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The Innovation Diamond & The Four Vectors That
Drive Successful Innovation

Product Innovation
& Technology
Strategy

A Positive Right

Climate, ([ERCTIIINCI{T "Vestment
Culture & | Decisions —

. Innovation J :

An Effective Idea-to-
Launch System: Stage-
Gate®
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A Product Innovation Strategy to Guide the NPD Effort

. 34.6%
Clearly defined NPD 38.1%
goals 51.7%

30.8%

Role in Business goals 46.3%

Strategic arenas defined 64.8%

Strategic buckets

|:| Worst Performers
- Average Business|

Product roadmap in place B Best Performers

37.9%

10% 20% 30% 40% 50% 60% 70% 80%

Percentage of Businesses

Best performers articulate a product innovation strategy
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Major Steps in Defining Product Innovation Strategy

1. Define Goals for NPD

2. Select Strategic Arenas
— Areas of Strategic Focus

3. Attack Plans:

- Investment strategy
- Strategic Thrust

- Entry Strategy

Define:
* Role of NPD in Bus Strat
e Your Goals for NPD

oo

Industry = s
Analysis -
Comp a':] y 9 QConservativa
Analysis ihasa ‘ e

Business Strength

Arena Attractiveness

Optimum Entry Strategies
Technologies emboied i the products

Analyz Prospector
er

Reactor Defender

MiDéwelopmentCritical

Importance of New Product

Reactiv Proact
Effort with Product Develgament
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Next Steps in Defining Product Innovation Strategy

4: Resource Commitment &
Strategic Portfolio Decisions
- Deployment

- Strategic Buckets

- Strategic Product Roadmap

Product Roadmap

Resource Commitment to NPD

« The Strategic Role of Your

Business

« Strategy, Goals and Task

Approach

« Competitive Parity
« Spending Level Based on

Demand from Active Projects

Strategic Buckets

5. Tactical Portfolio

Prioritized List of Active & On Hold Projects

ppppppp
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stststst

aaaaaaaaaaaaaaaaaaaaaa
Score Balance Factor | Project Score
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Decisions

- Project selection (Go/Kill)

- Project prioritization
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-Resource commitments
to projects

- Brea@& Butter

Oysters

White Elephants

Low
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The Major Steps in Defining Your

Arenas of Strategic Focus

Strategic
Analysis

Industry
Assessm’t

Company
Analysis

Identify List of
Possible

) 4 Arenas

Identifying & Assessing
the Opportunities:
New Arenas

Areas of
Strategic
Focus

New ldeas
Within
Selected
Arenas:

e unmet needs

e customer
problems

e emerging
areas

* profit voids

New Products
and New
Solutions:

* major
development
initiatives

* product
roadmap

* new platforms

» technology
developments
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Industry & Market Analysis

Develop a map of the value chain — upstream &
downstream from you

Undertake an industry structure analysis

ldentify your customers’ industry drivers and
potential shifts in these drivers

Undertake trend analysis

Mapping — show me the money! The goal is to uncover
potentially attractive
arenas which might
become high priority

strategic arenas for you

Assess the Impact of Disruptive Technologies

Employ Peripheral Visioning
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Conduct a Core Competency Assessment

What is a Core Competency?

d A company’s core competency is defined
as something it can do better than its
competitors

1 Itis critical to:

> Enabling the firm to create new products
and services

> Achieving competitive advantage

A core competency has three characteristics:
1. It provides potential access to a wide variety of markets

2. It should make a significant contribution to the perceived
customer benefits

3. It should be difficult for competitors to imitate

|:|I<>l|:| 11

. © RG Cooper & Associates Inc
RG Cooper & Associates Private and Confidential
www.bobcooper.ca



Next, Identify Possible Arenas

Strategic Arenas can
be...

> Markets or segments,
sectors

> Product types, product
lines, product classes

» Technologies

» Or any combination of
these (e.g. product-
market matrix)

Markets

|dentify potentially attractive areas...
where you might leverage your strengths

| i/ \! | 12
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Now Evaluate Each Arena on Two Main Dimensions:
Create the “ Strat-Map”
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Excellent

High Risk Bets

High opportunity arenas
where there are no

exploitable business
‘ strengths

‘ Best Bets

High opportunity arenas that
leverage business strength

No Bets Q

Arenas that neither build
on business strengths
nor offer attractive
opportunities

Conservative Bets

Business strengths can be
leveraged but the

opportunity is not so Q
attractive

50
Strong

Our Business Strength

| Source: Stage-Gate International

100
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Questions
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Portfolio Management: A Major Problem Area

O Too many projects for Too many development projects for
the limited resources the resources available

76.0%
62.1%

96,

0%

0.0%

available 1
_ Poor balance: too many minor projects —~cy
1 Portfolios unbalanced — in potfolio — ’
too many ‘small’ projects
1

J Few or no high value Few or no high value-to-the-business e
pr Oj ects projects in portfolio

1 Poor project prioritization 88.0%

0 Few businesses have a Poor project prioritization 75.0%
portfolio management
process in place

No portfolio management process 78.8%
69.0%

] Best performers fare

96

0.0%

4%

much better on these s0%  60%
metriCS Percentage of Businesses

|:| Worst Performing Businesses
- Average Business

RG Cooper & Associates

70% 80% 90% 100%
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Use Strategic Buckets To Translate Strategy Into
Strategic Portfolio Decisions

Best Practice Example

Management

makes strategic

choices:

Std New resource splits

Product | by bucket
Projects '=

>Project types
>Strategic arenas
»>Technologies
»>Geography

Doing Strategic Buckets

Categorize
projects by
bucket, then rank
In each Bucket
until out of

The business's strategy dictates resources
the split of resources into buckets

O]

RG Cooper & Associates
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Resource
allocation will
thus mirror
your strategic
priorities
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Inputs to the Strategic Buckets Decision

Strategy & Goals

Productivity of Previous Project
Types &

40
35
30
25
20
15
10

5

Strategic Buckets

New Product Platform
Projects Projects
[re—

Jre—

Best-in-Class Businesses

15% Cost
Reductions

25% New
Products

30%
Improvements,
Modifications &
Extensions
30% (IMEs)
Maintenance &
Support
Past Spending
Breakdown
Architectural Specialty
Flooring Sealants 29.0% Applications
Coatings 25.0% 0%
B0% Institutional
100%
10.0%
26.0% Automotive
14.0% 40.0%
Roofing
Deck Coatings Membranes Industrial
Product Lines Market Segments

O
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Use a Product Roadmap: Map the Major Initiatives

Extend Existing Platform into Chemical Mixers

Original Agitator Platform - Extension

Chemical Mixers: Basic Line

Chemical Mixers: Special Impellers

Chemical Mixers: Hi-Power

Extensions Platform into Petroleum Blenders

Platform Extension

Petroleum Blenders: Low Power Range

Petroleum Blenders: High Power

New Platform Required: Aeration Platform — Pulp &
Paper Waste Treatment

Aerator Platform

P&P Aerators: Line #1 (fixed mount)

P&P Aerators: Line #2 (floating)

P&P Aerators: Hi-Power

Extend Aerator Platform into Chemical
Waste Treatment

Platform Extension

v Chemical Aerators: Line #1
\J Chemical Aerators: Line #2

0 12 24 36 48
Months Time



Inputs to the Product Roadmap

Strategy & Goals

W27

=— Existing Products

Voice of
Customer

Product Roadmap

TT U

Market Trend Analysis

nnnnnnn

(7]

Competitive Analysi

‘‘‘‘‘‘‘‘‘

Technology Trends
Assessment

RG Cooper & Associates
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An Effective & AGILE Idea-to-Launch (I12L) System...
With Tough Gates

Idea nd Go to Go to Post Launch

Gate 1 Gate 2 Gate 3 Gate 4 Gate 5

.

Discovery: Stage 1: SEio Stage 4:
Idea Idea BUsiness Testing & Stage 5:
Generation Development Validation Launch

|
|
|
i I
Build | Stage 3:
|
|
|
|

— e o — — — — — e — — — —
— o m— — — — e m— m—
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I
I
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:
Scoping | Case
A A A A
! Iteratlbns or Spirals

A ¥ A A A A

The Customer or User

Adaptive & Flexible Agile Accelerated
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Portfolio Management:
A Hierarchical Process Driven By Strategy

Business Strategy &

Product Innovation

Strateg
Strategic Buckets Product Roadmap
1. Strategic Portfolio
Decisions: Nzw,;;ﬁ:“/ .
Strategic Buckets & . A
Strategic Product Roadmap .
\ %4 \ 4
Portfolio Review: Stage-Gate® System:
> Holistic > Individual projects
5 Tactical Portfolio > All prOJect_s |_n-auct|on > In-de_pth evaluat!on
. _ v Right priorities? > Quality data available
Decisions: v Riaht mix? :
Project Selection el C B S
Go/Kill). Prioritization. & v Alignment? management
(Go/Kill), Prioritization, v Sufficiency? > Gol/Kill decisions
Resource Allocation v Resource adequacy? made
> By senior management > Resources allocated

D\/>|:| 22
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Three Goals in Portfolio Management

1.

To maximize the
value of the
portfolio

2.
To achieve the
right balance & mix
of projects

3.
To align the new

product effort with the
Business Strateqy

Against some company goal:
» Annual dollar sales
» Profits; long term profitability;
return-on-investment

Between long term & short, fast ones
Between high risk & low risk

Across different project types and market
sectors

Ensuring that projects are ‘on strategy’
That spending reflects the strategic
priorities of the Business

That the business’s objectives will be
realized thru the list of active projects

O

RG Cooper & Associates
www.bobcooper.ca
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Value-Maximizing Methods: Financial

NPV (Net Present Value) Forecast of cash flows for X years
Project’s Value in $000 Sum of positive & negative cash flows
Cash flows discounted by 1/ (1+i)"

IRR: the ROl as a % IRR Is the value of i (%) so that NPV =0

Payback Period (years) How many years before investment is recovered?

- Max bang for buck: Calculate output-over-input index
Productivity Index Rank projects by this Index until out of resources

Make Go/Kill decisions based on whether
these financial numbers hit hurdles
(NPV; IRR; Payback Period)

Rank project by Productivity Index

D<>|:| 24
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The Challenge: Dealing with Risks

0 Not every project has a 100% chance of commercial success
O Any many won’t achieve their sales
and profit projections
d Some won’t even be developed
> Hit technical roadblocks
How to handle risks & uncertainties
Several ways:

1. Risk adjusted discount factor in
NPV calculations

- Use different values of i for
different project types

2. Probability-adjusted NPV
- Factor down the values of some inputs to the NPV calculation
- By their probability of occurring
- Example: multiply Sales by a probability (say 75% or .75)

3. Options Pricing (Real Options or Expected Commercial Value)

OO
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Value-Maximizing: Profiling Projects — Looking For
‘Markers’ That Predict Success

1 Based on theory that qualitative factors predict NP project
success & project value
] Relies on those factors that are correlated with success and

value:
> Competitive advantage

> Market attractiveness
> Leveraging core competencies
 Systematic intuition? But research-based!
d Scoring Model: A scoring system based on these factors
> A point count system
> Use scorecards

Make sure you choose factors that really do discriminate between
profitable & unprofitable projects — Can you prove it?
26
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Assess the Risk-Reward Profile of Your NPD Portfolio

] .
@ High
Pearls S Bread and Butter

u=> Grade A Sealant:
— | Cluster of renewal projects
] :
L ‘
-E Seal
3
I~
Y
(¢]

" £

TP-40 ﬁ Floor
8
o
Q U.V. Seal
Deck D\EE)
$10 M 8 6 4 2 0
¢ “ Reward (NPV)
Top
Solvent . _
T-400
‘ ' Solvent 1 \
l SPL . Coat
Top .
Oysters Low coat\White Elephants

The bubble sizes denote the resources committed to each project. The shading shows
the stage in the firm’s Stage-Gate® system (light = early stage).
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The Result: An Effective Portfolio Management System

Business Strategy &
Product Innovation

Strateg
\ 4
Strategic Buckets Product Roadmap
1. Strategic Portfolio
Decisions: ”%W,:;i?:“/ .
Strategic Buckets & ~© N
Strategic Product Roadmap
) /4 VvV
Portfolio Review: Stage-Gate® System:
> Holistic > Individual projects
5 Tactical Portfolio > All prOJect_s |_n_au;:t|on > In-depth evaluat!on
Decisions. v R!ght priorities” > Quality data available
Project Selectior; v Right mix? » By senior
Go/Kill P]' tization. & v Alignment? management
(Go/Kill), Prioritiza lot, v Sufficiency? > Go/Kill decisions
Resource Allocation v Resource adequacy? made
> By senior management > Resources allocated
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Questions
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