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Barry Jaruzelski co-authors the annual Global Innovation 1000
Study and co-leads the Global Innovation Practice

Barry Jaruzelski
Partner

Mr. Barry Jaruzelski is a Florham Park, NJ -based partner who leads

Booz & Company’s work for high technology and industrial clients. He
specializes in corporate and product strategy and the transformation of core
innovation processes. He is co-leader of the firm’s Global Innovation
Practice. He previously served as the firm’s Chief Marketing Officer.

A recognized thought leader, Barry is frequently quoted in publications like
The Wall Street Journal, the Financial Times, and The New York Times on
the technology industry and the challenges of innovation. He often appears
as an expert commentator on ABC News, CNBC, NPR, and the BBC. He
has been a guest lecturer at Columbia, Tuck, NYU, and MIT Sloan business
schools.

Barry is a three-time recipient of Booz & Company’s Professional Excellence
Award, which was given in recognition of outstanding and innovative client
service. He has also received the firm's Eagle Award for his outstanding
contributions to the firm.

Barry is a member of BusinessWeek’s Innovation Advisory Board, and a
member of the panel of judges for The Wall Street Journal’s annual
Technology Innovation Awards.
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Booz & Company’s Innovation 1000 Study has garnered global
recognition

Furthering the Innovation Dialogue Selected Media Coverage Highlights
2005 = Covered by ABCNews and MSNBC television
= |nitiated study to better understand how organizations = Featured on NPR radio across the US and by BBC Radio
can maximize their return on innovation investment in the UK

» Found no statistical relationship between R&D
spending and key measures corporate success

2006 Select Publications
= Confirmed lack of relationship between R&D after

FCONOMICO
adding additional data (e.g., patent records) and Elim CFO \ . I »
L (e.g., p ) COIT a Ol

analyzing using more complex methods - . —~.
Che New ork Cimes

= Cited in over 170 publications across 27 countries

= Defined “High Leverage Innovators” who produced
significantly better results per R&D dollar than their DER STANDARD

industry peers BARRON’S ]IlBSSWBe

= Awarded “2006 Special Achievement Award for I Handelsblatt

Advancing Innovation” by Innovate Forum e The
2007 G Trlbune Economist
= Examined the connection between 2006 FT

performance and the elements of NNOVATION _ . - !

innovation strategy, including customer MANAGEMENT E > e ‘1

focus and alignment of corporate and Awards FINANCIAL i .

innovation strategies FINES THE WALL STREET JOURNAL.
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Key findings of this year’s Innovation 1000 Study:

Spending on R&D accelerated among Innovation 1000 firms over last year
— 10% increase in absolute spending
— Further raising imperative to ensure the effectiveness of R&D spending

Three distinct innovation strategies were identified
— None of them are inherently superior to each other in financial results
— The quality of the alignment of innovation & business strategies was key

For each of the three innovation strategies, companies that were more focused on
customers are more financially successful than their peers

Beyond strong customer focus and tight alignment of business & innovation strategies,
building targeted capabilities for the selected innovation model is key

|
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Total global R&D spending reached $879 billion in 2006

Share of Global R&D Spend - 2006

Government/
Other R&D spend
39%
Innovation
1000
51%
Incremental
corporate spend
7%
Innovation
25090 Total = $879 billion
0

Innovation 1000 captures 84% of corporate & 51% of all R&D spend

Notes: 1) OECD list includes all OECD countries plus Russia, China, South Africa, Israel Singapore 2) Largest country adjustments: China, South Korea, Russia, Israel, South Africa
3) Excludes adjustment for potential R&D double counting by not-for-profits and academic institutions with government
Sources: OECD, World Bank, International Monetary Fund, Booz & Company Analysis
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Innovation 1000 R&D spend grew 10% to $447 million, 75% of
which is spent by high tech, health & auto companies

R&D Distribution by Industry - 2006 R&D % of Sales by Industry - 2006
A&D
|
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Source: Bloomberg data, 12007 Booz & Company analysis
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Growth of R&D spending is accelerating in 9 of 10 industries
examined, Auto is the only sector with a slowing rate

R&D Spend Growth by Industry

Above the line

(YOY and 5Y CAGR)
indicates 2006

25% T
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Note: Based on 879 same store sales with 2005 & 2006 data available.
Source: Bloomberg data, 12007 Booz & Company analysis

5Y R&D Spend CAGR (2001-2006)

[ 05 - ‘06 R&D/sales A >0.2% [ '05 06 R&.D/Sales A <-0.1%
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Key Finding: The steady decline in R&D/Sales leveled off last
year as R&D spending grew at the same rate as Sales

R&D, Sales, and R&D/Sales Index

(2001 base year = 1.0) Sales
1.4 - R&D
1.3 1
19 | /
x 1.1 / R&D / Sales
£ 1 — — - — — — o — __
g  09- e — — — —e
$ 08
S 07
~ 06
% 05 - —*—Re&D Key Drivers:
D o4 - Sales R&D growth of 10% is
S 7 —e - R&D / Sales double the 5 year growth
o 0.3 A )
rate while sales track to
021 historical growth rates
0.1 1
0 T T T T .
2001 2002 2003 2004 2005 2006

Source: 2006 Booz & Company Global Innovation 1000; Based on 788 “Same Store” for which 2001-2006 sales and R&D data were available;
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European & Japanese headquartered firms are lagging the average

R&D spend growth of the world

R&D Spend Distribution by Region - 2006

China & India
$2B
/ (0%)

Rest of World

Japan
$96 B

(22%) North America

$194 B
(43%)

Europe
$133B
(30%)

Total =$447 B

30% -

25% -

20% -

15% -

10% -

R&D Spend 2001 - 2006 CAGR

24.9%

Worldwide R&D 5yr
CAGR =5.1%

5% ~

0% -

Europe Japan North ROW India/China
America

Note: Based on company headquarter locations; CAGR based on 813 same stores for which complete R&D information was available; Used same For-Ex rate for 2001 and 2006;
Source: Bloomberg data, 12007 Booz & Company analysis
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The Top-20 firms spent over $120B and are now led by Toyota

R&D Spend R&D/ 2005 % Change

Company (M) Geography Industry Sales Rank over 2005
1 Toyota Motor Corp 7,691 Japan Auto 3.7% 3 9.6%
2 Pfizer Inc 7,599 North America Health 15.7% 2 4.7%

1

Ford Motor Co 7,200 North America Auto 4.5% -10.0%
II-
5 Daimler Chrysler AG 6,678 Europe Auto 3.5% -5.6%
6 General Motors Corp 6,600 North America Auto 3.2% 5 -1.5%
7 Microsoft Corp 6,584 North America Software/Internet 14.9% 8 6.5%
8 | GlaxoSmithKline PLC 6,351 Europe Health 14.9% | 10 10.2%
9 Siemens AG-REG 6,294 Europe Industrials 5.8% 6 -2.5%
10 |IBM 6,107 North America Computing & Electronics 6.7% 9 4.5%
11 |Samsung 5,924 ROW Computing & Electronics 6.7% 11 2.8%
12 |Intel 5,873 North America | Computing & Electronics | 16.6% | 12 14.1%
13 | Sanofi-Aventis 5,571 Europe Health 15.6% | 14 9.5%
14 | Novartis AG-REG 5,349 Europe Health 14.8% | 16 10.9%
15 | Volkswagen AG 5,312 Europe Auto 4.0% 13 4.0%
16 | Roche-Holding 5,262 Europe Health 15.7% | 19 16.2%
17 | Matsushita Electric 4,992 Japan Computing & Electronics 6.3% 15 2.4%
18 |Nokia 4,892 Europe Computing & Electronics 9.5% 17 1.9%
19 | Merck & Co 4,783 North America Health 21.1% | 22 24.3%
20 |Honda Motor Corp 4,765 Japan Auto 5.0% 20 8.1%

|:| % Change > 10% - % Change < (5%)
|
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Key Finding: Three distinct innovation strategies were identified

Three Innovation Strategies Innovator Strategies
Relative Position On Strategic Elements

Need Seekers — Consistently strive to be
first movers; Proactively engage customers
to determine needs and shape new
innovations; Determine new innovations
market back from market need identification

Incremental « Breakthrough
Change Innovation

Market Readers — Adopt a second
mover strategy; Focus on driving value
through incremental change; New
innovations determined market back,
although not as proactively as Need Technology ‘

First to
Market

Fast Follower

Seekers Forward Market Back

Technology Drivers — Drive innovation :

: - - . Indirect
via technological achievement; Leverage o Te—
technology for both incremental and Insight
breakthrough change; While the least
proactive of the three strategies in directly

contacting customers, they are still focused @ Need Seekers € Market Readers *Technology Drivers
on consumers

Direct

Customer
Insight
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Key Finding: Companies with well-aligned business and
innovation strategies perform better than those with weak

alignment
High vs. Low Alignment Between Innovation & Business Strategy

— Median Index Values of Ol Growth and Total Shareholder Return —

1.2
o 1.0
© 11 Companies with high
i alignment had 40%
ks 0.8 higher operating income
2 0.8 1 0.7 growth and 100% higher
= shareholder return
206
o
£
P
7 0.4
>
o
k=

0.2 A

0
High Alignment Low Alignment High Alignment Low Alignment
— _/ — _/
Y V
3Y Operating Income CAGR 3Y Total Shareholder Return

Note: High Alignment represents scores of 1 or 2; Low Alignment represents scores of 3,4, 5;

Source: Booz & Company analysis
. __________________________________________________________________________________________________________________________________________________________|
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Key Finding: Companies who directly engage their customers had
superior results regardless of innovation strategy

Direct Customer Engagement vs. Indirect Customer Insight Approach
— Median Index Values of Ol Growth, Total Shareholder Return and ROA —

1.6 - 15
o 1.4 1 Companies who directly
c% engage their customers
> 1.2 had >3x higher Ol
8 1.0 growth, 65% higher TSR,
D 1 4 and 2x ROA
=
@ 0.8 1 0.7
x
Q
2 0.6
> 04
g 0.4 - 0.3
f=
= 0.2 1
0
Direct Indirect Insight Direct Indirect Insight Direct Indirect Insight
Customer Approach Customer Approach Customer Approach
Engagement Engagement Engagement
S J . J S J
' ' '
3Y Operating Income CAGR 3Y Total Shareholder Return 3Y Return on Assets

Note: Direct Engagement represents scores of 1 or 2; Indirect Insight represents scores of 3,4, 5

Source: Booz & Company analysis
. __________________________________________________________________________________________________________________________________________________________|
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Companies following each innovation strategy provide examples
of differentiating practices

NEED SEEKER 76 BLACKS DEGKER.

= Stresses engagement with customers and sends engineers and marketing product managers on
regular visits to homebuilding job sites to study building trends and their impact on the company’s
products

MARKET READER

= Collects customer information by closely following technological and user trends in consumer market
and by sharing knowledge through strategic partnerships with major corporate customer

= Employs arigorous measurement process on all innovation projects to ensure success of product
brought to market

TECHNOLOGY DRIVER SIEMENS

= As atechnology driver, the company understands it needs to temper their own design creativity with
customer needs

= Siemens maps long-term trends to anticipate how customer needs will change over time, even before
the customers are able to explicitly convey those needs
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A company’s innovation strategy determines which capabilities
are most vital to the success of its innovation value chain

Innovation Value Chain

Ideation

Project Selection

Product

Commercialization
Development

= Gather customer = Rigorously manage = Design products that = Successfully launch,
insights and analyze return on innovation respond to customers’ position, and price
Need ; PV
Seek customer needs investment priorities wholly new products
CeKers = Segment customer
base
= Conduct market = Maintain strong process = Bring products quickly = Carefully manage
k research discipline to market with an product life-cycle and
Market SR :
Read = Gather competitive emphasis on increased retirement
eaders intelligence modularity and
simplicity
= Scout new = Manage risks = Test rigorously for = Capture customer
Technol ogy technologle§ quality feedback
Drivers = Map emerging

technologies and
analyze trends

Customer insight & portfolio management are key to all strategies

Booz & Company
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