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Board Practices on Innovation Governance Survey
- Background

» Goal: The survey aims to understand the state of innovation governance in corporate boards - How are
boards steering, promoting and sustaining innovation?

« Target group: Chairmen, Board members, CEOs
« Carried out by Spinverse for Technology Industries of Finland
» Survey was distributed through Technology Industries of Finland, marketing also by DIF and Boardman
* Survey open in June 2019
« 70 responses, most from the metal and mechanical engineering industry
* SMEs and large companies equally represented
» CEOs and board members equally represented
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Response overview

» Survey invitation was sent through Technology Industries of Finland mailing list
» Marketing of the survey also through Directors’ Institute Finland and Boardman

« 70 responses
Board member

24%

CEO
50%

Chairman of the board
27%

Members of
» Technology Industries of Finland: 91%

* Directors' Institute Finland 21% -




Company representation
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SMEs and large companies are equally represented

Respondent company size

Large ( » 250 employees
and turnover > 300 M€)
19%

Small (<50
employees)
30%

Mid-Cap (> 250 employees
but turnover < 300 M€£)
25%

Medium (50-250
employees)
26%

Respondent company ownership

Management-owned
8%

Publicly traded
9%

Privately-owned

6% 4%

Foreign-owned (subsidiary
of multinational or over 50%
in foreign control)

11%

Government-owned
A%

Cooperative

4% Family-owned

55%

Venture capital-owned



Largest representation from the metal and mechanical engineering

industry

Respondent company by industry

Other Forest, Pulp and Paper
4%

Life Sciences and Healthcare

2% Mining and Metallurgy

6%

Electronics and ICT
28%

Construction
9%

Metal and Mechanical
Engineering
50%

The size of the annual R&D budget

Don't know / not applicable
8%

>15% of revenue

8%
<2% of revenue

31%

10-15% of revenue
3%

6-9% of revenue
17%

2-5% of revenue
29%




Findings
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Most boards discuss innovation, but third think innovation is not given
enough priority on the board’s agenda

* In 85% of companies, innovation was included on the board’s agenda at least once a year, most often
four times (23%) or twice (16%) a year

Innovation is given enough priority on our board's agenda

Strongly Agree
10%

Strongly Disagree
8%

Disagree
21%

—_ Neither Disagree nor
Agree
20%




CEO has a central role in presenting innovation on the board’s

agenda

Who presents innovation on the board’s agenda?

Chairman / Board Member
CEO

CTO

CFO

Chief information officer
Chief innovation officer
Business unit head(s)
R&D head(s)

Don't know / not applicable

R

CEO 46%, CoB 27%, MoB 27%

CEO 55%, CoB 15%, MoB 30%




CEO also holds the budget for innovation most often

Who in your company has the budget for innovation?
Don't know / not

applicable
13%

= SMEs 13% | R&D head(s)
= Large 87% 15%

CEO | = SMEs 71%
45% | = Large 29%

SMES 25% Business unit head(s)

« Large 75% 15%

5 Chief innovation officer
] EMrES 18; & CINO CTO |= SMEs 33%
arge Lo 6% 6% = Large 67% -
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Boards have learned to discuss business model innovation,
although product and service innovation dominate

What types of innovation are discussed in your board meetings? o - )
(max 3 most relevant) = 81 % discuss incremental and
. 40 % radical innovation
65 %
60 c4 00 = 90 % consider digitalization
: 22 % as an important driver of
50 A . .
] Innovation
40
] 32%
30 1
20 15 %
10
: 2% 29
0 1
Product Service Process Business model Go-to-market  Technology Don't know /
innovation innovation innovation innovation strategy platforms not applicable
innovation
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Half of the companies have an innovation strategy or have
integrated innovation into other key strategies

Currently, our company has an innovation strategy

Part of R&D strategy

Don't know / Not applicable Third of respondents that
5%

2% : :

have an innovation
strategy (or other plan)
consider the plan is not

Yes defined clearly
37%

Part of overall company strategy
3%

Part of business unit plans
5%

We are currently developing
our innovation strategy
15%




Status of innovation strategy vs. company size

We have an innovation strategy We don’t have an innovation We are currently developing our
or other plan strategy innovation strategy

Large
Large 25 9%
33 %
SMEs
44 %
56,;\5/: SMESs
75 %

Large
56 %




Digitalization drives the renewal of internal processes and
development of new business models

Because of digitalization, our company is currently... (max 3 most relevant)

el A e 2l . :
Other actions:
Developing new additional business model(s) [

59%

“Focusing our business

Renewing internal processes and systems more”

ey, | “Disrupting the

Improving our digital competences by training our ”
segment

existing employees

Improving our digital competences by recruiting new
employees

20% | “We are digitalization
company. It is in our
31% | DNA by default”

Taking part in an ecosystem (network of partners)

Other actions, please specify 5%

We are currently not implementing changes due to 12%

digitalization
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Current competition concerns boards more than new entrants

Which innovation risks does your board discuss? (max 3 most relevant)

s I %
Risks in new technologies _ 11%
Profitability risk _ 50%
Competitors' offering _ 11%
Competitors' technologies _ 32%
New entrants entering the market _ 23%
New entrants entering with disruptive business models _ 11%
The changing expectations of our existing and/or _ 30%
potential customers

Legislation I

R

80% of boards
discuss the risks
related to
innovation at least
once a year




Innovation does not play a major role in management incentive
plans

 Only 12 % of boards have set criteria related to innovation in their management incentive plans
» Criteria in use (emphasis on specific innovation project or new business area):

Percentage of sales achieved through new products _ 55%
Percentage of R&D spent on high risk/high impact _ 18%

projects

Increased profitability through new products/services _ 64%

Other criteria:

“Workflow”
“Achievement of R&D targets”
“The level of automation in manufacturing processes”

R~



Over half of respondents think the innovation track record is
important when appointing a new CEO

When appointing a new CEO, how important is her/his innovation track record compared to other criteria?

Not applicable / Don't = CEO 100%
know Not important
11% 4% Of little importance

™ Ta CE0 50%
=  MoB 50%
Very important
= CEO 42% 21% Moderately important
= CoB 33% ya 25% -
- MoB 25% " CEOS0%
= CoB 36%
=  MoB 14%
Important
- ceoas | >°
= CoB 21%

! = MoB 37% . :




Recent survey on board time management and involvement in
strategic decision making

» Survey ordered by Directors’ Institute Finland in Spring 2019
» Strategy work or discussion takes 32% of time in board meetings

Suomalaisten suuryritysten hallituksissa

Tarkeys 1-7 (1 = ei lainkaan, 7 = merkittavasti) LAHDE: HALLITUSTYOTUTKIMUS 2018-2019
Transformaatiot ja

g : IPR- t
disruptiot 5,8 PR-kysymykse 2’8
Asiakas-kohderyhmat, asiakas- 5 2 Rahoitusinstrumentit, rahoitus- 3 7
suhteet ja asiakasymmarrys ' jarjestelyt ja padomarakenne '
Henkilsto ja organisaation 5 O Yksittdiset tuotteet 4 O
kyvykkyydet ' ja teknologiat '
Tuote- ja palvelutarjooma tai 4 9 Kansainvalistyminen ja maan- 4 -I
-portfolio ' tieteelliset markkina-alueet '

Vastuullisuus ja
kestava kehitys 4:8 Kumppanuudet 4.3

! Source: Kauppalehti 26.6.2019 (Nordic Institute of Business & Society)

——


https://www.kauppalehti.fi/uutiset/hallitusammattilaiset-tutkituttivat-toimintansa-konsensushenki-jyllaa-strategiatyo-ronsyilee/4496e348-b4c8-4379-b649-40be7a964c42
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Conclusions

« Business model innovation was found to be one of the key innovation themes discussed by boards

« Companies have a strategy for innovation or are developing one, but clarifying the strategy still needs
work

« Boards need to also discuss radical innovation, as management is involved with incremental innovation
» Boards need to consider including criteria related to innovation in management incentive plans

«  While innovation issues are most often presented to the board by the CEO, a wider representation of
presenters can provide a more comprehensive outlook on relevant innovation themes
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