not yet been identified, e.g. users of digital cameras in the 1990s.

Incremental Innovation: improve current products in known markets with known values

Design Innovation: designing new products for new markets and new customers

Disruptive Innovations: new solutions to old problems (products and services)

P W N

Breakthrough Innovations: solutions to unclear problems that can deliver unknown value to
unknown users

Improve current products in dimensions the market alneagiynslues

Innovation is the most common choice of innovation for companies, it carries the least risk and
probably the lowest cost, but it does not change the business paradigm.

Designing new products (or services) for new markets and ngwhcustomers
Innovation in most cases is the most desirable innovation option for companies. It however

carries more risk; it pushes the envelope for a new product or service. It however can rarely be

achieved successfully ‘on-demand.’ Value creating smart innovations that find resonance,

acceptance and improve people’s lives are what companies strive for, but rarely happens.

New Solutions to old prolmafigive Innovations a term created by Clayton

Christensen (Harvard 1995), that describes products (or services) starting at the bottom of a
market and relentlessly move up in acceptance, eventually displacing established competitors
and create new paradigms for value, usability and price in the market.

Solutions to unclear (or not well defined) problems that can deliver unknown

to unknown useBigakthrough Innovations are akin to inventions; they come mostly from

wg5 INRdzZLJA K2 2FGSYy R2y Qi & Stbns.AndBEt i@zt | NJ O2 Y
exist for these products but usually only in a virtual sense (users may not know how they would

use it) e.g. the Internet; Customers only visualized using it when A Uufllify was discerned by

developers who saw a business opportunity there, and created value-delivering applications.
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Innovation Classification

There have been numerous and continuous, though not completely successful, attempts to
classify innovations. This is due, in large part, to the complexity of the task caused by the
multivariate types and applications. There is clearly a need to standardize upon a set of
parameters, which can be used to develop a comprehensive scheme that is both accurate and not
too complex.

The 'reason why' classification is important so that we can prove the viability of a new idea if it
fits an existing category, rather than if it creates a new category. New categories and new
markets are very difficult and dangerous to create. Whereas a fit (or a modification to make a fit)
to an existing category is much easier to achieve and allows for the prediction of outcomes and
risk, when examining innovation from the perspective of small and medium enterprises (SMEs).

SME executives have a great deal of concern with things that affect their short- and near-term
futures. They must make money to stay alive, so they are particularly interested in the chances
for success of an innovation. If there was a valid innovation categorization system, then in most
cases, the probability for success could be calculated with some reasonable accuracy.

However, at this point in time, a useful categorization system is still developing, so executives
must look for ways to maintain the effectiveness of their core businesses, while at the same time
find ways to innovate. It is fairly clear (via common-sense and published results) that a rough
innovation spectrum, with innovations that are very close to what one does today at one end of
the spectrum, and with innovations bordering on inventions at the other, can be considered.

Risk & Adoption

Since we intuitively understand the differences between a simple incremental innovation and a
full-blown invention (creating a new market or industry) it would seem reasonable that we can
superimpose a scale of risk onto a linear innovation spectrum: e.g.

Similar to Current Extended Capabilities Invention

Low Risk Moderate Risk High Risk
Chart 2. Linear Innovation Spectrum

If an SME executive discovers that his organization has created an innovation that greatly
extends the capabilities of its current offerings, he should closely consider the effects (risk, cost,
and degree of difficulty) the launch of that innovation into the market will have upon his
organization.
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If, on the other hand, the SME executive discovers that his organization has created an
innovation that is very similar to its current offerings, he should seriously consider the worth of
completing and launching it into the market (return on investment, opportunity cost, etc).

Once the organization decides to launch an innovation, the next problem the organization faces
(other than fleshing out the innovation itself) is how they will sell it, and who will buy it. There
have been numbers of books and articles proposing the use of diffusion theory and adoption
Theory in launching an innovation, especially a technological innovation. These theoretical
processes were first made popular in Everett Rogers’ book Diffusion of Innovation (1960).
“Diffusion” is the process by which the existence of an innovation is communicated through
certain channels over time and among the members of a social system. Rogers’ theory is
compelling; an interesting approach to describing how new innovations are accepted and adopted
by a society.

However, the diffusion process, in application, takes significant amounts of time to establish, and
requires a critical mass of "early adopters,” the first to recognize the efficacy of the innovation,
in order to kick-off the adoption process in total. In real life, early adopters are extremely
difficult to identify. SMEs probably don't have the time or the money necessary to apply these
theories. Executives should consider the degree of separation between an innovation and its
current technology-markets-customers, before deciding to embrace and launch it.

The Paradox of Innovation

Uncertainty occurs when lots of factors interact over time and the results of these interactions are
unclear, e.g. the economy. The fact is, however, that real opportunities for profit only exist in
the face of uncertainty. Which means that if we want to innovate successfully, we not only have
to deal with uncertainty, we must seek it out and embrace it.

Jeffery Phillips said in his book, Relentless Innovation:

Everyone understands from the beginning how difficult it is to create compelling
new ideas in any situation, much less to convert those ideas into viable products
and services. To compound the difficulty, executives are asking for disruptive
ideas while expecting the business to continue to operate at full effectiveness and
efficiency. Middle managers receive these messages and understand the unspoken
dichotomy in the request: create radical, valuable new products and services
but donét upset the status quo?

Clearly, trying to innovate and not accept risk and uncertainty is not really possible. This is why
executives tend to choose the apparent innovations of Lean Six Sigma. But there is no
innovation without uncertainty. If there must be certainty, there will be no innovation and little
chance for its rewards. Companies must learn to deal with ambiguity by:

1. Dealing with the future by shaping the future - pursuing a vision
2. Trial and error and experimentation — accept some failures

3. Develop a tolerance for ambiguity

4. Build flexibility and nimbleness into their organizations

5. Banish hierarchical thinking from their organizations
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Embracing risk and uncertainty doesn't mean that one should bet the farm on innovating one’s
way to success. Apple didn't get out of the PC business when it produced the iPod. The company
could have afforded to fail in that venture and have moved on to the next one.

However | have the personal experience of working for a company who tried to
make a major diversification (< 5% chance of success) and failed. They stepped
out of their area of expertise, become involved in Ultra-Wideband-Wireless (an
FCC experiment), and eventually filed Chapter 11 bankruptcy; they were "hitting
for the fences." Tom Peters, In Search of Excellence

Three Key Affecters

It can be shown that there are at least three key areas that affect a company’s innovation
SUCCesSes:

1. Strategic outlook with respect to innovation
2. Actual ability to innovate
3. Monetizing the results of innovations

Firstly, and maybe the most important success factor outside of the company's ability to deal
with ambiguity, is the company's strategic outlook with respect to the process of innovation, and
how it affects the company's operations.

Secondly, a company’s ability to actually innovate, i.e. create genuinely productive ideas, and
manage the creative process to completion (deliver an innovation to a customer) to where it has a
meaningful and positive effect on the performance of the company.

This may require that the company has established a culture of innovation within itself; i.e. one
that allows the individual or group generation and free-flow of ideas, and the ability to utilize
available resources such as new or existing technology to its advantage.

And thirdly, the company must be able to monetize the results of its innovations by selling them
to customers in existing or modified markets. The results may be new or enhanced products or
services that satisfy needs and deliver more value to customers. This process in fact will require
a separate innovation, the creation of a new business model.
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This new business model will include and influence all facets of the business, such as key
resources, key activities (planning and commitments), sales & marketing channel plans and
activities, etc. as well as the company's profit plan.

Global Manufacturing Outlook:
Fostering Growth through Innovation

As evidenced by the findings of our survey, it seems that manufacturers are in
the early stages of major product innovation. Today they are keenly aware that
while shrewd cost management will always be near the top of the agenda, their
top-line and bottom-line growth objectives can only be met with innovative,
market leading products and related services. In this regard, we are beginning
to see interesting developments in the alliances companies are forming to
explore and commercialize their collective intellectual property and product
development capabilities.

Jeff Dobbs KPMG Global Head of Diversified Industrials
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Chapter 2.

How Innovatio\ffects
Businesses
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Two-Minded Thinking

A company's core and its culture must essentially allow two minded thinking to occur, i.e.
thinking and behaviors that supports and maintains the operations of the company, while
allowing the creation of ideas and turning them into meaningful products or services that
generate positive returns.

An innovation that results in a new or enhanced product, or service, will usually require that a
new or modified business model be implemented. Companies that truly innovate, not just
modify, current operations must change the structure and the content of their deliveries for their
innovation to be successful, which ultimately requires a change to their marketing mix, or their
profit model.

Innovations are generally the result of a vision and a strategy, and the business model is how a
company delivers the value generated by the innovation to its customers. A new business model
may or may not require that a company change its internal operations and or how it does
business in general.

Innovation Strategies

Companies, who seek to improve their performance (increasing revenue or profits) by
innovating, will have a stated innovation strategy, which on many occasions is just assumed.
Improved performance could also mean optimized operations and being lean-and-mean. Either
way, the company will send more cash to its bottom line.

Ideally, companies should seek to deliver more value to their customers, have a distinct
differential advantage over their competition, and grow market share. This is a worthy objective
for any company. Executives will choose from a mix of innovation options either explicitly,
intuitively, or ad-hoc. Their choices will be conditioned by their perception of risk, and what
they consider to be acceptable performance goals.

Surveys have shown that the most frequent strategies chosen are:

React to customer stated requirements

Incremental product (or service) improvements
Operational process improvements, including supply chain
New product developments

Sales & marketing initiatives

Business model innovation

Diversify into new business

No ok~ wbdPE

Options 1, 2, and 5 are most often chosen because they propose the least risk. A company's
knowledge of its customers and its products are usually pretty high. The incremental changes
required to implement these strategies have a high probability of success with a low possibility
of loss. Additionally, the ideas required to implement changes come easily from an existing
knowledge base.
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An equally low risk choice for executives is number 3, improve operations via process, and
maybe supply chain innovations. This choice has become popular, as well as the adoption of
Lean Six Sigma techniques (derived from Japanese automobile manufacturers). Lean, Just-In-
Time manufacturing, and other operation improvement techniques also have become widely
accepted

Low & High Risk

The next lowest risk choice would be option 6 - modify or innovate a new business model.
Surveys show that fewer than 14% of companies make that choice. Most often this choice is not
made because of lack of knowledge of the process. Often a company's existing, and possibly
duplicated, business model is embedded in its culture and they make the choice because "it's the
way we make money."

The most risky innovations are options 4 (new product development) and 7 (diversify into new
business). Of the two, diversification is by far the most risky. Typically, diversification
strategies have less than a 5% chance of succeeding. However "a great idea" or "the killer app"
will often cause companies to roll-the-dice and accept the risk, with the belief that there are huge
rewards to be obtained if the strategy is successful.

The development of a new product is still very risky (with a success rate of less than 30%),
probably addressing the needs of new customers, maybe in new markets with an unknown
degree of acceptance by these new customers. Companies tend to struggle with new product
strategies, even those within their own industry.

Outcome Driven Innovation

Creating meaningful innovations and choosing strategies to both implement and monetize them
is very difficult for most companies. It requires that executives think with two minds: an
operational mind and an innovative mind. Substituting one for the other, or favoring one over the
other, will most likely bring less than desired results.

The day-to-day challenges of running a company can take an executive's attention away from the
ambiguous processes of running a parallel innovation program full of uncertainties. However, the
future growth and competitiveness of his company is dependent on its ability to innovate,
whether it be low risk product enhancements or a full-blown attempts to diversify by forming a
new business.

An approach to innovation, called Outcome Driven Innovation (ODI) differs from the ideasZirst
approach which follows a needsZirst (customer requirements) approach to innovation. This
ideas-first approach requires that companies truly understand, instead of assuming, a customer’s
needs, determine which needs are unmet, and devise a concept to address them.
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&
Their Makeup
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Organizational Innovation Constraints

I
Urgency of day-to-day operations |
1
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Financial Constraints 1
=

Lack of Skillsin Organization

Low Leadership Commitment

No Formal Process

Low Understanding of the Market

Innability to leverage innovations

Lack of buy-in at lower levels

0.0% 5.0% 10.0% 15.0% 20.0% 25.0% 30.0%

Constraints as % Overall

Chart 3. Constraints on Achieving Innovation Targets

"Global Innovation Study — Capgemini Consulting™

The ODI process uses the concept that customers buy products and services for a specific
purpose: to get jobs done. A job is defined as the fundamental goals customers are trying to
accomplish, or problems they are trying to solve in a given situation. Often customers don't know
what their 'needs' are but they know what they are trying to achieve (the job).

Customers buy products to help get jobs done. If companies want to improve an existing product
or to create a new product (innovate), they must figure out what the customer struggles with in
the execution of a specific job, and then devise ways to help the customer solve that problem.

This was the innovation Apple made when they created iTunes. They saw that customers needed
a better way to get their hands on current music, and the music industry needed a way to get
paid for their intellectual property. Thus iTunes was created and it brought about a whole new
music entertainment paradigm

ODl, if it becomes part of a company’s operating DNA, can enable a company to successfully
manage organic growth and give it the confidence to make bigger product bets. Companies must
find ways to improve on the generally demonstrated new product success rate (currently about
25%) to return an ROI that makes it worthwhile to invest in an innovation.

The bottom line is that companies must maintain or improve the financial performance of their
core businesses to stay alive, and innovate at the same time. A study by Booz Allen Hamilton
found that the more tightly aligned innovation strategies are with business operations, the better a
company's performance. The lower the level of alignment, the lower the performance.
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The Ability to Innovate

Senior leaders must create and communicate a compelling vision for the organization, including
a case for continuous change.

The Dell Corporation had never really thought it needed a corpo
strategy; it was a world leader in operational excellence. At its c«
ability to innovate, or create new products, it is a company that s
withhl of i1its ofocusd on cost /|

Dell is an example of an organization failing to be an innovator, \
own future, it tried to succeed by being the best at execution; ev
are killing Dell. It is notestonf if, but when [. . .].

Forbes 2013

To avoid situations like Dell, executives must follow the checklist for success in innovation:

1.

Build a culture of innovation: Lead from the top, encourage trial and error, and foster
an environment of friendly competition. Linus Pauling was exactly right when he said
“that the best way to have a great idea is to have a lot of ideas.” Learn from mistakes, it's
success and failure that leads to genuine innovation. Recognize even the tiniest
contribution, and foster an aura of excitement and dialogue about new ideas.

Create a culture of total inclusion: This is accomplished through open communications.
Include as many people as possible (not just executives) in the process and communicate
results, successes, and failures. Support and fund to the best extent possible the
acquisition and desire for knowledge. Separate organizational knowledge-power from
position-power to the greatest extent, without affecting normal business operations.

Build cross functional teams: Identify and empower change leaders and manage
horizontally rather than hierarchically. Continuously revisit and review the stated vision
and measure the organization's progress towards that vision. Build knowledge
empowered cross functional teams with blends of skills, behavioral attributes, and
capabilities.

Kill projects, not people: In many companies, people stop offering ideas and
volunteering for projects because the punishment for failure is greater than the reward for
success. A significant cultural attribute of Intel (the PC processor leader) is that they
quickly kill failing projects, get out of them as quickly as possible, and get on with the
next one, without rolling heads or splashing blame around.

Be environmentally aware: You must be aware of what is happening in your economic
and business environment, what is happening with new technologies, and what is
happening with markets, customers, competitors. It is essential. Some things to note:

- Optimal resource utilization: the resources can be economic, human, physical, or
intellectual. Without an understanding of how these resources are being affected by the
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existing or forecasted business environment the development and launch of new
innovations could be greatly compromised.

- Competitors and their strategies: it is critical that a company knows what the
competition is doing and how they will react. A preemptive action taken by a
competitor could kill the launch of an innovative new product.

- Customeré needs & wants or jobs-to-be-done: it is also critical to maintain
continuous contact with customers and markets. Assumptions or estimations be
challenged if they will affect a decision, and it is also a good idea to include sales or
application people in the innovation and development process.

- Types of products or businesses: great ideas or innovations can spawn a variety of
products and services. A range could be a "me-too™ product at the bottom of the scale,
with a revolutionary product at the top. The type of innovation will require a wide
variation in launch strategies, e.g. need for resources, creating customer awareness, or
overcoming resistance, and overcoming possible regulatory roadblocks etc.

The Right People

Innovations are made by the people who form companies or organizations. The organization, its
core, its culture, and its leaders have potentially significant effects on how and what people will
innovate or not innovate. Recruiting or training people who have the necessary combinations of
thinking processes and commitment is critical to the innovation process.

Nothing impacts the bottom line of any company more powerfully than innovation. But how
does a firm build the power and agility to innovate? Innovation capacity comes from a talent
pool that resides in an environment that is conducive to innovation. The environment develops as
a result of a company’s commitment to building knowledge and competencies in individual
employees, and a culture that supports the efforts of those individuals.

Innovations reside in a spectrum (page 3), beginning with minor incremental improvements to
products, and services, or to processes. At the other end of the spectrum are innovations that
border on being inventions. The ‘Lean’ process (among others) was an innovation developed by
W. Edwards Deming, which was, to a great extent picked up and promoted by Japanese
automobile manufacturers.

An innovation can be devised by anyone, from an assembly line or warehouse worker to a PhD
in R&D. Innovations are solutions to problems, or simply ways to do things better or more
efficiently. Innovators differ by the problem-spaces they work within, and their unique thinking
processes. Cognition, creative and critical thinking are paramount attributes found among
innovators.

The fact that differing levels of these capabilities exist in individuals would indicate that
innovation flourishes better in a team environment. This is especially true for a team
environment where the different thinking styles are mixed with differing communication and
behavioral styles and preferences. However, this further compounds the difficulty in creating an
innovative organization.
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Deciding to establish an innovative environment within an organization can be easy (or not so
easy) depending on how committed its leaders are to making changes like promoting open-
mindedness and breaking with old paradigms. Innovative companies are built on visions,
supportive leadership, and ‘creative critical-thinking’ employees. Enabling a creative supportive
environment would be a very good place for most companies to start.

Acquiring the Right People

Consistently getting the right people in the right roles enables organizations to innovate and
grow. Not doing so can turn successful companies into chapter 11 has-beens. Finding the right
people and putting them into the right roles is a priority for every firm, and yet it remains
something of a mystery. Who are the right people?

Most companies who have not solved the mystery make the mistake of assuming that each hire is
a separate event, required to fill some open or desired position. Innovation radiates from a
company’s core. It shines through its managers and its employees like a LASER beam.
Employees must be aware of and aligned with a company’s core principals and its strategies, and
new hires must be evaluated for the ability to do the same.

Companies that deliver ‘visionary’ products and services actually deliver spectral images of their
company enshrouded in the skins and bodies of their products and services. A very unique
product or service can be an event (a stroke of luck) but the really innovative companies produce
them time after time. Jim Collins, in his book Building Companies to Last, urges executives to
“make the company itself the ultimate productd be a clock builder, not a time teller.o

Becoming a clock-builder requires the right people and mapping them to a set of tasks or
problems, with a high level of assurance that they will collectively perform when they are put
there. The key is to select and evaluate the right people, but how? Gut feeling based on how well
we like what we see in front of us? Questioning and examining them in the light of their resume
(or CV)? By testing them? Or by whatever means?

“By whatever means” may give the most accurate description of what needs to be done. The
selection of the right people for a situation where they will be both productive and innovative is
not easy. In fact, it is quite difficult. Most often, people are selected on what an interviewer sees
in a resume or the person’s appearance, and or by the interviewer’s bias, which is often affected
by their personality preferences.

The factors that should be involved in the selection are hard skills, soft skills, thinking styles or
cognitive capability, behavioral traits/ preferences, and gut feeling. Bias should be removed by
contracting an objective 3" party agent, a skilled interviewer who can also quantitatively
measure the selection factors, with the exception of hard skills, which can usually be effectively
evaluated by an employer.

Current employees should also be evaluated based on the above criteria (also excepting hard
skills) which have been correlated with the company’s in-house metrics. A discussion of metrics
for this purpose is included in the author’s e-book “Why Companies Underperform” a free
download of which is available from the StrategicVisions website (www.strategicvisions.org).
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Chapter 4.

Monetizing Innovation
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The Business Model

Every company has a business model (or more than one) because nearly every modern
enterprise, whether for-profit, nonprofit, government, or otherwise, needs money to continue
operations and deliver value. The business model is the mechanism by which a company will
monetize its innovative ideas. However, the successful application of a business model is
situational, i.e. not every business model will work in every situation. The fact that companies
innovate, and produce new and different products or services requires that new business models
be developed to deliver value to customers. The new business model will enable them to make
profits.

A business model is not just something being sold for X$, that costs Y$ to produce, and therefore
generates a gross profit of (X-Y) $. Apple's iPod, which led to iTunes and to the iPhone and
iPad, was the result of a business model innovation. There were few if any new technologies
required in the creation of these very successful products.

A business model is a description of the elements of the how an organization captures and
delivers value to its customers. The elements of the business model are sub-models of the overall
model, e.g., a value model, a profit model, a customer model, a market model, a promotional
model, a capabilities model, etc. Detailed understandings of these sub-models should be
developed for each innovation and each customer (or set of customers) before an innovation is
launched in the marketplace.

The sub-models don't exist separately. They link to and operate with all of the other sub-models
to produce the actual business model. The actual business model is an entity whereby
entrepreneurs and company strategists can deliver another level of innovation and value, and
assure the success of a new product or service.

The new business model should be constructed by developing:

A Unique Value Proposition (VP)

A Capabilities Model (skills, organization, operations/processes, etc)

A Resources Model (key skills, IP, human & economic capital, etc)

A Customer — Market Model (segmentation, size, growth, etc)

A Marketing Mix Model (product, price, promotions, channels, differentiation)
6. A Profit Model (analysis of revenues, costs, suppliers & sources)

g~ PE

Implementation of a new business model must fit with a company's management style,

personnel, and financial capacity. Changes can be mandated (e.g. employees work differently) by
establishing change objectives, and organizing employees to plan ways to meet objectives, or by
hiring outside consultants to help make the necessary changes.

An executive must take time to describe the effects the new business model could have on your
company's current strategic plans, manufacturing processes and costs, and related equipment,
supply, and space requirements. The executive must also assure a fit with the company's culture
and assure that the new business model (and/or the innovations) will not affect the successful
operation of the existing business.
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A Unique Value Proposition
A good value proposition (VP) is the cornerstone for a new business model, and will have the
following elements:

|l

Clarity! It will be easy to understand.

o Clearly define what products and or services you provide and what they do

o Clearly define, in very specific detail, who will use your products and services

o Clearly and specifically communicate; using the customer’s lingo, the results

customers will get by purchasing and using your products and services.

State how and why it is different and or better than what competitors offer.
Avoid hype, superlatives, and business jargon. The VP is not an ad; it is a clear statement
of what will be delivered and why the customer should use it.
Be concise. The VP should be read and or listened to and understood in about 5 seconds.
The listener should able to remember the context of your VP and tell it to other people
who may need your services.

Evaluate your current value proposition by checking it against the following questions:

=A =4 =4 =

What product or service is your company selling?

What is the end-benefit of using it?

Who is your target customer for this product or service?
What makes your offering unique and different?

Example:

What We Do 7 We help turn dreams and ideas into products and services - and connect them
with happy customers.

Who We Do it For i We work with vice presidents (VPs) and general managers (GMs) of
companies that operate on a business-to-business (B2B) basis and use technologies to
develop products and or services

The Problems We Solve -

=4 =4 4 -4 48 5 -

Selecting and aligning the best talent ~
Missed targets
Built-in poor results

Failing products > Poor Performance
Wrong business models Negative Future
Poor business practices

Growing the business _J
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Values Delivered 1
1 Make Organization Innovative & Productive
1 Generate Revenue & Profit Growth for the long-term

Clients engage StrategicVisions because we uniquely:

1 determine risk and probability of success of an idea

1 get the right people involved and committed

1 balance innovation with operational strategies and actions
1 develop separate business models for innovations

StrategicVisions is an innovation consultancy that helps VPs and GMs of B2B
tech companies develop innovative organizations and visionary products

Test Our Value Proposition
1. What product or service is your company selling?
a. Innovation-consulting, targeting the continuous creation of visionary products
2. What is the end-benefit of using it?
a. Products are successful, and create long-term revenue and profit growth
3. Who is your target customer for this product or service?
a. VPs and GMs of B2B tech companies

A Capabilities Mocel

A business capability is WHAT a company uses when executing its business strategy. Company
managers use the organization's value proposition to establish performance goals that are based
on the value a company delivers. The ‘capabilities model’ is a graphic or verbal description of
how the company will use its capabilities to execute its new business model.

Business Capability Modeling is a packaged description of business capabilities, e.g. unique
combinations (teams) of people, business processes, and physical assets that deliver value to
customers or stakeholder. The business capability model is useful for connecting business
strategy with the future business structure. It also provides ways to organize and prioritize
investment in physical assets: e.g. buildings, equipment, and information systems.

There are a number of creative approaches to developing stakeholder support for the technique.
One approach is to create a capabilities straw-man and test it on stakeholders as part of the
organization’s strategic planning process. This approach allows the managers to solicit feedback
about the model’s capabilities and acceptance without undertaking a complex modeling effort.

The idea is that an organization should simultaneously create a map or hierarchy of “capabilities”
and then create another hierarchy of “processes” and correlate them with the capabilities. This
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will enable the description and prediction of how customers will react to new products or
services, and a new business model.

Resource Models

A company’s resources, Which includes its access to cash, key skills, special knowledge,
Intellectual Property (IP), and the quality of its management team and workforce, are the critical
generators of the value that will be delivered to its customers.

In most companies there's only so much money, time and other resources to go around.
Corporate innovators have to fight for limited resources, since the vast majority of them are
going to flow first to existing products or services. Once those have been fully (and usually
overly) allocated, corporate innovators fight for what's left.

Executives are often left wondering how to choose between innovation projects and current
operations. Quarterly objectives and stakeholder pressures usually lead them to prefer activities
with high probability of short-term returns, which leads to incremental extensions to existing
products getting the funds. Unless there are clear methods for prioritizing projects, most
resources and funds will flow to incremental improvement projects.

There has been considerable debate about whether top-down or bottom-up planning is better for
innovation resource planning. Support can be found for both approaches. StrategicVision’s
experience suggests that when aiming to align limited resources with the best new product
opportunities, a top-down approach provides the best balance of benefit to effort.

It is important to distinguish between resource planning and resource management:

1 Resource planning is a long-term, forward-looking view of resource requirements and it
is used to manage corporate strategic planning at a project level.

1 Resource management is a detailed, day-to-day view of resource allocation, and it is used
to manage projects at the resource utilization task level.

It is a further use of innovation for companies to combine the planned use of their internal
resources (of which they have 100% control) and sources outside of the company. In this case
the company will utilize its business development capabilities to form strategic alliances or joint
ventures (JVs) that can provide the necessary resources.

Resource utilization and allocation for companies wishing to innovate is a two-minded exercise.
Companies must make money to live, and innovations need business models to deliver the value
they create. Managers must therefore balance the allocation of resources to assure the objectives
of making their “numbers” and delivering visionary products occurs simultaneously.

Market & Customer Models

Markets are the consolidation of customers who react similarly to a specific offering (marketing
mix) and therefore demonstrate a common demand. But a market is abstract and impersonal.
You cannot sell your product to a market. There is no “Mrs. Market” who signs checks; and
that is exactly the problem for entrepreneurs and businesses. Your company might be in a great
and growing profitable market, but that doesn’t mean there is single customer paying the bills.
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Markets are conceptual, they are a top-down approaches that are very well suited for analysts and
consultants, but not effective customers on their own. A market does not create revenue or sales
for you. It is your individual customer who buys from you and it is they who provide you with
the cash-flow you need to run your business.

The customer-driven approach to business model design is a bottom up vs. the top-down

approach to the market. And even in mature and declining markets you can make a good living if
you have the right business model. It is great to start with a product or service idea, but it is the
fulfillment of your value proposition that makes the difference. The marketing plan for your new
business model should address the specific elements of the marketing mix that are required to
deliver value to your customers. The marketing mix can be tuned to address specific “segments”
of the market. It is this architecture - your offer to fulfill your value proposition - that excites

customers.

A business model canvas is a useful graphical and interactive approach to creating your business
model (copyright BusinessModelYou.com):
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Everything about innovation, and or the resultant business models, is merely techniques to aid in
figuring out how to satisfy customers needs and deliver value to them. The customer is the
ultimate entity in any business situation.
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Summary

Innovating, although an imperative for all companies, can be highly complex and risky. For most
companies it depends on the innovation strategies chosen. It could be a low-risk venture if it
requires just incrementally expanding existing products for existing customers, or changing
operations in order to deliver a lean-and-mean results. Whereas diversifying (starting a new
business) is very risky, with less than a 5% chance of success.

The American capital system generally rewards risk-takers and punishes failures. Enterprises
must innovate in some way to deal with changes in technology and or their business environment
and competitors. This dictates that some level of risk must be assumed by all companies.

To mitigate some of that risk, we have shown that there are three major elements to the processes
of innovation and monetizing its results:

1. A company must have the right people with the right abilities and organization to actually
innovate.

2. A company must have an innovation strategy appropriate for the situation.

3. A company must have a business model that allows delivery of value to its customers,
and produce acceptable levels of profits for itself.

The range of strategies possible was shown to be:

React to customer stated requirements
Incremental product (or service) improvements
Operational process improvements

New product developments

Sales & marketing initiatives

Business model innovation

Diversify into new business

No ook owhE

It was also shown that innovations cause the need for new business models consisting of:

Creating a unique value proposition

Develop a capabilities model (skills, organization, operations/processes, etc)
Develop a key-resources model (key skills, IP, human & economic capital, etc)
Customer/market model (segmentation, size, growth, etc)

Marketing mix model (product, price, promotions, channels, differentiation)
Develop a profit model (analysis of revenue streams, costs, suppliers & sources)

ok whE
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Postscript

This paper has outlined how complex, and risky, and rewarding it is to be an innovator.
The world of certainty in business is behind us, now we must learn to deal with ambiguity and
uncertainty, and continuously seek new and better ways of doing things. We must become
twenty first century explorers, hell-bent on discovering new things.

Like old-world explorers we must carve out a future by defining it, by having a vision of what
we seek, and where we are going. Having a vision may be our most important asset.

And we will pursue this vision by moving in new directions, reaching strategic objectives, and
by successfully operating our core businesses to fuel and support our quest.

We cannot let the successes of the past color our future with the rigidities that come with them,
or let innovation become the only reason for being. Innovation must be married to our core
business and its future (and not strangle it). It must excite and ignite the passions and behavior of
our employees.
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