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WHAT THE BEST COMPANIES DO

) Growth Readiness

Prioritizing Investments
to Drive Executive Commitment



A FRAMEWORK FOR MEMBER CONVERSATIONS

The mission of The Corporate Executive Board Company and its affiliates (CEB) is to unlock the potential of organizations and leaders by advancing the science and practice of
management. When we bring leaders together, it is crucial that our discussions neither restrict competition nor improperly share inside information. All other conversations are welcomed
and encouraged.

CONFIDENTIALITY AND INTELLECTUAL PROPERTY

These materials have been prepared by CEB for the exclusive and individual use of our member companies. These materials contain valuable confidential and proprietary information
belonging to CEB, and they may not be shared with any third party (including independent contractors and consultants) without the prior approval of CEB. CEB retains any and all
intellectual property rights in these materials and requires retention of the copyright mark on all pages reproduced.

LEGAL CAVEAT

CEB is not able to guarantee the accuracy of the information or analysis contained in these materials. Furthermore, CEB is not engaged in rendering legal, accounting, or any other
professional services. CEB specifically disclaims liability for any damages, claims, or losses that may arise from a) any errors or omissions in these materials, whether caused by CEB or
its sources, or b) reliance upon any recommendation made by CEB.



Analysts estimatethatas  SEEKING NEW WAYS TO CLOSE THE GROWTH GAP

global demand rates stall,
company revenue growth
will slow by roughly 50%. Aggregate Analyst Growth Estimates
Annualized, S&P 500

= Starting in 2013, analyst 8.0% 7.7%
project that the S&P 500
growth rates will halve and
remain low through 2014.
(Pinged Jian again on 2015

3.8%
numbers) 4.0% 3.3%
B |n response, companies
have planned to boost
non-incremental growth 0.0%
investments by almost two- 2009-2012 2013 E 2014 E
thirds.
Shift in Growth Investment Allocation Over Five Years
Average Investment Mix from CSB’s 2012 Growth Investment Benchmarking Survey
Non-Incremental Investments
0,
(SR N ——— . Incremental Investments
0,
22% A =59% 35%
A Greater Focus on
Non-Incremental Growth
. More than 70% of companies report
50% that /arge, non-core investment is a
top strategic priority.
Definition
Non-Incremental Investment
A large growth opportunity 0%
that requires some change to 2007 Planned
the business system, products
or markets.
n = 38.

© 2013 The Corporate Executive Board Company.
All Rights Reserved. CSB5003813SYN Source: Bloomberg, CEB 2012 Aggregate Analyst Projections Report.



Most companies have AMPLE OPPORTUNITY, PLENTY OF CASH

sufficient growth options

and the cash necessary
for investment. Availability of Options for Growth

Percentage of Respondents

= A 2012 CSB poll found that

an overwhelming majority of Grow:f:
members felt that they had Opportunities
sufficient growth options Are Not
available to drive greater Apparent

growth in the short- to mid-

term.
81%
= Further, analysis of S&P 500 Growth
bal heet Is that Opportunities
alance sheets reveals tha Are Sufficient
corporate cash positions and Plentiful

have continually and steadily
increased since the onset of B _
the 2008 recession. n = 79 strategy executives.
Increase in Corporate Cash Positions

S&P 500 10-Q Averages Over Time, Excluding Financial Companies
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All Rights Reserved. CSB50@3813SYN Source: Corporate Strategy Board'’s 2012 Growth Survey, Corporate Strategy Board's 2012 Agenda Poll, Bloomberg.




While options and cash
are abundant, strategists
find prioritization a key
challenge for 2013.

= Qver three-fourths of
Strategists reported
that improving growth
investment prioritization is
a top agenda item for 2013,
surpassing other perennial
concerns such as identifying
growth options and M&A
decision making.

© 2013 The Corporate Executive Board Company.
All Rights Reserved. CSB5003813SYN

PROBLEMS WITH INVESTMENT PRIORITIZATION

Strategy’s Top Priorities for 2013
Percentage of Strategists Rating Topic as a Top Priority and Focus Area

78.9%
80.0%
59.6% 58.9% o
55.4% 52.6%
40.0%
0.0%
Prioritizing Scenario Defending dentifying M&A Decision
Growth Bets Planning Growth Bets  Growth Options Making
n =59.
Strategy’s Frustrations with
Current Prioritization Systems
Option Proliferation Criteria Disagreements Limited Participation
New ideas continually Unable to settle upon Unwilling to take time to
added and revisited evaluation measures review new ideas
N vV N
Head Nods Stalled Decisions Premature Rejection
Agreement does not Endless data requests New ideas are discounted
result in action hinder decision making before being fully vetted

Source: Corporate Strategy Board's 2012 Growth Survey, Corporate Strategy Board’s 2012 Agenda Poll.



Strategists report

lower levels of

executive commitment
for significant non-
incremental investments.

® | ack of commitment to non-
incremental investment can
cost a company 3.25% less
return (above hurdle rate),
or a 34% lower profit than
they might otherwise
achieve.

= | ow commitment implies
a weaker executive
understanding of investment
merits and willingness
to maintained continued
support.

Definition

Executives willing to invest in non-
incremental projects and actively
support thier development through
launch.

© 2013 The Corporate Executive Board Company.
All Rights Reserved. CSB5003813SYN

COMMITMENT MATTERS

Average Level of Executive Support for Non-Incremental Investments
Degree Sufficient Support Exists for Non-Incremental Investments Given Strategic Objectives

33%
Committed

67%
Under
Committed

Impact of Commitment on Risk-Adjusted Return
CSB 2013 Growth Benchmarking Survey’

A 3.25% premium? exists for

3% Greater Return
2% Greater Return 1.50

1% Greater Return

Portfolio Met Expectations

Committed to
1% Less Return Non-Incremental
Growth

2% Less Return

3% Less Return

n=232.

T Five year return of the 2007 growth portfolio as measured against expected return.

those most committed to non-
incremental growth investments.

Uncommitted to
Non-incremental Growth

(1.75)

2 Difference in return between those with above average commitment and those with below average (p < 0.05).

Source: CSB 2012 Growth Investments Benchmarking Survey.




Strategists have anumber | A WIDE ARRAY OF PRIORITIZATION TOOLS

of tools at their disposal

to enable prioritization.
Strategy’s Primary Tools for Investment Prioritization

® The tools used to prioritize
growth investments break

into two main categories,
the fact-base of decisions

and decision process tools Market Assessments Feasibility Governance Structures | Stakeholder

to manage the investment Assessments Engagement

review process. = Market Intel = Capability analysis ® |nvestment review = Blocker analysis
m Risk assessments B |nvestment Process ® Project support

= Analytics focus on external,

market-facing assessments ® Scenario analysis seguencing ® Standard criteria ® Strategy training
or internal-facing = Portfolio analysis " Risk mitigation " Prototyping and = Strategy
considerations. ® Strategic gap pilots communication
analysis m Separate core/
® Decision process focuses on noncore evaluation
either group decision making
or individual stakeholder ) ] o ) ) N
® Provide fact basis for decisions ® Coordinate collective decisions

decision making.

® Frame external and internal environment Structure decision making guidelines

= Anticipate future states = Drive personal engagement

= Demonstrate “relative value” (trade offs) Surface hidden assumptions

Source: CSB research.

© 2013 The Corporate Executive Board Company.
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Strategy focuses its
prioritization efforts on
market assessments and
managing governance
structures.

Strategists report heavier
reliance on market-facing
analytical tools than internal
feasibility assessments by a
2:1 margin.

For decision processes, tool
usage is evenly split with a
preference for governance
structures.

© 2013 The Corporate Executive Board Company.
All Rights Reserved. CSB5003813SYN

FINDING 1: PREDOMINANTLY MARKET + GOVERNANCE

Focus of Strategists’ Prioritization Activities: Frequency of Use

Percentage That Strategists Rely on Each Prioritization Technique

70%

35%

0%

Analytical Tools

66%

Market
Assessments

Market Intel analysis
Risk assessments

B Scenario analysis

n = 49,

Portfolio analysis

34%

Feasibility
Assessments

Capability analysis
Investment
sequencing

Risk mitigation
Strategic gap
analysis

Source: CSB’s 2012 Growth Investments Benchmarking Report.

70%

35%

0%

Decision Processes

56%

Governance
Structures

Investment review
process

Standard criteria
Prototyping and
pilots

Separate core/
noncore evaluation

44%

Stakeholder
Engagement

Blocker analysis
Project support
Strategy training

Strategy
communication



Though most use FINDING 2: THE LEAST USED TOOLS DRIVE COMMITMENT

a market-based
governance approach,

it is the least effective Prioritization Method Impact on Executive Commitment
at driving commitment. Correlation Between Commitment and Effectiveness of Prioritization Tool Groups
Analytical Tools Decision Processes

® To understand how
prioritization tools drive "
commitment, CSB research o4 o4 0.4
looked at how strategists’
proficiency using different
prioritization tools
impacted overall executive
commitment levels.

0.2 0.2
= Analysis of results from
the 2013 CSB Growth 0.1
Benchmarking Survey
revealed that those
companies which effectively 00 — 00
overaged nternal e e e
assessments reported higher
commitment levels overall, ® Market Intel analysis ® Capability analysis B |nvestment review ® Blocker analysis
irrespective of proficiency B Risk assessments B |nvestment process B Project support
with market-based tools. ® Scenario analysis sequencing ® Standard criteria ® Strategy training
= Portfolio analysis ® Risk mitigation ® Prototyping and ® Strategy
m | jkewise, those able to B Strategic gap pilots communication
more effectively leverage analysis B Separate core/
stakeholder engagement noncore evaluation

tools received a significant
increase in commitment over
those that just relying upon n =49

governance structures. o
" Significant at p < 0.05.

Note: Correlation between executive commitment (as reported by Strategists) and Strategy’s
effectiveness at leveraging each toolset to drive prioritization decisions.

Source: CSB’s 2012 Growth Investments Benchmarking Survey.

© 2013 The Corporate Executive Board Company.
All Rights Reserved. CSB5003813SYN




Market changes have
altered how executives
make decisions and
develop commitment.

Prior to the recession,
commitment could be
captured on the basis of
the opportunity’s inherent
attractiveness.

Today the basis of
commitment to major
growth bets has
fundamentally changed.

Strategy must consider
how changes to executive
commitment and decision-
making habits impact

the tools used to assess
investment options.

THE BASIS OF COMMITMENT HAS CHANGED

Historical Context to Executive Decision-Making

Contextual Factors Before 2008

Market Change =

Robust YoY growth rates

Stable growth trends makes market
data more reliable

Today

Slower growth

Market volatility makes market data
unreliable

Executive Sentiment =

Can we go beyond the core?

“I'd rather be fast than right”

Will we disrupt the core?

“Risk comes from not knowing what
you're doing.”

© 2013 The Corporate Executive Board Company.
All Rights Reserved. CSB5003813SYN

Commitment Drivers =

Inherent attractiveness of the
opportunity

Group consensus on which investments
to make

Market-Based Decisions

Decisions based on the
inherent attractiveness of a
high potential opportunity.

Certainty of return
Strong individual belief in the value

of growth investments

“Readiness”-Based Decisions

Decisions based on the
availability of everything
necessary for success.

10



The combination

of feasibility and
engagement tools
creates a clearer picture
of readiness, driving
confidence.

® Those companies that
emphasize the combination
of feasibility and stakeholder
management approaches
reported significantly
more commitment from
business partners than those
relying most heavily upon
market and governance
prioritization tools.

® This approach more
accurately relates to the
way in which the basis of
commitment has changed.

= We refer to this new
prioritization approach
as one that emphasizes
“growth readiness” over
“market-defined growth”.
This shift reprioritizes
investments based on the
ability of the organization to
successfully execute rather
than on inherent market
attractiveness.

© 2013 The Corporate Executive Board Company.
All Rights Reserved. CSB5003813SYN

NEW CSO IMPERATIVE: PRIORITIZE ON READINESS

Effectiveness of Prioritization Tools in Driving Commitment'

CSB 2012 Growth Benchmarking Survey

Less Commitment

Committed

Somewhat Committed

Not Committed

Market + Governance

n =49,

= Risk “assessment” is not
enough to lower concerns

Differences in
Prioritization Approach

= External market data
lacks credibility as
uncontrollable

= Group prioritization
processes magnifies
perceived risks

Market-Defined

CSO Imperative
P Growth

More Commitment

=20% 585

Feasibility + Stakeholder

} = Risk “mitigation” plans
increases confidence
} = |nternal capability
assessments measure
controllable factors

} = |ndividual stakeholder
engagement responds to
unique concerns

Growth Readiness

1 Means difference comparison of commitment between companies within the top quartile of market + governance scores and those within the top

quartile of feasibility + stakeholder scores. p < 0.05.

n



Prioritize investments
based on the strength of
the three core elements
of readiness.

® To prioritize investments
based on growth readiness,
strategists must consider
the three enablers of growth
readiness, Risk Readiness,
Capability Readiness and
Stakeholder Readiness.

© 2013 The Corporate Executive Board Company.
All Rights Reserved. CSB5003813SYN

ENABLING COMMITMENT THROUGH READINESS

Prioritizing Investments Based on Readiness
Primary Readiness Enablers

Risk Readiness
Ability to mitigate
impact of market forces

Assess market volatility by the ability
to mitigate uncertainty rather than
the possible impact of known risks.

Minimize Net Risk

Growth
Readiness

Capability
Readiness

Stakeholder
Readiness

Assess Growth Capabilities

Size opportunities based on

Probability of %
execution success

Evidence of strong
individual buy-in
Y

N

Solidify Stakeholder Support

Win support by boosting individual
stakeholder engagement rather than
gathering group consensus.

certainty of execution, not by
overall market attractiveness.
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WHAT THE BEST COMPANIES DO

A Worldwide Membership of Thought Leaders

CEB is the leading member-based advisory company. By combining the best practices of
thousands of member companies with our advanced research methodologies and human
capital analytics, we equip senior leaders and their teams with insight and actionable
solutions to transform operations.

This distinctive approach, pioneered by CEB, enables executives to harness peer

perspectives and tap into breakthrough innovation without costly consulting or reinvention.

The CEB member network includes more than 16,000 executives and the majority of top
companies globally.

Contact CEB ) \:” +1-866-913-8102
to Learn More

=, Strategy.Support
= @executiveboard.com

www.executiveboard.com/strategy

25+ Years of Experience
110+ countries Represented
10,000"‘ Participating Organizations

240,000+ Business Professionals

88% of the Fortune 500

82% of the FTSE 100

56% of the Dow Jones Asian Titans 50



