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To understand the secrets
of connected innovation,
ask the world's best
entrepreneurs.

The business people who contributed views to this report are winners and finalists
of our unique Ernst & Young Entrepreneur Of The Year® award. Nobody has a
better real-world understanding of the need to connect innovation to profit.

They understand that innovation is the primary force that can catapult a company
to market leadership and keep it ahead of its rivals. They know from experience that
the passion for innovation that started them on their journey has to be protected
and nurtured.

And they know how hard that can be. As a business grows, it's too easy to snuff out
the creative spark with a stifling layer of process and bureaucracy.

Don't let that happen to your business. Learn the lessons that the world's best
entrepreneurs share in this report.

We thank them for being so generous with their time and insights, in the knowledge
that everyone who reads this report will improve their business as a result.

We can distill what entrepreneurs told us into five key questions
for fast-growth companies.

Companies that get these questions right will accelerate their journey to market
leadership. Governments that provide the support required will foster a vibrant,
entrepreneurial business sector.

How can you make innovation a targeted, strategic and
funded priority?

How well do you combine process and spontaneity?
How do you innovate around product or service details

and the big picture?

How do you allow ideas to flower while exploiting those with
potential?

How well do you innovate around how the business works,
not just what it does?



Five insights

Lessons from the world's best entrepreneurs

Growth and innovation are intimately linked. Our survey of the world’s best entrepreneurs
produced these five insights on how to harness the power of innovative thinking.

Don't leave innovation out of
strategy.

Innovation is the fuel that will power
your fast-growth company on its
journey to market leadership. But
many businesses fail to set strategic
priorities for innovation, or they

do this badly. Make innovation a
boardroom issue.

Good ideas are too
valuable to waste.

Game-changing ideas are like

gold dust: hard to find and easy

to lose. Your search for them, and
your process for developing them,
should be rigorously managed and
company-wide. Innovation needs
to be organized.

Rethink how the
business works, not just
what it does.

Entrepreneurs are often brilliant
at thinking up new products and
services. But to stay on your
fast-growth path, you need to
apply that same innovative zeal
to how you run your business,
not just what it does.

Your power to innovate
makes you unigue — don't
lose it.

As your business grows, you need
to keep the spirit of creativity
alive. Bureaucratic thinking can
kill innovation in a blink. It's the
leader's responsibility to foster a
creative culture.

Balance blue sky and
pbottom line.

Fast-growth companies must connect
creativity and profit. If you cannot
turn your new ideas into products
and services that contribute to the
bottom line, your journey to market
leadership will slow or stop. You need
the right balance between blue-sky
thinking and making money.



Innovation
and strategy

Some of the best and most
profitable business ideas have
sprung from the classic “eureka
moment.” But that is not how
sustainable innovation works.

Fully formed ideas do sometimes present themselves, as if
from nowhere. But companies that sit around waiting for
creativity to just happen will not grow and prosper.

Entrepreneurial companies understand the importance of
innovation to their growth journey. Yet not all of them set
the kind of board-level objectives needed to drive innovation
forward.

Our survey found:

» 82% of the entrepreneurs strongly agreed that innovation
was critical to the growth of their business. The same
percentage said it was the one genuine advantage they had
over their rivals.

> Yet half of the entrepreneurs said that setting formal
priorities for innovation played no role in their strategic
planning process, or that they did this badly.

“Innovation is a long-term process that
cannot be turned on and off as financial
results vary; it requires consistent,
long-term enduring support.”

What role, if any, does setting formal priorities for
innovation play in your organization's strategic planning
process?

70%
62%
60%
" 54
50% - 50%
40%
9
30% - 29% 22
%
20% - 16% 18% 18%
B
0%
We do so No role We do so
effectively ineffectively
Americas [l Asia-Pacific EMEIA

3 Connecting innovation to profit



A culture
of innovation

As entrepreneurial businesses “We assume that 50% of revenue in five
grow, they need to protect the years' time mqst come from'sources
free-thinking, creative behaviors .t::;\?a::()t exist today. That's why we
that launched them on their journey

to market leadership. They need to
foster a culture of creativity.

In what ways do you encourage innovation?

90% -
80% 1 77%
70%

Without a high-level emphasis on the need to innovate, ways 60%. 62" 62%

of thinking and acting can become ingrained; new ideas can 8% 1 >6%

seem impractical, unwise or threatening by default. Before 20% 7 43%

long, innovation, if it happens at all, only takes place on the 40% 310 1 33% 33%

periphery, with the focus on small, incremental improvements ~ 30% - 27% o1%

to existing products and services. 20% - =

Our survey found: 10% I IS%

0%

» Combining innovation and scale is a pressing challenge. Half 852 S£§ ?&:fé 258 §§§§§
(49%) of the entrepreneurs said that innovation had become 828 285 §§§ °gz g%ggg
more difficult as their organization had grown in size and %%“ §§ 5;-5 E = §§E
complexity. )= i sz °

= &3

» Entrepreneurs from the Americas were more likely to solve . ) .

Americas M Asia-Pacific EMEIA

this problem by hiring creative people (77%). Those from
the Asia-Pacific and EMEIA regions liked this approach, but
they were more likely than their Americas peers to develop Where does innovation more frequently take place

alliances with outside partners. in your company?
» The majority of entrepreneurs did not offer their staff T0% 7 con
monetary rewards in order to encourage innovation or give 60% -
them a set amount of “ideas time.” However, those from the  s0% . .
. g . . (] 0
Asia-Pacific region were more likely to use these methods. 40% 36%
» Most entrepreneurs in the Americas (62%) told us that 30% 4 | 28% 24%
innovation takes place throughout their organization, 20% 1 16% 1 40,
indicating that — to an extent — innovation is seen as part 10% %% 30 7% 5% -
e . ’ 2% 2%
of everyone's job. By comparison, the most common 0% .
answer from Asia-Pacific (44%) was that innovation was £5 g5 §3% gse 825
o . . 573 T3 s> Tos SoE
the responsibility of a centralized leadership team or the ot £22 54 £gE ££%
o wn = ©
company owner. 2e 358 g §28 S
< T o < Bcc
[ QL0 ©
5
Americas M Asia-Pacific EMEIA

“Innovation is not a department,
it is @ mentality.”
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Organized
innovation

Innovation is the fuel that can
power a fast-growth company along
the path to market leadership. But
as a business grows, its ability to
innovate has to become organized
and scalable.

This can be difficult if the creative drive in an organization
resides with an entrepreneurial founder or a small leadership
group. The challenge is to strike the right balance between
process and spontaneity.

Our survey found:

» One third (39%) of the entrepreneurs in each region
(Americas — 35%, Asia-Pacific — 46%, EMEIA — 35%) felt
they innovated well in parts of their business, but they
rarely scaled this across their organizations.

» The solution for many Asia-Pacific entrepreneurs was to
seek a more structured approach to innovation. They were
more likely than their peers in other regions to say that they
executed well on a few good ideas but wanted to create a
robust pipeline of new ideas (71%).

» Entrepreneurs in EMEIA may be ahead of the pack on
this point — 41% said their approach to innovation was a
structured and managed process, compared to 35% for
Asia-Pacific and only 22% for the Americas. By contrast,
those from the Americas tended to see their approach as
unstructured and free-flowing (77%).

"It is hard to pick one standout
innovation. Every day there are new
things happening, fed by ideas from
across the team.”

“For a growing organization a structured
process is critical. Innovation needs to
scale through the company.”

We have pockets of successful innovation, but it is rarely
scaled throughout the organization.
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We execute well on the few good ideas, but we need a more
robust pipeline of big ideas.
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Profitable

innovation

A business that cannot turn new “Consistently maintaining a market-
ideas into products and services driven product strategy, combined with
that contribute to the bottom line a culture of innovation, has been the key

T ST to our success.”
will find that its journey to market
leadership slows or stops.

Innovation “for the sake of it"” is often essential, but the speed  We have the right balance between good ideas and
at which a fast-growth company moves forward will depend effective commercialization.
on its ability to connect creativity to profit. A fast-growth
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had the balance right. This is probably a reflection of our Agree Agree Neither agree  Disagree
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finding that they were putting more effort into building a
structured pipeline of ideas (see page 5). Americas M Asia-Pacific EMEIA

“Don't fall into the rut of becoming satisfied
with current processes or procedures. Just
because something made sense a few years
ago, doesn’t mean it's the best way today.”
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Innovation
roadblocks

Fast-growth entrepreneurial
companies understand innovation
better than most. They know that
their ability to achieve market
leadership is intimately linked

to their ability to generate new,
profitable ideas. But that doesn't
make innovation any easier.

The vast majority of respondents said there were barriers
in the way of innovation, which they were working hard to
overcome.

Our survey found:

» Their biggest roadblock is a lack of time and resources.
Perhaps this is no surprise, given our earlier finding that the
majority do not set aside time for staff to innovate
(see page 4).

» Internal politics is an innovation roadblock for nearly
a third (28%) of entrepreneurs from the Americas —
something that their peers in other regions did not find such
a big challenge.

» Asia-Pacific entrepreneurs see lack of formal process as
one of their biggest roadblocks. Again, this may reflect
their standout desire to build a more structured approach to
innovation.

» A third of entrepreneurs in each region told us that lack of
capital was a roadblock to innovation. Measures to increase
the resources they could direct at innovation was the main
area where they wanted government help (see page 8).

“Innovation has to be sponsored and
strongly supported by top management.
That is the only way to keep the flame
burning.”

What obstacles do you find to innovation?
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Encouraging
creativity

Fast-growth companies need to
make innovation a predictable,
scalable activity. It has to be
nurtured, managed and — above
all — funded. There is a capital gap
here, and governments can play a
part in helping to bridge it. Many
are failing to do so.

Politicians can play an important part in helping entrepreneurs
to build successful businesses. Their role can be especially
important in both, developing economies and those suffering
from an economic slowdown.

Different countries around the world have their own ideas
about how to encourage entrepreneurs. Many seem not to be
working.

Our survey found:

» The majority of the entrepreneurs in the Americas
told us their governments did not encourage them to
innovate. Those from the Asia-Pacific region thought their
governments were more supportive.

» Across the regions, entrepreneurs broadly agreed about the
kind of government support they wanted. They called for
tax breaks and R&D incentives and direct subsidies to help
finance innovation. However, those from the Asia-Pacific
region had the greatest appetite for direct investments and
grants (66%).

“We need more incentives and an emphasis
on supporting innovation in whatever way
provides value and growth.”

How should government encourage innovation?
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Innovation is encouraged by government.
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Becoming an
Exceptional Enterprise

Our understanding of what makes
fast-growth companies thrive tells

us that the margin between success

and failure is very slim: getting
it right means getting your
focus right.

As our Exceptional Enterprise diagnostic shows, your ability
to move from growth company to market leader depends on
your ability to successfully execute priority tasks in just six
core business areas.

Innovation is one of these areas, and it is an activity at
which fast-growth companies need to excel. However, they
need to apply their creative enthusiasm to other elements
of the diagnostic, too. Not all do this.

» Fewer than 1 in 10 entrepreneurs in the Asia-Pacific
region told us they innovated in their finance function.
At least twice as many entrepreneurs from the other
regions sought innovations in this area.

» Companies intent on market leadership also need to excel
in the recruitment and management of both people and
customers. Yet the majority of entrepreneurs from the
Asia-Pacific region did not look for innovative
approaches to either challenge. And entrepreneurs from
all regions rated human resources as among their lowest
sites of innovation.

Ernst & Young Exceptional Enterprise diagnostic

Customer
A People
recruitment A
recruitment
and
and retention
management
M Future " ,
anaging anaging
finance market risk
leader
Operational Transactions

effectiveness and alliances

Where does innovation most often take place?
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Ernst & Young

Assurance | Tax | Transactions | Advisory

About Ernst & Young

Ernst & Young is a global leader in assurance,
tax, transaction and advisory services.
Worldwide, our 141,000 people are united

by our shared values and an unwavering
commitment to quality. We make a difference
by helping our people, our clients and our wider
communities achieve their potential.

Ernst & Young refers to the global organization
of member firms of Ernst & Young Global
Limited, each of which is a separate legal entity.
Ernst & Young Global Limited, a UK company
limited by guarantee, does not provide services
to clients. For more information about our
organization, please visit www.ey.com

© 2010 EYGM Limited.
All Rights Reserved.
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This publication contains information in summary form and is
therefore intended for general guidance only.

It is not intended to be a substitute for detailed research

or the exercise of professional judgment. Neither

EYGM Limited nor any other member of the global

Ernst & Young organization can accept any responsibility for
loss occasioned to any person acting or refraining from action
as a result of any material in this publication. On any specific
matter, reference should be made to the appropriate advisor.

The opinions of third parties set out in this publication are
not necessarily the opinions of the global Ernst & Young
organization or its member firms. Moreover, they should be
viewed in the context of the time they were expressed.

About the Ernst & Young Strategic Growth
Markets Network

Ernst & Young's worldwide Strategic Growth
Markets Network is dedicated to serving the
changing needs of rapid-growth companies.

For more than 30 years, we've helped many

of the world's most dynamic and ambitious
companies grow into market leaders. Whether
working with international mid-cap companies
or early stage venture-backed businesses,

our professionals draw upon their extensive
experience, insight and global resources to help
your business achieve its potential.

It's how Ernst & Young makes a difference.



