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PRAISE FOR

The Corporate Startup

Big companies need to innovate or die. The question is how. Companies need a playbook; a process by which they
can start the process of transforming their organizations into innovation engines. The Corporate Startup is that
playbook. It provides a proven methodology — applying Lean Startup principles and more — for building a culture of
innovation.

Ben Yoskovitz, Co-Author of Lean Analytics and Founding Partner at Highline BETA.

Nothing’s harder than creating innovation, and the most valuable creations are exactly those which shrivel under
typical corporate management. The authors’ approach is to focus on creating an ecosystem that allows innovation
to flourish on its own; addressing health of the soil rather than micro-managing the plants. If you want to avoid
some of the common traps and give your internal entrepreneurship the best shot, this book will help.

Rob Fitzpatrick, Author of The Mom Test.

In a world full of innovation hype and clichés, The Corporate Startup manages to provide useful answers and soluti-
ons to a complex question — how can corporations innovate faster and better? The book delivers a clear roadmap
for creating a strategy, governance structures and implementing an innovation practice. This makes it an absolute
must-read for all corporate strategists and innovators and has become “the way we think and talk” about corporate
innovation in Copenhagen Fintech

Thomas Krogh Jensen, CEO at Copenhagen Fintech.

With innovation now a strategic imperative, you are going to need a playbook to help develop practical and scalable
approaches to innovation in your company — simply put, you are going to need this book!

Paul Brown, Founder at Rokket Digital.

This book is timely addition to the corporate innovation space. It is a must read for anyone working on innovation
in medium-size and large companies. The principles and practices, if well implemented can save a company from
the disruption death march.

Tim Deeson, Managing Director at Deeson Group.



In this wonderful book, we have found frameworks and methods that are extremely relevant and helpful in our
efforts to structure our open innovation. We are beginning to use Corporate Startup tools and methods to better
qualify investment decisions, as well as secure continued board-level understanding and buy-in to the strategy.

Ole Madsen, Senior Vice President at Spar Nord Bank.

The 21st century organization, we’re told, needs to be innovative, creative and customer centered. That’s all very
well if you’re a disruptive startup. But what if you’re an established organization based on 20th century principles of
Taylorism? How do you make your big company as innovative as a small startup? If you want practical advice from
people who have been there and done that, there’s no better source than this book. Reading this book is like shado-
wing the authors on a consulting assignment as they coach you on what works and what doesn’t.

David Travis, User Experience Consultant and Managing Director of Userfocus.

The authors have clearly spent time in the trenches helping big and small companies transform through applying
lean startup principles. This book is full of insightful nuggets yvou immediately grasp and a simple yet effective
framework you can start implementing right away.

Justin Coetsee, Co-Founder at Ignitor.

In this remarkable book, the authors challenge us to take the ‘Red Pill’ of sustainable innovation: a system of frame-
works that work together to generate superior results. If you want to keep yourself in the black, take the authors’
‘Red Pill’ and follow their advice.

Luke Hohmann, Founder/CEO at Conteneo and Author of Innovation Games.

Lean thinking for business and product development requires the practitioner to strip away misconceptions about
how an idea becomes a successful new business. It requires a ‘re-training’ of the brain to suppress those misconcep-
tions and focus on the fastest path to testing the assumptions held about the customer’s needs. This book is your
‘re-training’ manual.

Peter Pascale, Vice President of Product Management at Pearson VUE.

Established companies need to innovate or risk losing market share. This book provides a great playbook that ma-
nagers can use to learn about lean startup methods and apply them within their company. It is a must read for any
executive thinking about creating an innovation ecosystem within their business.

Klaus Wagner, CEO at Josera Petfood GmbH & Co. KG.



We have found the Corporate Startup model and the thoughts on the innovation ecosystem very useful in designing
our innovation strategy. This book is a must read for all corporate leaders that want to transform their companies to
be more innovative.

Erik Kongsvik-Ibsen, Vice President of Strategy and Business Development at Egmont.

The Corporate Startup bridges two worlds that are normally regarded to be quite the opposite. Corporations can
learn a lot about startup methodologies and how they apply to their organizations from reading this book. Startup
founders should also read it to understand the challenges that large companies face and how to better collaborate
with them. I highly recommend this book.

Rune Theill, Co-Founder and CEO at Rockstart Accelerator.

I believe the next wave of entrepreneurship and innovation will belong to the established corporation. The Corporate
Startup provides a structured and practical approach to help companies make their new business model building
machine a reality.

Dr Marc Sniukas, Author of The Art of Opportunity.

A book crammed full of real examples and pragmatic (not dogmatic) frameworks for bringing entrepreneurship to
corporate dinosaurs. A must read.

Tristan Kromer, Founder at Kromatic and Editor of The Real Startup Book.

Tendayi, Dan and Esther are some of the most knowledgeable and engaging members in the startup and corporate
innovation community. Not only is their personal knowledge and experience very valuable, I’ve experienced them
to generate profound impact through their engagement with several of our, and others’ grassroots initiatives. This
book allows anyone in the intrapreneurship field to access that knowledge and create the same impact.

Leon Pals, Chairman at Startup Foundation.

As the role of corporate innovator seems to be getting more complex, what else to wish for than a roadmap that ma-
kes things simple and clear? Tendayi and Dan have done a wonderful job creating exactly such a roadmap with this
book, and I’m sure it will support you in getting to your goals, faster.

Hans Balmaekers, Director at Intrapreneurship Conference.



This wonderful book helps companies apply practical and innovative business model development methods using
new ways of collaboration, based on an ecosystems approach. The Corporate Startup provides a great way of imple-
menting innovation practices for companies to cope in today’s hectic and ever changing world.

Corine van Winden, CEO at Global Pets Community.

In my experience the biggest topic that is not covered well for large corporations is the art of managing the innova-
tion process and output. The Corporate Startup provides a concrete framework to manage innovation at the strategy,

management and practice levels. It connects the topics you likely know such as business model design and lean
startup to the bigger corporate picture.

Bob Jansen, Founder at Firmhouse.



¢ Colpordt € startup

Cover design, book design and illustrations:
Esther Gons, NEXT.amsterdam

Graphic execution:
Jorine Zegwaard, Jorine.biz

Editor:
Rachel Faulkner

© 2017 Vakmedianet, Tendayi Viki, Dan Toma and Esther Gons
Published by Vakmedianet, Deventer, the Netherlands

www.vakmedianet.nl
www.tendayiviki.com
www.danto.ma
www.next.amsterdam

www.thecorporatestartupbook.com

ISBN 978 94 627 6150 6

All rights reserved. No part of this book may be reproduced, stored in a database or retrieval system, or published, in any form or in any

way, electronically, mechanically, by print, photo print, microfilm or any other means, without prior written permission from the publisher.

The publisher is fully aware of its responsibility to ensure optimum reliability. Nevertheless, we cannot accept liability for any inaccuracies

that may appear in this edition.

Printed in the Netherlands



For Elizabeth, Jacob,
Eli and Ben. My reasons.
Tendayi Viki

For having a compass.

Dan Toma

For Anniko and Aaron.
For their future.

Esther Gons



Table of Contents

Introduction: Innovation Paradox 11
PART 1

Chapter 1 Chapter 2 Chapter 3 Chapter 4

€ 5

INNOVATION INNOVATION INNOVATION INNOVATION
ECOSYSTEM THESIS PORTFOLIO FRAMEWORK

Epilogue: Putting It All Together 118

Chapter 5

TR

N -l.

INNOVATION
ACCOUNTING



PART 2

PRACTICE

Chapter 6 Chapter 7 Chapter 8 Chapter 9 Chapter 10

¢ = Zry
ayY
CREATING TESTING SCALING RENEWING
IDEAS IDEAS IDEAS IDEAS

About the Authors 283
Earlyvangelists 284
Index: Keywords/Terms 286
Index: Names/Organizations 290

Notes 294



“The basic problem confronting an
organization 1s to engage in sufficient
exploitation to ensure its current
viability and, at the same time, devote
enough energy to exploration to
ensure its future viability.’

James G. March, Stanford Professor



INTRODUCTION

Innovation Paradox

In 2015, Microsoft got some of its groove back'. But earlier that same year, Microsoft reported its largest-ever
quarterly net loss. The loss was the result of a $7.5 billion writedown from the purchase of Nokia’s handset unit>.
The writedown was viewed as another example of Microsoft’s struggles in the smartphone business. Nokia’s own
smartphone struggles are a parallel business story that provides powerful lessons about corporate innovation. It
seems that successful established companies often get trapped by their previous success in a manner that limits

their capacity to innovate.

We are living in an era where innovation is imperative. It is un-
deniable that the world around us is changing. Technology and
software have transformed business, and continue to do so in
more and more dramatic ways. Corporate leadership would
have to be in a special kind of denial to overlook how these
changes are impacting their businesses. Keeping their heads
in the sand is no longer an option. Corporate leaders have to
respond. Innovation can no longer be viewed as a sideshow.

It is now the way to do business in the 21st century and a key
driver of sustainable growth.

The challenge of having to respond to change is nothing new.
As long ago as 1942, Joseph Schumpeter wrote about Creative
Destruction as a process that refreshes economies by injecting
new blood in the form of innovative new technologies and
companies. What is remarkable about our time is the sheer
pace of change in social trends, economic factors and technol-
ogy3. The average lifespan of companies is getting shorter. At a
churn rate of 75%, it is predicted that the entire S&P 500 index
will be replaced by 20274. We have also seen the emergence of
startups that quickly become billion dollar companies such as
Microsoft, eBay, Google, Amazon, Facebook, Twitter, Dropbox,
Uber and Airbnb. Driven by technology, these companies have
transformed traditional industries and business models.
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The Disadvantage of Incumbency

In contrast, traditional long-standing companies appear to be struggling. It seems that being an
already successful company can be the Achilles’ heel for innovation. In 2007, when Steve Jobs
introduced the first iPhone at MacWorld, Steve Ballmer who was then the CEO of Microsoft, was
not that impressed. He mockingly declared that:

“There’s is no chance that the iPhone is going to get any significant market share. No chance!” ¢

Fast forward to 2014. In an interview with Charlie Rose, Steve Ballmer admitted that one of his
greatest regrets from his time as CEO of Microsoft, was not getting in early on the mobile phone
hardware business. When Charlie Rose asks Ballmer why Microsoft did not move into the phone
business, Ballmer’s response is telling:

“When the name of your company is Microsoft and your formula works...
Our formula was working, we were software guys...
So for us it was kind of like a religious transformation.” 7

Nokia was going through its own religious transformation. At one point it was the largest mobile
phone company in the world, with more than 5o% of the global market share. But Nokia lost in
the smartphone battles so badly that by the time Microsoft purchased its mobile phone unit in
2013, it only had 3% of the smartphone market?. In a candid interview with INSEAD Olli-Pekka
Kallasvuo, the former CEO of Nokia, admitted that:

“It is sometimes difficult in a big successful organization to have the sense of urgency and hunger. No company can
defend only. If you have a high market share and you are a market leader, if you start defending you cannot sustain.”

Nokia's poor response to the emergence of smartphones is closely connected to Microsoft’s
historic quarterly net loss. But these two companies were not alone in underestimating the
potential disruption that would be caused by smartphones. A similar misjudgment was made by
Garmin’s CEO Min Kao. During an interview with Forbes in the summer of 2003, he dismissed
mobile phones as a commodity business that he would like to avoid™. However, as smartphones
have gotten better and smarter, Garmin have had to adapt their business model. There is some
irony in the fact that Garmin now builds apps for the iPhone and Android.

The comforts of incumbency can indeed be a disadvantage. Leadership teams in successful com-
panies can become ‘climate change deniers’. That is to say, they can see the changes happening
in the business world, but deny their relevance to the company. This denial is most intractable
when the weather is good. In most successful large companies, the focus is on the high revenue



- high profit cash cow products. If the company is currently
making large profits from these products, then the hubris that
comes with that success can create blind spots. For publicly
traded companies, there is further pressure on executives to
meet short-term market expectations for returns.

Nokia’s former CEO remarks that established companies can
only change when they have a charismatic leader or a crisis.
We respectfully disagree with this notion. By the time a crisis
or a charismatic leader arrives it is often too late to respond.
We instead agree with Schumpeter that even in the process of
creative destruction, there is always a chance for companies
that would otherwise perish to weather the storm and live on

“vigorously and usefully” . In other words, death is not inevitable.

Companies that are able to respond to change can survive and
thrive.

INTRODUCTION
Innovation Paradox
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Using The Right Lens

In order to survive and thrive, however, established compa-
nies have to become clear-eyed about the challenges they are
facing. Historically, management teaching has tended to focus
on strategy as a method for finding long term competitive
advantages. Once a competitive advantage has been found, it
becomes the job of managers to devote their energy to pro-
tecting it, through good financial management and operational
excellence. In contrast, contemporary management thinking
recognizes that the idea of a stable and long term competitive
advantage is a fallacy. Companies should be managed to quick-
ly exploit current competitive advantages and move on to the
next advantage™.

In order to do this, companies need to use the right manage-
ment frameworks. It is too simplistic to advise established
companies to act like startups. Large companies are not
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startups, nor should they strive to be. Most established companies we work with complain that
the expectation of acting like a startup is unrealistic given that their day-to-day work involves
running an already successful and profitable business. Startups can generally focus on one idea
without the legacy of an older business. This is the perennial challenge that has always faced
established companies; how to engage in sufficient exploitation to ensure current viability, while
devoting enough energy to exploration to ensure future viabilitys.

It is important to realize that, even as entrepreneurs have become rockstars, startups still fail a
lot. When examined over a period of three or more years, nine out of ten startups fail“. Among
the entrepreneurs who do succeed, over 9o% do so in a business that is different from what they
originally planned to do®. Most founders rarely get it right at the beginning and have to iterate
and pivot their way to success®. The Lean Startup movement arose from a need for startups to
stop failing so much. The clear message is that being a startup is not about painting colorful
walls, using sticky notes, buying bean-bags and setting up foosball tables. In its essence, entre-
preneurship is management. And so is innovation!

In one of the great management insights of the 21st century, Steve Blank distinguished searching
versus executing as the key differences between startups and large companies”. A startup is a
temporary organization whose goal is to search for a sustainable and profitable business model.
On the other hand, an established company mostly executes on a known business model that
addresses the known needs of known market segments. This distinction is a
powerful metaphor for startups to know where they are on their journey. But
for established companies to innovate successfully they have to figure out a
way to be searching while they are executing. Corporate innovation is a war that
is fought on two fronts.

As such, large companies need to stop thinking and acting as if they are single
monolithic organizations with one business model. Instead, large companies
should take an ecosystem approach to their businesses. Every contemporary
company has to be a balanced mix of established cash cow products and new
products that are currently searching for profitable business models. This inno-
vation portfolio, and the products within it, has to be managed appropriately.
The right management tools have to be applied depending on where products
are on their innovation journey.
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The management practices for creating new products are
different from the practices for managing already successful
products. Executing on known business models can mostly be
managed using traditional accounting methods, cost optimiza-
tions and operational effectiveness. Success can be measured
using traditional metrics such as profit, return on investment
(ROI), accounting rate of return (ARR) and net present value
(NPV). In contrast, searching has to be managed using startup
methodologies such as design thinking, customer development
and experimentation. Success is measured by examining how
well the innovation teams are doing in their search for profita-
ble business models (i.e. innovation accounting).

This capacity to search while executing is the hallmark of the
ambidextrous organization™®. It is not simply a choice between
being in the navy or being a pirate, as Steve Jobs put it. Estab-
lished companies have to develop processes that allow their
innovators to become pirates in the navy. This is the innovation
paradox.




What Is This Book About?
In this book, we address the questions that underlie the inno-
vation paradox:

There are several complexities involved in the innovation pro-
cess. The Corporate Startup provides the principles, methods
and tools that companies can use to manage and benefit from
these complexities. Each chapter in this book will be focused
on the principles and practices of corporate innovation. How
these principles and practices come together will be illustrated
by examples, innovation activities and case studies. The book
has two main parts. Part | outlines the five core principles that
established companies can use to build their innovation eco-
systems. Part |l focuses on how these ecosystems are brought
to life through innovation practice.

Is This Book For You?

This book is about developing, managing and sustaining innova-
tion within established companies. The book is mainly targeted
at large and medium-sized organizations, although the insights
can be useful for small companies and startups too. If you fall
into any of the following categories, this book is definitely a
must-read for you:

Our hope is that, after reading this book, managers and
employees will have the knowledge and tools necessary to
manage innovation within established companies.






ECOSYSTEM

[ek-oh-sis-tuh m, ee-koh-]

A system, or a group of interconnected
elements, formed by the interaction

of a community of organisms with
their environment.

Any system or network of inter-
connecting and interacting parts,

as In a business.”



In order to succeed at innovation, established companies do not have to act like
startups. Every startup’s aspiration is to become a successful company! So, abandoning
business model execution practices and applying searching methods on an already
successful business model is a form of waste. We strongly believe that operational
excellence is still an important management practice, even in times of rampant
disruption. Our cash cow products are how we get the money to invest in innovation.

The challenge comes when companies act as if they are single institutions with a single
business model. If they view themselves this way, then the false choice of acting or not
acting like a startup becomes ‘real’. The best way to innovate is for a large company
to view itself as an innovation ecosystem with various products, services and business
models. A company can then apply the right management tools to products that have
validated business models versus those that are still in search mode.

This is how a company becomes an ambidextrous organization that is, in practice,
excellent at both searching and executing. The chapters in this section describe the core
principles for building innovation ecosystems.



‘Innovation has nothing to do with
how many R&D dollars you have...

It’s about the people yvou have, how
you’re led and how much you get it.’

Steve Jobs, Founder and former CEO of Apple



CHAPTER ONE

Innovation Ecosystem

Most senior executives can relate. It usually starts with some startup types within the company telling them scary
stories about how startups are coming to eat their lunch. Look at Facebook, Uber, Twitter and Airbnb! Oh, look
what happened to Blockbuster, don’t let that happen here. Do you know Nokia used to be the largest mobile phone
company in the world? Now look at them! We need to innovate like startups! We need to set up an incubator, an

accelerator and put more money into R&D.

While there is often agreement that there should be more invest-
ment in innovation, the debate is always about where and how
those investments should be made. Depending on who they talk
to, corporate leaders will often get conflicting advice. Should
innovation units be physically separated from the main business,
or can innovation be managed within the same company? This is
a sensible discussion to have. But much of the advice that leaders
get is filled with polemics.

Each side takes an extreme view. One commonly cited problem is
that traditional managers with MBAs are too stuck in their ways
to understand innovation. These managers are also incentivized to
behave in a manner that stifles innovation. People cannot get any
innovation done within a company that expects a thirty page busi-
ness case before it funds any idea. Ultimately, such a company will
always invest in sure bets; which means that the company always
works on the same types of products.

This is indeed a challenge. But it is equally true that setting up
separate innovation labs does not guarantee that any successful
products will emerge from there. For the most part these are
places where innovation theater takes place. Look-a-here! We are
doing lean startup, design thinking, customer development, busi-
ness model canvas and minimum viable products... Sure. Whatever.
None of these techniques in themselves represent innovation. The
ultimate measure of success is the development of new products
with sustainably profitable business models.

23
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Why Innovation Fails

Such polemical debates fail to get at the core of why innova-
tion in established companies succeeds or fails. Ultimately,
innovation fails when a large company decides to use the same
processes it uses to manage its core products to manage its
innovation projects. Business planning does not work for inno-
vation. All estimates of ROI, NPV and ARR are fiction. Invest-
ments based on such numbers are usually bets made on faith.
As already noted, this approach also encourages managers to
develop a tendency to invest in ‘surebet’ products for current
markets.

The feeling is that by creating innovation labs, managers can
separate innovators from the toxic environment within the
company. But these labs fail because companies do not build
any management processes around them, allowing innovators
to work on whatever they want. There is a common tendency
to conflate creativity with innovation?°. Management sees suc-
cessful startups coming up with great new products and this
motivates managers to pursue the development of similarly
cool new shiny products via R&D labs, incubators and accelera-
tors. But creating great new products is not innovation.

The investments that are spent on innovation labs often gen-
erate poor returns. Strategy & Business, a unit within Price-
waterhouseCoopers, has been publishing an annual report of
the top 1000 most innovative companies in the world for over
twelve years. In that time, they have found that there is no
statistically significant relationship between R&D spending
and sustained financial performance®. This finding applies to
total R&D spend, as well as R&D spending as a percentage of
revenues®. Spending on R&D is not related to growth in sales
or profits, increases in market capitalization or shareholder
returns®. In every annual report that Strategy & Business have
published, the top 10 innovative companies are often not the
top 10 spenders on R&D.

100%
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Source: Strategy+Business. The Global Innovation 1000: http://www.strategyand.pwc.com/innovationiooo



CHAPTER 1

Innovation Ecosystem

What R&D spending seems to generate is an increase in the
number of patents held by a company. However, the number
of patents held is not the same as innovation. The US pat-

ent office is filled with thousands of patents that have never
achieved commercial success. Only a few products from
corporate innovation labs will have validated business models,
or any alignment with the company’s strategic vision. We have
seen successful innovators with great products that wither on
the vine because there are no managers in the company willing
to pick up the products and take them to scale. These products
become orphans that are eventually abandoned, thus creating
a discouraging and uninspiring environment for future
innovators.

We have learned that companies need to put a great process in
place in order to manage innovation. Without a clear process,
innovators will not get the right level of support. It is hard to
succeed when innovation is run as a covert operation that flies
under the radar of executives. In that situation, there are often
no clear exit criteria for the integration of innovative new
products into the main business. There are also no clear career
paths for employees working in innovation labs. The truth is
that, no matter what you do or where you start, innovative
products will always need someone from the main business

to make a decision about their future. How those people view
the new innovations will ultimately determine those products’
mortality rates.

25
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A Corporate Startup Definition Of Innovation

A good place to start developing a management process is

by providing a clear definition of what innovation is. Innova-
tion is often simply defined as a novel creation that produces
value?4. From our perspective, the concept of innovation as
distinct from creativity involves three important steps. The
first step involves the novel and creative ideas that are gener-
ated through various methods that trigger insights. The second
step is ensuring that our ideas create value for customers and
meet their needs. The final step involves finding a sustainable
business model. This part of the journey involves ensuring that
we can create and deliver value to customers in a way that is
sustainably profitable.

% ]
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Innovation

These steps make clear that it is the combination of great new
ideas and profitable business models that defines successful
innovation. As such, our corporate startup definition of inno-
vation is:

The creation of new products and services that deliver value to
customers, in a manner that is supported by a sustainable and
profitable business model.

This definition lays bare what the role of innovation in any
organization should be. It is not to simply create new prod-
ucts and services. New products may be part of the equation
but the ultimate outputs of innovation are sustainable busi-
ness models. A business model is sustainable when our novel
creations deliver value to customers (i.e. when we are making
stuff people want); and when we are able to create and deliver
this value profitably (i.e. we are making some money). With-
out these two elements, a new product cannot be considered
an innovation. It is simply a cool new product. It might be the
coolest thing since sliced bread - the most creative product
ever made - but if it doesn’t deliver value to customers and
bring in profits, it is not innovation.




Our definition of innovation also provides us with a clear job
description for corporate innovators. Your job is to help your
company make money by making products that people want.

The sweet spot is when your creativity meets customer needs
and you can make money from serving those needs. It is also
important to clarify that not all forms of innovation will be
focused on new products or services. It is possible to innovate
around internal business processes that are not directly experi-
enced by customers. This form of innovation is not an explicit
focus of this book. But, even for these forms of innovation, the
delivery of sustainable value is still an important principle.

Red Pill - Blue Pill

From the definition above, it is clear that the only indisputable
fact is that innovation should be managed via different pro-
cesses to those that are used to manage core products. How
these processes are instantiated depends on the company, how
much management buy-in you have and the innovators’ appe-
tite for corporate politics. Sometimes it can be very clear that
you will never get full executive endorsement for innovation.
The executives are too focused on cash cow products and the
best you can hope for is support from a handful of visionary
leaders within your business. In these cases, innovators might
consider leaving the company for greener pastures.

Alternatively, innovators can start a guerilla movement. A
corporate innovation insurgency, so to speak. Tristan Kro-
mer?, who is a great innovation ecosystem designer, has two
recommendations on how innovation ecosystem designers
could manage such a movement. First, Tristan suggests that
innovators should lower the costs of innovation. If they do this
successfully, then they will hardly ever need high level budget
approvals. The lean startup, design thinking and customer
development toolbox provides great methods for lowering the
costs of innovation.

CHAPTER1
Innovation Ecosystem

Every now and again, innovators will need to surface within
the company in order to get investment for their ideas to be
taken to scale. It is also possible that things will get to the
point where the costs of innovation can no longer be kept

low. For this, Tristan recommends that innovation teams find
diplomats. These are individuals who will do the hard work

of corporate politics and smoothing the path for innovation
projects. A diplomat is usually someone who is well-connected
and respected in the business, who can work outside of normal
bureaucratic channels to call in favors and get things done.
Without a diplomat, most guerilla projects are dead on arrival.




Guerilla movements have been known to succeed, sometimes.
Nevertheless, this is our least favored method. We have found
that guerilla movements are too difficult. Teams are always
watching their backs for unexpected impediments to their
work. And if they lose their management sponsor or diplomat,
then their innovation efforts are easily placed in jeopardy. So
while guerilla tactics can work, they also have a really high
mortality rate for product ideas. This is the reason we favor

a full frontal assault on the company to change its ways of
working.

With a full frontal assault, innovators tackle the hard questions
upfront. Long-term sustainable innovation is only possible
within a supportive ecosystem. As such, it is important to get
top level executive and middle manager buy-in. This aircover
will help in future situations when there is need for support
and resources. Regardless of whether the innovation lab is ex-
ternal or part of an internal process, strategic alignment is key.
Innovation ecosystems can only be created when we do the
hard work of changing and adapting the company’s capabilities
to ensure that they fully support our chosen innovation ap-
proach. The principles for building this innovation ecosystem
are the focus of this book.




The Five Principles of a Corporate Innovation
Ecosystem

Successful innovation necessitates interactions among multi-
ple actors from multiple parts of a company?. In the journey
from ideation, product creation, first customer sales, growth
and scale, multiple parts of the organization are inevitably
involved in innovation. This is why organizational alignment
around innovation is critical. Companies need to create an
internal process that:

1. Facilitates the serendipity that creates sparks of
creative ideation.
2. Captures and tests the outputs of this creative ideation.
3. Transforms ideas into successful products with profitable
business models.

This means that organizations need to be designed to create
and benefit from serendipity. The goal of this book is to artic-
ulate the principles that inform how organizations manage
these innovation complexities. We strongly believe that prin-
ciples trump tactics. It is, ultimately, up to each organization to
adapt these principles and apply them to its business, strategic
goals and context. The five principles for building corporate
innovation ecosystems are as follows:

INNOVATION THESIS

We believe that innovation must be part of,
and aligned with, the overall strategic goals of
the company. This is important when it comes
to later transitioning innovation projects into
the core product portfolio. Just like venture
capital investors have investment theses that specn‘y the types
of startups and markets they invest in¥, every large company
must have an innovation thesis. An innovation thesis clear-

ly sets out a company’s view of the future and the strategic
objectives of innovation. For example, an established software
company can take the view that driverless cars are the future
and they want to get in that market early. Their innovation
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thesis will be that they invest mostly in new ideas that bet on
that future (i.e. software products for driverless vehicles). In
this regard, an innovation thesis sets the boundaries or guard
rails concerning the innovation projects the company will or
will not consider. In addition to this deliberate strategy, the
company must also use its innovation process as a source of
emergent strategy that is responsive to changes in the market.

INNOVATION PORTFOLIO

To achieve its innovation thesis and strate-
gic goals, an established company should
then set itself up as a portfolio of products
and services. This portfolio should contain
products that cover the whole spectrum of
innovation; i.e. those that can be classed as core, adjacent and
transformational. The portfolio should have early stage prod-

ucts, as well as mature and established products. A company 29
may also consider having in its portfolio disruptive products

that are aimed at lower-end or emerging markets. The goal is

to have a balanced portfolio in which the company is managing

various business models that are at different stages of their

lives. The balance of the product portfolio should be an expres-

sion of the company’s overall strategy and innovation thesis.

Exishfj freremental
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Source: Nagji, B. & Tuff, G. (2012).
‘Managing your innovation portfolio.” Harvard Business Review, 90(5), 66-74.
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INNOVATION FRAMEWORK

In order to execute on its thesis and manage
its portfolio of products and services, the
company needs a framework for managing the
journey from searching to executing. There are
several examples of innovation frameworks;
for example Ash Maurya’s Running Lean framework® and Steve
Blank’s Investment Readiness model®. At Pearson, Tendayi

has been part of a team that has developed the Lean Product
Lifecycle, which is an award winning innovation management
frameworks°. All these frameworks can be synthesized into the
three simple steps for innovation; creating ideas, testing ideas
and scaling ideas. Every now and again, a company may decide
to refresh the business models of its existing products through
renewing ideas. Having an innovation framework provides a
unifying language for the business. Everybody knows what
phase each product or business model is in. This then provides
the basis for how a company can manage its investment deci-
sions and product development practices.
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INNOVATION ACCOUNTING
With an innovation framework in place,
the company now needs to make sure
they are using the right investment prac-
tices and metrics to measure success. Tra-
ditional accounting methods are great for
managing core products. However, when managing innovation,
different sets of tools are needed. We propose that companies
should use incremental investing based on the innovation
stage of their products. This approach is based on Dave Mc-
Clure’s Moneyball for Startups3. We also propose three sets of
innovation KPlIs that companies should be tracking:

* Reporting KPIs focus on product teams, the ideas they are
generating, the experiments they are running and the
progress they are making from ideation to scale
(e.g. assumptions tested and validated).

» Governance KPIs focus on helping the company make
informed investment decisions based on evidence and
innovation stage (e.g. how close are the teams to finding
product-market fit).

e Global KPIs focus on helping the company examine the
overall performance of their investments in innovation in
the context of the larger business (e.g. percent of revenue
in the last three years).



INNOVATION PRACTICE

In addition to correctly managing investments

in innovation, the way in which product teams

develop their products has to be aligned to the

innovation framework. Pearson’s Lean Product

Lifecycle3* is accompanied by a great playbook

that provides guidance to product teams as they search or exe-
cute on their business models. Adobe’s Kickbox provides similar
guidance, tools and resources3. The core principle for innovati-
on practice is simply that no product can be taken to scale until
it has a validated business model. As such, during the search
phase the job of innovators is to validate their value hypotheses
(i.e. does our product meet customer needs?) and their growth
hypotheses (i.e. how will we grow revenues and customer
numbers?). This process requires that teams validate both the
attractiveness of the product to customers and the potential
profitability of the business model. A key part of this innovation
practice is the idea of a network or community. Companies have
to create and support communities of practices that interact
regularly and share lessons on best practice. This ensures that
innovation skills are shared and developed as a human capability
across the company.
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These five principles combine to help create an innovation
ecosystem. The first two principles (thesis and portfolio) focus
on innovation strategy, the next two principles (framework and
accounting) focus on innovation management and the last prin-
ciple is where rubber meets the road and the company begins
interacting with customers and validating business models.
Most innovation labs have tended to just focus on this last part
(innovation practice). But the truth is that without a supportive
ecosystem in place, products coming out of innovation labs will
have high mortality rates. This is why applying all five principles
is important.

As you can see, these elements are interconnected; each repre-
senting a create-test-learn loop of its own. To the extent that
strategy informs investment decisions, the success of these
decisions in turn informs strategy. To the extent that invest-
ment decisions impact innovation practice, innovation practice
produces learnings that inform investment decisions and, in-
turn, inform strategy. This is an innovation ecosystem at work.
Each interconnected piece is responding to data from the other
pieces. Such a holistic approach allows companies to innovate
like startups, without having to act like startups. We will now
describe each principle in detail in the following chapters.
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