I nnovation Potential This invention relates to a nethod of determning a
measur e ofvgoAuesiiness' s potentiﬁmwmwm,mmmm tion as an ai dpd1PADMIIONASS
managenent and as a neasure of potential to achieve a high
return on investnent fromthe busi nessse« Background to the invention

Anal ysis of business ris . P I GT | . Lhqgod of a busi ness
performng in io the futépgﬁg'rseéﬁ?éf'égﬁglnﬁ%ggbéh?ﬁé%mhaﬁe increasingly in
demand by ifpvestors and busines rs. .W98120438 di scl.oses a needs
analysi o) ot RN LRER £ MemALH RBraInIBY  EGeUR o RN Squeat | ons
with yess n oamwfcﬁ,inrﬁ)vlaﬁ@gésimé armind:'s;me_ssamhe@érhem@nd@sp@f ﬁ%ﬁSurteQ)fTahe )
sanswer s and neans, to,sel ect a. degree of inportance of each response the
Sel ect | ons Ewgsmﬁ%ﬂra © arDieYFy RisreIHNGR pLRSTBEN o e BieiRgsSons. bei ng
provi ded at the conclusion of the program This programis suitable for
'smal | busi ness assi stance, but does not predict future perftornmance.
W0011671 cﬁ%%gﬁgdéogﬁl'ﬁ’ﬁﬂyf’“natchi ng entrepeneurs with investors using
a conmuni C%ﬁ%i%%%iﬂés@”ﬁ%%b@&@ti@ﬂw@ likeirpoakf & business Béﬁoﬁtﬁn?ﬁﬁess the

Z0o entrepeneur. 4911 di scl oses a systemfor d§£| cting the eftect of
busi nes¥ delbe futaiesargdiffieniidasks hatiare ingreagipgly éndemandpy irvestgesand i nt o

tangi bl e a ' | sset categories and nodels nmarket value as a
function o%swgssg?@éar%gggﬁi es. WO0068861 di scl oses a benchmar ki ng anal ysi s

system i n WMQS8/20438 diseinser azeegs @nalyeis computer systamprhigh consistelata from

nunber of s ' : ; | y l.aht ed basi s keyed

to the suppefjrp@lrab?é@g% édﬁ@ﬂ%&ﬁﬁ@ﬂéfpg%gndér%héﬁfbggér}npy%&lﬁg the industry

aver ages. Tappropradé respbnsdsctodhe answerstand nemnsHoselect & gegree af impatdnae

I nterval s ai ds business.deci si.on ki ng. 0073945 _di scl o met hod for

ki g 1 CLREPERE e FeiRdiRts BRLo Rued MREapiiat SF kiRET of 1

propert%i Tdsrbﬁosamadﬁﬁieas beihgmd@ﬂ%éd)ati’:tlasesmlmdkgx sfathe @ragnaiml Thigiptedramas t he

i ntangi bl e asset .. These recent devel o ts to on the inmportance of

|t ol ect uatiaEs LA PSSR S RATS BUY pps T i aduEEs S TaBR B ocess ¢ ha

produces i nhedoas6TRUisEoSES @E-:Ystémrtﬁ\(ﬁétd':mﬁg BArepePBErs WitiAvesten wingessenti al

to a business using its intellectual 3s cagltal t o devel op new products,
g‘fﬂé" 'lji’%%\gﬂa

processes aRMNYERIL ReswaEAnsac it3,eqaple investoioRsEEIBES10
PCT/ AUOZ{ Wdnkfepéneéfyd achi eve and maintain a high rate of return on

I nvest ment \$VROO) The process o _ .
_ 00034911 discloses a system for depicting the effect of business decisions on

; e3ej : Cg>>?@ @B6BT: CENQ~Z WO 02/ 01 3510 PCT/ AU02/ 00111 Anal ysis of Busi n

market value. The system classifies assets into tangible and intangible asset
categories and models market value as a function of these categories.
WO0068861 discloses a benchmarking analysis system in which a benchmark
25  provider receives appropriate data from number of suppliers and then the data is
analyzed on a weighted basis keyed to the suppliers status in the industry and
then compared to the industry averages. The supply of the data and the
benchmark report at regular intervals aids business decision making.
WOO0073945 discloses a method for making a loan based on an intangible asset
30  such as intellectual property. This enables a lender to assess the value and
liquidity of the intangible asset.
These recent developments do touch on the importance of intellectual capital but
do not measure the performance of the process that produces intellectual capital.
Innovation has come to be seen as essential to a business using its intellectual

35  capital to develop new products, processes and designs to achieve growth in sales
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of innovation and the key factors for successful innovation are becom ng
better understood but the inplenentati on and managenent of innovation
policies anaesidficult. What is needed is a nmeans of evapt@Aue®Do111

i nnovati on performance so that progress_can be tracked over tine. Such a
measure should not only be useful for nﬁnagers wanting to benchmark and
I nprove their performance but also for investors to use as a guide in

conpari ng aaroaghieve dnel maiditio apegh tate of ratudn bn investhert [ROI)f Thaip®cess ear ni ngs
and RO . It _jis an.obj egg_ﬁof tthi S ifnventio% }.o gr?.vi de 6 maasug)e of

i nnovat i on YAMAYALPR gN Kay TR0 foh YCERSHH INARVAIRD &FR PETP™BI LAY end t he
present i nVgitderstbod baiMhe @fipleAienttiion \dnt nahagemevt 8finfdvatiof PaldiéLarel S

‘network, a as,éstem of nmeasuring innovation capability for use in managi ng a
ord

busi ness’ igdssi ng val uation of a business consisting of a) a survey

quest i onnai What R rle@dEP A RleGHs Bi’e\?allﬁ%t?f\bfi’fﬁddr\]/ﬁti&f pESrAARBE 5o itiht RSYress | ness

‘in which groups of questions correlate™wth one or nore of a multiplicity

of factors ¢an b tsacked avantimer Sesh @ Measunei shpuldgnas priyrbeavrefid forrmarasese f or
storing a”%@rﬁﬁﬁ’?@'deﬂ&zrﬁ&%‘l’%?fd%m?%khﬁeiﬂ ﬁér%@é?b?al%ﬁ?ﬁ@&ﬁdr@% gseval ue

for each answer “c) optiona reco ndati1 on data reconmendat i ons
for inproviafga geidedn pamparing:e eampanieia itstqompetitars and yepredisting fulure r st

al gorithmfar, Bg\éﬁﬁtﬁ(ﬂg the sum of the answer values to each question 2s
into a score e@ a second algorithmfor sunming the scores for answers in
each group It istan ebjetaf ¢his mweetiarttoi proddena imeastieecofanndvatian capatdityl gori t hm f or
summ ng the scores of all the factors into a value index which is

i ndicative of the business's potential return on investnent 30 g) a display
progr am f or BrieeBesdriptiprt dfthedhvestidror each factor and the val ue i ndex h)

el (O ERIRYNEIRERCRE 1A £ AT
managengnt AdiwoikYaIs9¥terdof igaduning itridvatiorcedpability foy usd intgndigd aess. WO
027013510 business or assessing valuation of a business consisting of
a) a survey questionnaire to be completed by a plurality of personnel in the
business in w'hich groups of questions correlate with one or more of a
multiplicity of factors related to innovation capability
20 b) an answer database for storing and assembling answers to the questionnaire
and creating a value for each answer
c) optionally, a recommendation database of recommendations for improving
performance based on existing factor scores
d) a first algorithm for converting the sum of the answer values to each gquestion
25 into a score
e) a second algorithm for summing the scores for answers in each group into a
score for each innovation factor
f) a third algorithm for summing the scores of all the factors into a value index
which is indicative of the business’s potential return on investment
30 g) adisplay program for presenting the values for each factor and the value index
h) and optionally a program utilising the factor scores and the value index for
generating from said recommendation database, recommendations to
management for improving the innovation capability of the business.



PCT/ AU02/ 00111 Preferably the systemutilises the Internet and
questionnaires are answered on |ine. The system nmay be used to di agnose the

i nnovat i ogyapmbilpi ties of a business and to inprove the igERXB6I D11
performance by generating a prioritised_set of reconmendati ons based on an

anal ysis of the answers and the factor dcores. The subj ect of the questions
constituting each innovation factor are key indicators of the effectiveness

of the orgapigd@ubignhe systéra utiksdsthe infb@at ahd qlicdtibansiredrare bASWsHEE Ah

adequat el y and gana%ed effsctiv(gw the organi sat i on ogbjm ses the io

appl i cati onl"MsF THE SYSIEMIPAY PE HSeY ] diAgnese the InnpMatignsapgpiiies &f  an

or gani sat i opusiiessramav@irmprove theliaRevidieR pefBrrdrredyf gtetating W pridritigéd on of
resources devoted to innovatjon plus the effective utilisation of resources
used to handfjef oomrendatigpy basedn amanalysia of thaanswersi andithe fapteani sat i on.
Preferably gdyped i rst al gorithm wei ghs the answer val ues of selected
‘questions and ~s cal cul ates the nean and nedi an scores for all questions.

The second hingyeuhiedtef frecauastions canstiviting saokingryatigniteetar gfedreydndieatorguest i ons
associ at ed (‘5\‘4’1@ teﬁ@&ﬁeﬁ@s%t SHthé g@%?ﬁiag&?fnethé?5ct6rjf'Whefr\aaqltf96toBeérQ' | ed

description o e 1 nvention I nvention uses a generic open system
nmodel of burssaerced adeguatelytand managed ieffectivielythe orgamisation optipises the i es whi ch

are here,c e f ' bl L T-8S) : whi ch
Mt egrates TACaldtEr 08 Yobit SARANAbh. A% pettortEREl &1 BAGASARR

conpet i ti veingovaivadgs dependeni orothesftealivesutdinaliongof2esolircdgddvetadtg and sal es 5.
Pr oducti on/ rati lnistration | i fi I human
resour ces. gEohdife ofPELRBlsdtoh YrestilettiRl i PABEEe af of¥bper ac e i n
dynam c t ensrooessies @ad selationsswithén thet erganieatiort. hey have differing and even
opposi ng pu Ses, .Sp_conventi.opal,l ractised, these capabilities do
o “necoseapirgapinis 1P RADE WeRRSing ByRE YRSt or tkied GOBMBps ane

i nnovat i on. cdRtLfates ¥eemedhahd Aicdish swerds fonall Hesstions.x capabilities do not
necessarily_grow and achi eve above average RO . Business growh derives

fromthe cr B $eRONGRIGPAINTR PrefRialySUTHethg NRIGTHERHEIeAN SEOMREPTHUSENRRS or

et hods andadsgwakisswifieesctiagtod no WRtere faf hadfeeral |y a result WO
02/ (1(3S10 PCT/ AU02/ 00111 4 of purposeful innovation. To predict future

earning potential it is necessary to have an assessnment of a business's

i nnovati on pefafBd idescripion bRinemveRtigAt | al depends
20  This invention uses a generic open system model of business organisations which
evaluates the six capabilities which are here called the foundation capabilities:
General management, which integrates the other five factors
Strategy for the business and competitive strategy
Environmental scanning
25 Marketing and sales

Production/operations

S T i

Administration including finance IT and human resources.
These capabilities overlap with each other but also operate in dynamic tension
because in some situations they have differing and even opposing purposes. As

30 conventionally practised, these capabilities do not necessarily involve innovation
and may even be used to prevent innovation. Businesses That score well on
these six capabilities do not necessarily grow and achieve above average ROI.
Business growth derives from the creation of value through the development of
new products or methods and new business designs which are generally a result



on how well the innovation capabilities are devel oped and nmanaged. s This
invention is partly predicated on the realisation that innovation

capabi | i t wesozaresiessenti ally subsets of the foundation capabiAiuéd@sir The
si x innovation capabilities are 1. Leadership 2. Innovation strategy |0 3.
Fosterina innovation via the external environnment which involves the

pur poseful use of external data, relations and networks as sources of ideas
and i nnovat d)quurpdberIrihﬂmvmibg.embrredmmml:(refeurnih@poﬁeatizhlgﬁs n@b@ssjaqbthodﬁﬁ/;cbgnS,
organi sational . structure, decisi.on ing and reward systens that, foster
crat 1 ve. t nhRESRSSRRECSr & 6isose Bt yRlPh BotRRI oG B AR e e rends

INII:I farrﬁw_or k fen hd)\folmlte'llnlee inmblatihaapabigtes dre d_Eh@Iobémaﬁ@hia_fIb_lﬁg@d,deCL ion pr ocessf
'which is essentially create, captuyre,. assess Y. I's is the process o
i dea gemer af'i“%W"&Hw'h'ﬁrﬂaﬁya’?rpa'ﬁg\ﬁﬁi°<5‘ﬁh%é‘??ef'ﬁét)'qﬁgg{)'ﬁﬂ?‘f%@”\EPP?'P'WP?@ Ferms
product i on ¢usenBsly JUBEEt BF tHe fadhddtion tapasiliERS TR sRiinAdvaBHs Yaptbitiegnovat i on
focuses on adaptation 20 6. Mai ntenance and neasurenent of innovation In

t he cont ext¥6f busi nesses and organi sati ons understood as open systens the
si x innovatqyondzaBaRiJ ities are in "natural” conflict or creative tension
with the six foundation capabilities. The utilisation of resources for the
f oundat i on &ndn r apabilities gives an 2s insight into the

pot ent i i r O i average RO .
e pr efbr r L aRgn s EhS e b et AR AmER WA BIBNER M $ B 0oLt
+W2+W3+W4+W5 +RBIposelbl feel ofxisrnal\gata)\Belafianabanapietwo iks Re\souaes I\ ideas
capitalisati OEL %o\\f%&ﬁf e: The optionally additional conponent

P[ Revenuel Mar e? capi i sati on] is a nmeasure of the inpact of innovative
busi ness sy&t bitenakeryirsnment foe igreavatomdihegom Hesighs) ergerdsatianalsuch desi gns

can have a dr i C | Gt RO, Pils . a nu r, between,1 and.5 derived
oo datacol PR deARAH makndahi cewdrd SoBBaRTBS R R B 11 3111
wil, 2, 3, 45 5, 6 prubleM selvidgailetalst grotibdingithe tramieivork fancbutioe wbak p@sesses.

capabilitie ressed as ei ght ed percent age .representing the
of T ect i veneds |Aninoxdiarbroduction frocess WG s seveniali prealio creUp cBsess.
capabi lity andpplg. TS isvAg prdcess bhidedgeaéragsn anduSpIREBoPvhzheak befinquest i ons
in the survey questi r}gal re. ' For foundatjon capabilities the weightings

0

are WL ManageRRWECtWItOQHIMS Praduion RICHRS BRRAUSS RIRIVCHON ISCHSRR oY 2. 5% i 0 W

Mar ket i ng ZO%MEieREPQh@FHn%Oat%%MeQMd?faﬁkfti@ﬁi on 10% For | nnovation
capabilities the welghtings are wll eadershi p7.5% s
w2st r at &gy Bnldaintenanceyandmeasurement efipnovatioRnt 209m5i nnovat i on

pr ocess40%\GRas tg

i nnovation and I's %@ggagﬁg%%%d§£%§i %ng%ﬂée%%%ﬂ%sf@t%g%gghﬁ%éo

L : , nditure and estinates of expenditure
on ot her sp#¢innpeafiongapabilities aredv enatyal” genfliotear creative hensiotswitgh thetsix t he audi t

i ncl udi ng tfbﬂﬁdﬂ%\ﬁ%ﬁgbiﬁt?esi. nnovati on.

The utilisation of resources for the foundation and innovation capabilities gives an

25  insight into the potential of a business to generate earnings growth and above
average ROI.
The preferred algorithm for determining the value index V is:
V=l R/100[w1+w2+w3+w4+w5+w6] + F R/100[W1+W2+W3+W4+W5+W86] +

P[Revenue/Market capitalisation]

30 Where:
The optionally additional component P[Revenue/Market capitalisation) is a
measure of the impact of innovative business system designs on the performance
of a business as such designs can have a dramatic impact on ROI. P is a number
between 1 and 5 derived from data collected from the business.



FRis the %of resources allocated to foundation activities And IR + FR
=100 2s Additional weights Y and Z [which have enpirically determ ned

val ues be{wgr®neisiand 10] may be added to the wli and WL f aci@ave@its to
take account of the relatively high inpact of |eadership and nanagenent as
a result of these functions having a coordinating and integrating role in
relation to all other functions and extraordi nary effects such as the

ef fect of GEQ2M:4&1G andWIIR,3 48 afE thedsnovation bred foruhdatiomcipabiites ur enent can
be assessed_at intervals. 6nont hs or nore.to, qi n overall view of the
o ogr ess. of RSB B oR PR iAo traBsepufs L i Belendiaafe méad ey

| nnovat i on résbenct iutilisaion KorlthéFispeblivecapabiity drds ¢ativied fedm e iveightsdce t wo
'years fromthe tiﬁr)rrae of kfgisaSL{remE‘n&'. The WD .02/ Ogi 351(1 PCT/ AU0O2/ 00111
forecast® al YE R 3 S JUBSUORS 1T EErSypYeY Giest nies that currently apply
nor e I‘eSOUI’F@-&ogrﬁddtiaﬁ@éF&ﬂ,iﬁ{@sttﬁélwetdhﬂhés genpetitors and better nanage the
‘resources they apply wll, wth the exception of extraordi nary events

out per f or m MleiManagep@ttors in the A@umterm In order to create a score
for each inpovaiyeeyf actor and each gsgyindation factor answers to sets of
qguestions relating to each factor are scored and financial and other data
on the busiWssEnyEppyeniahscaingar e cdP¥ect ed. Indicative questions for each
factor gye \gj4v%rp@$r%/v. These questigqpgs are witten ~o for senior managers.
O her questions are itten so that they can be answered by any enpl oyee.
Most quest i\Bis Ripduglionased as statedfes that respondents rate on a scale.
SAMPLE QUE EVENT FACTOR Bgéh successful and unsuccessf ul

proj ects a%?ﬁww ews focu?aéon | essons that can be | earned and

i nsi ght s gakorddnd\atios sapdtulities tipawgightimgseares excel | ent conmuni cati on bet ween
technical /R & D personnel and co r&h al / marketing personnel Managers in
our corrpanywi(dge\%{ﬁn\'f’to set up, rggoﬁgnd mai ntain effective teans

LEADERSH P wAGHakgdyanagers, from t 9% op down, draw enpl oyees' attention to
t he val ue of  ideas, creative thinki Eg and i nnovation by what they say and
what they d¥31858"08mpany has enougR”people with the qualities required to
| ead i nnovay4 vitdrhal @sirenmBat vent urg®, (e. g. nmaki ng things happen, handling
anbiguity and uncertainty, building $ot akehol der support) STRATEGY FACTOR
Our manager¥ dBPV@NGRA PIESPaj or opp®Punities, threats and constraints

faci ng the G@mpamuremehtre next few ygags Qur managers know what our
conpetitive advantage is and al so how our core conpetencies underpin that
advant age JTRISTHEEY pOrespNeer/Asyelrd tnnneyation and is based on R & D

expenditure and estimates of expenditure on other specified types of innovation
derived fro the answers to the audit including time devoted to innovation.
F R is the % of resources allocated to foundation activities
And IR + FR =100

25  Additional weights Y and Z [which have empirically determined values between 1
and 10] may be added to the w1 and W1 factor weights to take account of the
relatively high impact of leadership and management as a result of these functions
having a coordinating and integrating role in relation to all other functions and
extraordinary effects such as the effect of CEO departure on stock prices.

30 The value index measurement can be assessed at intervals of 6months or more to
give an overall view of the progress of the business.
The value index can also be used to forecast Innovation Potential Rank [IPR]
which is an indicator of performance two years from the time of measurement. The




Qur conpany's vision, value and strategy docunents set out clear denmands
and opportunity areas for innovative thinking and action (e.g. creating new
cust oner swomydess18, products, services, ventures or alliangegivozdBi

02/ U13510 PCT/ A1102100111 Peopl e in our corrpany know what its main sources
of growth will be in the next few years®and use this know edge to devel op
and assess innovative business cases/investnent proposals EXTERAL SCANNI NG
FACTOR CQur f@?é@gféngoﬂﬁn% Bayed én ms&%hamnmwéfsttﬁa%rﬁernﬁiﬂ aaplgrﬁﬁﬂ?

di scontinuities beyond the | mediate i ndustry environnent ong term

t echnol ogl cgpourseg fainnevatinr shandheir eamaghitoss mb@lﬁﬁ@?ﬂﬂagért@e tQ§I0Uf0§§aff about

ext er nal It fd nd al so
engage. 1 hert Eh PR Y B R B ok R PRI e

| NNOVATISON mmmrswetmdnww tﬁm | eadi ng edge customers and suppl i ers and
works with themin value cre par t S The C an
ot rors B HeACteRte S bR doL Sk et AoR S A ek BAaASRE Rateh a vi ew

to imtati nghsedd @ séiebf QUidsiiang fediintyReKEdN f‘é@tdfféfé" %r&@taﬁd fuh@ncﬁmanut y and

ef fectiveness of brand buil ding, and rranagerrent Rate the quality and
ef f ect i venedBersiatagpites P'#l%n%ﬁ”?opeﬂg Beagred AERPAECted] ans and prograns
| NTERNAL ENVI RONMENT FACTOR Qur organi sational structure (reporting
rel ations, Ipdicative quastigns for gach fRelaE g JAR Pelow. Jgsarpsinn® areayatien
i ndi vi dypl StoR8éhibrAERades. (Gther dd@sﬁbﬁé AreByrRfih Snbt ﬁ‘ue?%n BEUnsWERR pihe

conpany actively recogni ses people who find and apply val uabl e i nnovati ve
i deas. PROMXIETONCYSE= AMEStoRERIRPINABET 8Y statemRIth lad Fesnondents cals ar e
enbedded i nyj fgcpenpany and help to maintain and inprove its performance
Rate the efficiency and responsi veness of production/operations CAPTURE,
ASSESS, APPgXW@'Q@@nmmany i's know and respected for its research

| eadership The co knows how and where to facilitate breakthrough

t hi nki ng WMANAG E tHAGEORre effective ways of capturing ideas and

suggestlon resent novel ideas
and propos %g%%ﬁgﬁﬁ%%%g rlé"?és SPQ('IIR/R:"é'\Ea%n get a rich supply
of |nformat| eg gﬁk s and performance

Across the company there is excellent communicatlon between
technical/R & D personnel and commercial/marketing personnel

Managers in our company know how to set up, lead and maintain
effective teams

LEADERSHIP FACTOR

Managers, from the top down, draw employees' attention to the value of
ideas, creative thinking and innovation by what they say and what they
do

This company has enough people with the qualities required to lead
innovative projects and ventures. (e.g. making things happen, handling
ambiguity and uncertainty, building stakeholder support)

STRATEGY FACTOR

Our managers agree on the major opportunities, threats and constraints
facing the company in the next few years

Our managers know what our competitive advantage is and also how
our core competencies underpin that advantage

STRATEGY FOR INNOVATION FACTOR

Our company's vision, value and strategy documents set out clear
demands and opportunity areas for innovative thinking and action (e.g.
creating new customers, markets, products, services, ventures or
alliances)




WO 02/ OC3S1(1 PCT/ AU02/ 00111 Only reviewed, high value materials go into
our online knowl edge system MEASUREMENT & MAI NTENANCE OF | NNOVATI ON FACTOR
The conpawo ézegavel opi ng ways to neasure the val ue of it spdPhasgiodie
assets (brands, know edge, intellectual capltal patents, etc.) Managers
and staff e areas of a count| nﬂﬁ g rsonnel and finance recogni se and

support t heB%‘?fg‘?{ﬂ YrEomnaRy f‘B‘gthat sowees harawithwi bedai ti onal or
unusual denfiRAEXhiew yaars AN Hse this kngwisdoeaienelorandassesyani sat i ons, seven
conpani es aABOYatye byaIpEPE casestivestneptAraRasalins conpl eted the WAVE audi t .

The appr oprgRTERAE'SOANMNG FXCTOR €xecutives and a cross section of mddle
nmanager s corrpl eted the questionnaires. In sone cases all personnel froma

Di vi si on of OHr Mapag@ers kgawinom to@ssessnibe émpacts REtrengsiand ne of t he
| i ni t ati onsdiggontinities beyendihadmmeniate industnsenmipemenbi@.g. leteven ~o
or gani sat i oggMterhioolpgical, sapigt edsiinavoi dabl e |inmitation arises fromthe

ftact that opgr Ahnadés andist &u%aléét@newaeo%ut:@hb%tﬁe gnhnly from senior

executives pl',ﬁ@{ f t hese - between
4 and 20 |n?,§$$ é{gﬁ% ﬁpgdsggﬂé§§{‘1s?hﬁ€ast§)w |\?a ?@tll stical tests of

significance reduir te nunber of responses and the small nunber of

responses EXTE b'ALtEMWRQNMEh‘T FORIINNOVATIONFACT @R the tests in some
cases. IE8Ging BRYE Blidtomat éﬂ%t ar@$b@Rs | shing cont ent
Pt il i

valldlty, rtesrgﬁa‘; I't purports to neasure
Is by literature revi evvs an esear o] anal ysSi s. In the case of WAVE

ext ensi ve rEw exBparly agtivelyimenitorssthe predictsysasices mpdglratddias efnd busi ness
excel | ence eaepetitera athtadewTh imitdting ramd(or betieringthemat i on was al so revi ewed.
CONSTRUCT \ﬁkhﬂ éSFKE?OH]r st three hypotheses were ained at establishing
t he construct va e instrunent. The tests were ainmed assessing
whet her expdatedbe qualay aod effectiveness afhranslibuildingtandohanagementel s wer e

confirmed by, §ahiRly and WRe@REeREAEF marketing and sales strategies,

plans and programs
INTERNAL ENVIRONMENT FACTOR

Our organisational structure (reporting relations, roles, authorities,
delegations) allows and encourages individuals and teams to take
initiative and to try out new ideas

The company actively recognises people who find and apply valuable
innovative ideas.

PRODUCTION/OPERATIONS FACTOR

Quality thinking and practices are embedded in the company and help
to maintain and improve its performance -

Rate the efficiency and responsiveness of production/operations
CAPTURE, ASSESS, APPLY FACTOR

Our company is know and respected for its research leadership

The company knows how and where to facilitate breakthrough thinking

Where | work there are effective ways of capturing ideas and
suggestions

| know how to use stories and metaphors to present novel ideas and
proposais

ADMINISTRATION FACTOR

When | need to, | can get a rich supply of information on our products,
processes, projects and performance



PCT/ AU02/ 00111 The first hypothesis tested was that perfornmance on

i nnovation activities factors (V factors) would be | ower than performnce
on t he fowwaidesiof actors (F factors). The test was appli giciQué@ldoial X
factor scores on both Managers and Enpl gyees data. The rationale for the
hypot hesi S i s that conpanies and organi Sations are better at designing and
nmanagi ng " FE0daYiewad. high value Fﬁerﬁ*ﬁaﬁo it AgRRAINgKknowledei t i es because t hey
have been d¥sHiMit for nuch, nuch | onger. The management of io innovation,
enconpassi ”IGEWS!IQEMENW&’MRTERA&@ OFUNDVATIONFACTOR | nnovation is in
its infancy, as a codified held of practice, and there are very few

t heori es or ThibeemBanyHsdeyveleping Mys te measure thﬁﬁ?'“@foﬂtﬁ@t@’igﬂ?'érences bet ween
F and V scoasséety (Grandseknowedgss intefestudl gapital, mmsvﬁtf@h V being significantly

hi gher t han Ené §%ﬁd sH?ﬁ %he Sred8lof alHultifl, v&&ﬁé apfabch the reverse
was true (erego aﬁ&’eﬁp E% setﬁa%s n%%t% @ﬁIeRr) For the
Enpl oyee daj&ifdhal 6r WiEia Vgll\gg I cant | erences recorded, with

F scores belng superl or to scores or the mpjority of factors. There was
one exception, as the nean V scores for the External factor tended to

dom nate over 20 the F scores. Nearly aII cases in which the hypothesis was
not confi rn%ALr[HTutTeES'ltINGt he functi on External Envi ronrrent the itens
(questions)_in th ;Iruma nal .. Envi ronrrent

function weE EVERArGansAtons, seye] ‘F°'H%%'E‘?ﬁ ?Rqsﬁ)‘{? %‘fb"F ﬁF%mf B’ﬁé’PISBHmiS "Usi ng

sources of ¢ahepsisteante KVE adgie from the external environnent, 2s such as
peopleinnﬁrﬁérkst at are cultlvatedto stlrrulate cr atlfl dlﬁ&\c/llnnovative
a af i

concept s' RRIeBrRIe RERATAEL SeNiRh eXerHlives ART RISRORTRESTOR e hi gher

scores on tmanagd efrst:aﬁurpfétéd m@ameﬁtmir@vegsmsmeeé@erets%n péreb®sel foml ¥zed were
t he nmeans of bo V 30 and F itens for four of the six factors. It was

expect ed th@W'sﬁmf&|aW§é@'§aWWRj¢t§€ thaedibosi tive ratings of

per f or mnceoﬁ@%f‘thfehﬁhlfataﬁh'?eﬁﬁb?@éﬁcmamsn@él%ﬁ@QWyﬁQevéﬁpeC' ally in
| ess wel | managed conpanies. There was g port for ‘the second

hypot hegé s @rgaogethnsrteek part.t Agotheuunaval lesilmltatmau2¢mmbe fcrthatin2/ 00111

10 The uncxairedAfl B8R4 1OcARaCCoENE ChRAn e Fih! SE Moo RL Unch! ©

expl ai ned b e comre reviousl €si's was that
i nnovati on t;heref anermmcdlyoa/mrytsmums'tbet hf@esq’eézemqeqm;emd aa ireinosioul d be

| ower than gcifﬁéé;”nlf\% grffdr %ﬁ)srlr@s@ ltgvﬁany%?atiﬁém ]te%% bpg%quﬂcgﬁ%gtré@e ft was

expected th asest not be as
strong as omederate nwnhgemfﬂmpoaaels prd fher smealcreumBbdriof réspooséms egdessathas uppor t ed

in six ?; tt@% me S the b2 po &7 0f fhie tests in some cases.

CONTENT VALIDITY
The conventional method for establishing content validity, ie that the instrument is
measuring what it purports to measure is by literature reviews and research

20 analysis. In the case of WAVE extensive reviews of existing instrument measuring
quality and business excellence were conducted. The literature on innovation was
also reviewed.

CONSTRUCT VALIDITY

25  The first three hypotheses were aimed at establishing the construct validity of the
instrument. The tests were aimed assessing whether expected relations between
various parts of the models were confirmed by the data.



to Wen anal ysing the data in the context of know edge of the conpanies, it
becane apparent that situational factors, such as a decline or very weak

i mpr ovenewo dnepanf or mance over the previous three years, p@yhgoddorit
support for this hypothesis to conpanies where there had been noderate to
hi gh i nprovenent in overall perfor mance’ |'S PREDI CTI VE VALI DI TY The fourth
hypot hesi s was t hat Managers' expectation (question 3) of future

per f or manceTh@figst ypotinexis dstawas thae peddraiapde WhtifndvaGom gethvitigatfactbrct or
score for al]. of the Y at 1s, the overall innovation capabhilities

[ tens, that , _

across the Yof@pioRs) Wou @Bei‘?"berﬁiﬂf‘?'b%ﬁ{forﬁ‘éf‘?%P’&f’?eofﬁup‘i"ﬁip@af?%rst(ﬁafPCPF%re is a
rel ati onshi p between Managers' expectations of future perfornmance and
-current innovation capabilities The correlations between current innovation
and futute P8 test wanaerliedigad shrfastonberieapa both MpoagesmandEmpleyessi f i cant

for seven cgyfpani es. Small sanple sizes nmeant that results for three other
organi sations were inconclusive. 2s The fifth hypothesis was that conposite
WAVE scor esThe @sipnalg ferbe hypethesisisthat canepariaseancherganisatianspse betteraice of
profit bas j j i VA t tSe Syl V"’*@t’" ant of all
The key te%sﬁérﬁ@%ﬁ%@gﬁ?@gg E?&g& ﬁé}gsgt}?@'h?ss{q%{‘ smr?]g a |or?gﬂ|&|{oetsagai nst an

i ndependentbasauee they hayadees doifigiikfohppich reserslooge. dTi@omenagenentrofasur ed

*™ o 551 OnhalatbR st tiRe BOd EE Hitent AR My Me3s a8 o rpar e wich
act ual per fionowation iimatsyiefancy, aser cqdifiziduieid ofrpfattite, dsd tHese afeoverf famnpani es.

Correlatio 0.r74C0rr')éa(2%Foundati onl nnovat i onFoundat i onl nnovat i on\WAVERet ur n
onExecuti ve aé@c%rr 8 %‘r esResources %Resources % NDEXAsset sForecast 001 01

*Accur at e? 1EstIaé Mindgastdatd, InsriesfSaeniflersintes beveRD(F dAHVIedredtfoothe

sl 1367. 55430 950 058nE T 4IRS S dnnd RRdond ST SHepge0. 000. 108

smal | 667560nG2brilp8 W tdseYin which the FEVeROWdO frué 4.8 oY §8Hé WD EorAPahidd 7. 3514.

7YesThis table aonly includes profit based conmpani es. O her organisations
that took pdttheikxternal fagtotlarch andwere included in other statistical tests

wer e gover nEgithe EeRG étrferg'wa?@ ii@afwé?ﬁiﬁcérﬂ'amréﬁ @r%byaé@,hed

sources. Australian Financial Review and Business Revi ewWée and from
i nf or mat i orWidupBCekes beingsuperpr tonéscales for ikesmaisrityseffactars. elherawas @aea

col l'ect ed ViggohhgHNRGhE mEahY/ é&fr@?fo?\%%ﬁ@h %?I%r'i’@rﬂet!%a@lbﬁm%té‘%élmmus

busi ness units of 'l'arge conpanies In Iverse industry sectors
i ncl udi py pbedrsagréd.ities, chemical processing, control instrunmentation, io

medi cal ins ki . Lcat.i j ] ified
versi on of *‘%ﬁ%‘%@“ﬁ? %in\hgg tﬁ%@@@i&@%@%ﬁ%@h ﬁﬁédsfeﬁ%gpg@{lh\éﬁ@%hdex. The
aver age of ‘&xterfallErvronmentitite idrhs {questiars) onthe anttamenivesed toudansplicted by an

estimate of,t resaour ces _appl.i e 0 each. No i s, _or.adi usthents were
Sonllad Sdnb R BRNIERmRRE A oh Wi Exambey el RettifiOh BE KT

st 3ti sti ci afanction NVUSIAG _bJGBrSéQo%émﬁﬁkﬂﬂléd%dﬁorﬁaﬁa'ei(terrid_ﬁenﬂ'rorﬂéaﬂ,h

i ndustries and conpetitive conditions face ot conpani es, and.the
ST T bog S pRoplah nebHE RpA B AR o S e SRR ATRITANEtNE ot r ong
rel ati onshigpreeptd”.fi nanci al perfornmance. Fromthe above it can be seen that

the present invention provides a unique system for assisting businesses to
i nprove innovation perfornmance and neasure the performance in a way that is

not only mepwd 86doHd hppothRERIRESthAtthe M&tagkf would have higher scores on the
six factors than Employees. The factor scores analyzed were the means of both V
30 and F items for four of the six factors.
It was expected that senior managers would give more positive ratings of
performance than their subordinates on most areas measured, especially in less
well managed companies.
There was good support for the second hypothesis across three of the four factors.



~0 I nvestors. WO 02/063s 10 Cains 13 PCT/ AU02/ 00111 1. A nethod of
nmeasuring innovation capability for use in managi ng a busi ness or assessing
val uat i onwaf 026481 ness which i ncludes the foll ow ng stepspEraom@MIUCti ng
a survey of managers and enpl oyees in a business in which 4 groups of
survey questions correlate with one or Hore of a multiplicity of factors
related to innovation capability b) assenbling answers to the questionnaire

and cr eat i ngh@unéxpeetddaindire dnane Yextetnal envioament” fadier dre@xplainedfbyithe answer
val ues to each %uestlon into a score d) summng the scores for answers in

each group $HPHE]! VaEE LGVEUSYach i nnovation factor e) sunming the scores of
all the factors into a value index which is indicative of the business's

potential return on investnment Is f) utilising the factor scores and the
val ue i _n?jexTP%t@_E‘hEVE?@EP@C‘MMWPW@WR?”HHHQW th%?aﬁtmiﬁ%\)'??fé_ the

i nnovation caafid 2)tWold bk NGydtURaMEveral? perforRinBE Bvértng sain@Rsbrbg claim 1 in
whi ch the innovation capabilities are | eadership, 1nnovation strategy,
fostering iHsEHON dh, It Wae expected that Enmpsiases thezpapdgesned of Baevation

Structure aguTRbe aSKRbRGES obdial hUAAKEEALar AEHiFinaREs T 0cess and the

mai nt enance_and neasur enen I nnovat A method as claimed in claim
1 wher ei n t heistHyppthesisgas supported in sie of theedevenderpanies. 2s V=l

R/ 100 T MW@%’%@%%’I‘%T%%J@% Fr‘){t 9 %E%f%;%ﬁﬁvgé;d@%ﬂp@coﬁgﬁnﬁsﬁ b%cg’mé’ 5,6

and W, 2, 3, e i nnovatron an on cap I es expressed
as a wei ght ambgrentckal sitgetiorab factarst such astacdedine ot verg meag impravement ioe

O et oM e SRR S AR B0l i ARl o

to companies where there had been moderate to high improvement in overall
performance.

PREDICTIVE VALIDITY
The fourth hypothesis was that Managers’ expectation (question 3) of future
performance based on innovation is correlated with the aggregate factor score for
all of the V items, that is, the overall innovation capabilities across the company. A

20 significant correlation indicates that there is a relationship between Managers'
expectations of future performance and current innovation capabilities
The correlations between current innovation and future performance ranged from
moderate to high and were significant for seven companies. Small sample sizes
meant that results for three other organisations were inconclusive.

25
The fifth hypothesis was that composite WAVE scores ( called the Index) would
indicate the future performance of profit based oi'ganisations. This hypothesis is
the most important of all . The key test of the accuracy of a measure is its
relationship against an independent external measure. This hypotheses could

30 only be measured some time after the data was collected. The results are shown
in the table1 .



| Ris the

expendi ture + NPD expenditure;

% of

FRis the % of

f oundat i oWwoARldkyd1hi es And IR + FR =100.
A system of neasuring innovation capabjlity for use in managi ng a business
or assessing valuation of a business, fior use with a conputer or a conputer
s network, which includes a) a survey questionnaire to be conpleted by a

plurality of personnel
correlate with one or

resources devoted to innovation and is based on R & D
resources allocated to

WD 02/ 0G3510 PCHAWRRRiAL 14 4.

in the business in which groups of questions
nore of a multiplicity of factors related to

I nnovation capability b) an answer database for storing and assenbling
answers to tABLEYesti onnaire 1o and creating a value for each answer c)

optionally,

a recommendation database of recommendations for

Lproving

per f or mance| WAYEAusi Sopres: cAmPamswWih actval derfaymanae;anervear lateri (RerPOR
converting tﬁ%l%ﬁ%@ff&r'@%oﬁfb%%s ¥8heafon B.782ch question into a score 1s|e)
a second algorithmifor summng the scores for answers in each group intola
score for eaphphri@uaidsn |hawhieh | fondatisdi {ithoab@r i e of REURAR ngxicHe
scores of aldodé he [fSaator s |Sdmtes a |Rebureesih (Resountsis h | INBEX ndﬁéﬁ(ﬁfl ve Of-dhe
busi ness' s potentt Tett on— tment o oS Pt anmf '
presenti ng ﬁhe val ues for %Hach fa((y:‘ %r and qdpuse val ug'1 nde Jﬂg[o h) Xﬁa
optionally @ progrlamutilising the factor|scores aphd the|val ue ijiSdepld or
generating from saj ecomendat i dat abq{ reco datigns t g, managenent
for inprovipy the ieg vat i capa@gpi ty o1a€'me bus Er::g@s % A syé?oeW%E
claimed in @ al md4g7p Whi ¢4y he spipgey 1 s|gopduct efbeyer [@92s caiyeyt er
network. 6.LA systlem as clained. iin claim Ln which the ilnnovatilon
capabiliti e are | @8dershi® inno®8bi on s1?-B8%egy, @ erin§ i nndw48i on, | he
I nt ernal enyiTomTENt Of Ofganisati onal _styucture apd T ewar d sysrgrgﬁqméhe
I nnovat i on productjon 30 processiand the fmai ntenange and|neasur gment of
i nnovati on. |5 66 58 0.90 0.10 6.52 10.8 too small

6 67 56 0.95 0.05 6.65 11.5 Yes

7 73.5 67 0.80 0.20 7.22 12.6 Yes

8 75 60 0.90 0.10 7.35 14.7 Yes

This table only includes profit based companies. Other organisations that took part in the research and

were included in other statistical tests were government departments.

* Fiﬁancial data is taken from published sources. Australian Financial Review and Business Review

Weekly and from information supplied when published data was not available.

5

The data collected was from both very large companies and medium sized

autonomous business units of large companies involved in diverse industry

sectors including power utilities, chemical processing, control instrumentation,

10 medical instruments, banking and telecommunications.

A highly simplified version of the algorithm was used to calculate the single figure

index. The average of all foundation and all innovation factors were multiplied by

an estimate of the resources applied to each. No weights or adjustments were

applied.

The correlation of 0.74 obtained is considered high by statisticians.
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wherein the third algorithmfor the value index V is V=l

R/ 100[ wl+whroidmedsWo+we] + F R/ 100[ WL+VR+VWB+WAH+WB+W6]  \VWher gemdued/ont fr O, 6
and WL, 2,3,4,5,6 are the innovation and _foundation capabilities expressed
as a wei ghted percentage representing tHe effectiveness of resource
utilisation for the respective capability and is derived fromthe wei ghted
average of Pesyite thé divessd ih@tgriéaid€orfpétitios canditdrisoaoed b?thetébnicf)dﬁiéss, the %
of resources qq_%()t ed.to.i nncivati n a@&\iﬁ based on R & D exlg)_en iture + NPD
expendi t ur eBNENR SPkfied fogmyfia pged, the Ms@arEdor these Gormpanienhasai viti es
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e) summing the scores of aII the factors into a value index which is indicative

of the business’s potential return on investment
15 f) utilising the factor scores and the value index to generate recommendations
to management for improving the innovation capability of the business

2. A method as claimed in claim 1 in which the innovation capabilities are
leadership, innovation strategy, fostering innovation, the internal environment
20 of organisational structure and reward systems, the innovation production
process and the maintenance and measurement of innovation.

3. A method as claimed in claim 1 wherein the third algorithm for the value index
Vis
25 V=1 R/100[w1+w2+w3+w4+w5+w6] + F R/100[W1+W2+W3+W4+W5+W6E)
Where
w1,2,3,4,5,6 and W1,2,3,4,5,6 are the innovation and foundation capabilities
expressed as a weighted percentage representing the effectiveness of resource
utilisation for the respective capability and is derived from the weighted average of
30 a set of questions in the survey questionnaire;
| R is the % of resources devoted to innovation and is basedon R & D
expenditure + NPD expenditure;
F R is the % of resources allocated to foundation activities
And IR + FR =100.
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