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R&D investments higher than ever

Global
R&D investments

~$1,700bn

1 Source: Battelle, R&D Magazine 2016
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VW
Samsung
Intel
Microsoft
Roche

Google
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Companies with highest innovation
expenditure

D 15.3 (5.7%
D 141 (7.2%)
I 1.5 (20.5%)
D 11.4 (131%)
P 10.8 (20.8%)

I 0.8 (14.8%)

R&D investments 2015 in bn'(share of turnover)




SIMON ¢ KUCHER & PARTNERS

Despite high investments poor innovation performance Strategy & Marketing Consultants
72% o New products: "flop rate
products do not achieve
profit target Japan 76%
in 25% of companies usa [ 7
all products fail to meet
profit target Globally 72%

DACH 69%

Source: Globlal Pricing Study 2014; n=1.615
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72% What goes wrong here? A typical example Strategy & Marketing Consultants
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72% — What goes wrong here? A typical example Strategy & Marketing Consultants
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VS.

= Became most important
Porsche car

= 73,000 Cayenne sold in 2015

= Second biggest new product flop in
2012 after the Apple iPhone map

= Disastrous sales performance
= Future uncertain



Monetizing innovation
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Fai I ure Categ Ol‘i es Strategy & Marketing Consultants

N s < ,
Feature Shock Minivation Hidden
b DS Y T

FirePhone: ParcAssist: Digital technology: Segway:
= Fromthe iPhone huntertoa = Cost plus pricing = 1974 Kodak's Steven *» Launched at €7,5242)

cheap phone towards VW and Sasson invented the digital = Sales target acc. to bus. plan:
= From $199" to $0.99 in 4 other OEMSs: approx. €100 camera technology _ 50,000 in the first year

months * OEMs understand »= 1995 Kodak introduced its A ’I s
= $170 million in inventory full customer value first digital camera; only in " Aclual sales:

Write-downs = VW's customer price: €670 2001 they got serious on it - 30,000 in 6 years3)

= 2012: Kodak declared
bankruptcy

amazon @ Kodak _?.SEGWAY”

Source: Simon-Kucher & Partners; 1) incl. contract; 2) MSRP Segway X2 S; 3) Wikipedia
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Monetizing innovations
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The sad truth: Record R&D
investments; 72% flop rate; future
growth is at stake

Just four flop categories:
—Feature Shock
—Minivation
—Undead
—Hidden Gem

But: these flops can be avoided
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The answer to knowing vs. hoping to monetize:
. = - - SIMON ¢ KUCHER & PARTNERS
The 9 steps framework for monetizing innovations Strategy & Marketing Consultants

-I Segment! The core:
One size fits Product

: none! 2 configur-

“ation and

bundling

B . v ey s —
- Monetization Pick the winning Outs\%e;'m
model: price strategy: business 1
you charge Only 3 options \ \Jhat pcludes

trumps what
you charge

L sl 2 m\

) 3
A
—— °

g psychology

7 <1 Value Use Maintain your
- S=- communication: behavioral / . price integrity
The product 7 se pricing &
will not sell itself 2o tap into
®.

Source: Simon-Kucher & Partners
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Without the WTP talk you cannot prioritize & focus! e

Strategy & Marketing Consultants

Early WTP talks at a 2 sided marketplace.

Features WTP in $
Free ground shipping

Communicate on-line with seller over chat

24x7 customer support

Early access to special deals

Price guarantee

Membership sharing = From 25 to 10 features
Highlight connections from Facebook ] = Clear ranking of these 10
Ability to place a video call with seller * Principle: Focus on

winners, get rid of

$10 off first purchase losers early

Message with friends

Source: Simon-Kucher & Partners
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How? Example: Van Westendorp Strategy & Marketing Consultants

100%
80%
60%
—
40% —— r"_"_,
—“

20%

|

y
0% '
$- $50 $100 $150 $200
—Acceptable Expensive =——Prohibitively Expensive

Source: Simon-Kucher & Partners
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- . . SIMON ¢+ KUCHER & PARTNERS
Segmentation in action

Strategy & Marketing Consultants

Needs/Features Al Segments
customers
"Want the best" "Want it now" "Want product "Want price only"
(30%)" (40%) only" (10%) (20%)
Price (+/-10%) /
Service programs
On-time delivery
oo e performance = Basis: WTP/needs data -
always!

Product quality (converter)

Speed of delivery Statistics and common

sense
Tech support m
Less is more

Early on task

Importance of needs/features in %

* Segment size (value)
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How you charge trumps what you charge Strategy & Marketing Consultants
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PrediCtive maintenance Strategy & Marketing Consultants

= So far: maintenance/repair service done by
technicians

= Revenue model: price/h; plus travel, emergency
surcharge

= With |loT: no/less repair; preventive replacement of
parts etc.

= Future revenue model:
— include maintenance in machine price
— offer long-term maintenance contract
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POWGFfU' monetization mOdeIS Strategy & Marketing Consultants

Alternative Subscription Pay as you Dynamic
Metric model go/XaaS Pricing
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E Outside-in business case: from hoping to knowing

1

Segment'
- One size fits

» Price and value elasticities

4 included? |C{<the Wlﬂﬂlﬂg.

price strategy:

= Cannibalization b Only 3 options
quantified?

= Competitive reactions

(war gaming) considered? s Use
"¢ . ». behavioral

pricing &

.~ B

7 ;»j Z ) 2 . (’f\\:.‘/‘;," \ X .Vf,f/ \\\"3 ‘\ e /‘
F  will not sell itself elergl el it tapinto
> S &\ _‘.\f\" ),
- X i psychology

Source: Simon-Kucher & Partners
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The core:
Product

J..A M

Outsi e‘ﬁn
business case:

\THa)l includes WTP

(em)

1

Maintain your
price integrity
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HOW dOeS thiS apply tO SerVitization? Strategy & Marketing Consultants
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Servitization: understand value as first step

Description/use cases

Fleet Tools are equipped with GPS
management module (site overview,
theft control)

Sensors are inserted in waste
containers and communicate
when the container is full
(route optimization)

Production Machines are equipped with
optimization cameras that monitor the
production process (central
server adjusts production
process)

Elevators are equipped with
GSM modules (data on #
journeys, duration of the
journeys and calculation of
maintenance dates)

Maintenance
management

Project examples anonymized for confidentiality reasons
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Agricultural machines are equipped
with GPS and wireless
communication (tracking and
optimized travel times)

Consumption meters automatically
transfer readings to a cloud and
can be viewed there (no taking
manual readings, transparency
for users)

Customers customize food
packaging online, directly
transferred to packaging machines
(no manual intervention needed)

Industrial printers send
information on consumable fill
levels to a central server
(automatically plans maintenance)

SIMON ¢ KUCHER & PARTNERS
Strategy & Marketing Consultants

Monetization examples

p =

Monthly usage fee for GPS module

Two-part tariff:
Purchase price for machine + annual/monthly
payment for using fleet management software

License fees for data assessment software

Selling usage analyses
(instead of selling hardware)

Monthly usage fee for data analysis on the
central server

License fees for software

Tariff options
(GSM module included/not included)

Two-part tariff: Buy remote maintenance
module + annual fee for live diagnostics

20



Caterpillar is monetizing cost savings to customers with its loT-
- - - - - SIMON ¢ KUCHER & PARTNERS
enabled marine predictive maintenance solution Strategy & Marketing Consultants

BUSINESS OVERVIEW

Industry: Industrials

Company profile:

= |ndustrial equipment and solution provider with annual revenue of USD38bn

= Digital vision of transforming data and information into actionable insights for customers to save them time,
money, and resources

Situation:

= Advances in loT technology and a partnership with Pentaho, a big data analysis platform, enabled Caterpillar to
develop new predictive maintenance solutions

DIGITAL TRANSFORMATION

Digital business model:

= |oT-enabled shipboard sensors monitor everything from generators to engines, GPS, air conditioning systems, and
air meters to collect trillions of data points

= Big data platform enables customers to easily perform complex statistical and predictive analysis to identify key
insights and potential cost savings

= Allinclusive "Predictive-Maintenance-as-a-Solution" model that includes loT devices and an analysis platform
differentiates Caterpillar from competitors

Impact:

= One customer identified the optimal generator utilization for its fleet through multivariate predictive analysis, leading to
savings of more than USD650k annually

= Another optimized its hull cleaning frequency by analyzing the correlation between spend and performance
improvement, saving more than USD5m annually

Source: https://www.forbes.com/sites/bernardmarr/2017/02/07 /iot-and-big-data-at-caterpillar-how-predictive-maintenance-saves-millions-of-dollars/#58ee264b 7240
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Significant part of the customer value resides now on digital

and service aspects

Offer the customer a complete solution
with digital added values...

Industrial __
companies Sales AND digital added value Customer

= Directly selling a complete loT solution

= Digital added value to customers without involving a
software company

= Value added lies entirely with the manufacturer, close
customer loyalty

Source: Simon-Kucher & Partners

OH_034IT008_TI_IT_Manufacturing 4 0_vsent

SIMON ¢ KUCHER & PARTNERS
Strategy & Marketing Consultants

...instead of letting yourself be pushed out

and losing customer contact!
o ql ..

Digital
F=To Lo [=Yo RVZ1[IT-) Gustomer

LR

Industrial Software
companies companies

= Selling the sole product

» Loss of customer contact with digital value-added
services

» |ess customer contact and thereby a lower level of
customer loyalty

22
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A single chance to seize different opportunities Strategy & Marketing Consultants

MARKET PERSPECTIVE

@ Overall offer enlargement through the integration of the loT solution

@ Improved competitive positioning from the unique set of new market data

@ Possibility to exploit a first-mover advantage on a developing loT eco-system

@ Revenue increase from both the core business and new potential business scopes

CUSTOMER PERSPECTIVE
@ Increased customer satisfaction through improved solution usability and functionalities

@ Availability of an extended set of customer data
@ Targeted and optimized offer through accurate analysis of collected data
@ Higher customer retention from a stronger competitive positioning

FINANCIAL PERSPECTIVE

@ Increased marginality following to reduced operative costs
@ New and differentiated revenue streams from alternative pricing models

@ Additional revenues from a business scope enlargement
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Customer and end-user benefits
Benefit categories affecting the rest of the value chain

(+)
Business
benefits
Customer benefits:
The level of benefit Process Product
referred to B2B customers benefits benefits
implementing an loT
technology within their
business
Emotional
benefits
(—

>
»

o

End-user benefits:
The level of benefit deriving from the use of loT
technologies in daily life and recurrent activities
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Product/Machine:

Benefits refer to monitoring, remote
control, costs optimization and
improved service & maintenance

Process:

Refer to precise strategic
information, documentation
management and automated
processes

Business:

Include higher customer
satisfaction, potential new markets,
value-added services and new
business models

Emotional:
Refer to safety, personal esteem
and social prestige

24



Servitization often refers to software/applications:
how to monetize it

SIMON ¢ KUCHER & PARTNERS
Strategy & Marketing Consultants

. 4 Define objectives per market and align pricing strategy with corporate strategy, market situation,
o Price strategy i o
A customer needs, channel and product priorities.
- Focus today
é CITEITIE] SIVETE o‘"o Review products to identify core applications and add-on modules that incentivize upsell potential
& bundles NS
Price structure = Apply the optimal price metrics and model to improve fit with market needs and to maximize
& metrics =EE revenues. There are alternatives to "price per product"!
. == Define prices in line with the true value of the product or service.
e Price level === . . , o :
SSS Evaluate price elasticity for different customer segments to optimize prices.

? "Freemium"

Design free product version with basic features to win customers and provide also one or more
payable premium product versions to achieve upsell

G New product
pricing

Discount
steering

Customer
migration
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Define launch pricing for new products/product innovation

Monitor discounts and adjust escalation guidelines. Link incentive system to price quality.

Develop customer-specific migration to new price model. Make sure you communicate good
arguments for price (model) changes.

25



We determine value of features to different segments

Feature value for PRODUCT

% of respondents

Premium Leader Filler

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17

Features
Leader features: Premium leader
Necessary inthe  features: Create bundle
base bundle differentiation by placing

these in premium bundles

Source: Sales survey exercise
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18

19

20

B Must Have

21
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Project example

B Must Have (new/roadmap) == No value

Minimal value

22 28 24 25 26 2t 28 29 30 31

Indifferent features:
Remove features from bundles and investigate
as add-ons

26



Example: Basics + Add-on

Basic Profile overview

0 Add-ons

Cost efficiency Cost analysis

L

Safety Usage overview

Source: Simon-Kucher project database, anonymized for confidentiality reasons

OH_034IT008_TI_IT_Manufacturing 4 0_vsent

L

Data settings

Repair and
service log

Access control

L Leader

Online store

Spare parts
exchange schedule

F

Accident tracking

F Filler A Add-on

SIMON ¢ KUCHER & PARTNERS
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Project example

Bundle strategy needs to
be fully aligned with
customer needs and
buying behavior

27



Decide on the price structure

Linear Pricing . .
Dynamic F

Non-Linear Pricing
Dynamic price mo . ..
Usage-oriented pricing

pA

/ Minimum Price with
"Price per usage"

-———» Usage

A
h
P A
-u—Lr[LlJ-LL Progressive/degressive
A
R

. J "Price per usage"
e

Usage

"Price per usage" with
maximum price

S VA
Usage

SIMON ¢ KUCHER & PARTNERS
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Usage-oriented price drivers

Usage
behavior

Customer
preferences

Demand

We have developed price models in several thousand projects. This extensive project
experience helps us to assess strengths, weaknesses and feasibility of price models.

Source: Simon-Kucher & Partners
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Example result: Willingness to pay is determined by various
SIMON ¢ KUCHER & PARTNERS
methOdS and sources Strategy & Marketing Consultants

Basic Version Standard Version Premium Version

€0 €80 €0 €80 €0 €80

Qualitative survey

Price experiment

Market benchmark Usage of a method mix
is especially for new
Van Westendorp method solutions with high

importance crucial

Importance of price
(Conjoint analysis)

Price elasticity
(Conjoint analysis)

Customer data

~ ~ ~
€11-€22 €18-€44 €41-€60

Source: Simon-Kucher & Partners Price range suggested from method |:| Price range after the combination of all methods
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Move from engineer driven to customer driven feature design

and utilize customer insights

Traditional approach: engineer-driven
Importance of item to customers

© Mostly unknown!

,. ‘..t. [ ] 0.

PY ® <«— Each red bubble represents a
® o o feature in the value set

®

Share of customers that use the item in price comparisons

O Mostly unknown!

= All potential features used to value-adjust prices vs.

competition, regardless of customer comparison
practice

= Engineers drive pricing methodology and output

Source: Simon-Kucher.
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Best-in-class approach: customer-driven

Importance of item to customers

; Definitely driving
! the price
. °, p
i ()
; [ L)
i (] )
P ele o
: [ W)
o .

Share of customers that use the item in price comparisons

= Only features which are relevant for customers
and which are usually compared by them
appear in the value set

= Typically, 10-15 items mirroring customer
behaviors, differentiated by country and model

30
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Creating a monetizing innovation type of process s relatively :sim,b/é.""
But deploying it and making sure it stays_in place for every new

product can be like climbing the Mount Everest.

Ralf Drews,
former President of Drager Safety



