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PREFACE

WORLD COMPETITIVENESS AND LIFELONG LEARNING
The Obijective of this Book

The objective of this book is to provide the reader with a thorough understanding of the
business development process and how to execute a product development program to grow
the business.

This book serves to outline the complexities in the planning, execution, timing, and prob-
lem solving skills required to manage a program. We are in a fast changing world where
change brings adversity as well as opportunity. We all must practice continued learning to
be world competitive, which allows us to participate in these new opportunities.

The Evolution of Employee

The learning process, as we all know, takes place every day during our life. More
formalized learning occurring during school gives way to updates, seminars, and possibly
more formal training. The first positions out of school allow us to gain experience. As we
work longer we begin to amass more experience.

Initially, when we enter the workforce, we are on a quest for experience. This cements
our learning. As we work longer, the many experiences both positive and negative shape our
opinions and judgment. At some point in our career we reach a point where opinions are
solidified.

There is a fine line between extensive experience and preconceived notions. If we are not
careful, we cross the line into jaded thinking. A balance must be established.

The marketplace reestablishes the reference each day, forcing us to cope with the realities
of energy level, absorption of information, and desire. Each day we can choose to reinforce
and harden our own paradigms, or open our minds to new learning. The new learning allows
us to remain on top of our game and be a formidable gladiator in the arena of business.

xi



xii

Preface

The Evolution of Firm, Corporation, Company, and Industry

The firm goes through a parallel process as it matures: Initially the young entrepreneur-
ial organization meets the market head on with energy and intellect and drive. The corpo-
ration, as a unit, is intimate with the marketplace and is an active member of the business.
Initial success allows the corporation to grow and expand.

With continued growth comes organizations, structure and corporate momentum. Left
unmanaged, bureaucracy begins to set in. Lack of customer intimacy may begin to affect
orders and ability to secure orders. Not affected by any one item, the lack of progress on
the following perspectives contributes to a loss in world competitiveness.

The march along the pathway to intellectual competitiveness

Absorption of external information

Ability to synthesize solutions

Ability to analyze situations objectively and form perspectives outside the organization
New talent mentoring

Arenas and industry segment activity

Functional displacement of products and processes

Leadership’s role

Diffusion index of new information

Assimilation index

To prevent, or even reverse the natural evolutionary process, the corporation, by virtue
of its employees, must take personal responsibility for remaining world competitive by life-
long learning. This book’s intent is to provide a basis for that learning.

Marc A. Annacchino
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CHAPTETR I

THE BUSINESS OBJECTIVE

BACKGROUND

1. New Product Development and the Economy

New product development is an integral part of a healthy, growing economy. This chap-
ter will start out with a review of the various means for economic development, including
manufacturing and how product development plays a role. The various types of product
development and how they draw on and pay out to the economy are also included. In addi-
tion, we will look at our world and what it would be like without some famous new prod-
uct developments. Finally, there is a review of what happens to a company without new
product development, from a purely financial perspective.

A. Economic development

New product development contributes to the economy by generating revenue and profits
to a corporation that otherwise would not have been generated. The revenue then is paid out
to vendors (other manufacturers). The vendors themselves pay out to their sub-vendors and
personnel, or retain the earnings. Salaries are paid to personnel and they, in turn, spend
funds to purchase goods and services from other profit-making enterprises. The retained
earnings fund the long-term growth of the enterprise and increase the value of the business.
The profits are taxed and that goes into the pool of funds to govern the community and
provide for the common good.

This is the role that private investment plays in the economic development arena. The
public sector contributes to the economic development by providing incentives to encourage
manufacturers to establish their businesses in their locale. They provide the means for fund-
ing business expansion and growth. A collateral activity is to network with other manufac-
turers on your behalf for future business. Figure 1-1 illustrates the typical funds flow in a
manufacturing enterprise. As will be seen later, the service sector of the economy has
a funds flow that is different from that in manufacturing.

Service businesses are not characterized by the leverage associated with manufacturers.
Instead, they are characterized by a smaller investment in capital equipment, a smaller
investment in each revenue cycle, and a generally faster revenue cycle; as such, they gen-
erate incremental profits from incremental investment with low fixed costs. This is shown
in Figure 1-2.
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Vendor

Customer L Manufacturer ——» Taxes
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Figure 1-1. Manufacturer’s funds flow model.
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Figure 1-2. Service business funds flow model.

As shown, the service model has relatively constant net profit. This is because there is no
major initial investment to absorb and there is a small incremental investment with each
order. The other costs are somewhat variable and track with the incoming order rate.
Incremental profits can track with incremental revenues. Service businesses generally have
a lower barrier to entry than do their manufacturing counterparts.

Manufacturing businesses differ markedly from service businesses in that leverage can
occur. This leverage is characterized by larger returns for their investment. A larger invest-
ment is required at the outset, but revenue is generated through a stream of returns from year
to year through the products’ life cycles. This assumes there is sufficient volume to offset
the fixed expenses and the absorption of the initial investment. There is significant invest-
ment in capital equipment and processes, along with significant payoff if you have hit on
the right opportunity with the right product.

The manufacturing financial model (Figure 1-3) shows that net margin increases at a dis-
proportionate rate as revenue increases. This is because the fixed costs are already absorbed
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Manufacturing model
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Figure 1-3. Manufacturing financial model.

by some base level of business and the incremental revenue does not require incremental
investment with each order. Fixed costs decrease as a percent with increasing revenue.

However, there is a large initial investment to design the product, which can run the
length of the diagram in time. Figure 1-4 illustrates how a manufacturing enterprise’s funds
flow as a result of new product development.

An idea is conceived and qualified in terms of opportunity and overall business sense.
There are costs associated with these activities, such as market planning costs, surveys, cus-
tomer visits, and demographics data analysis. There are also costs in taking the opportunity
and the market data fed back and coalescing them into a product opportunity. The scope of
the target market is accounted for in this stage, and the product platform must be laid out to
reach the market at a cost-effective price. These costs are generally low compared to the
other costs in the product development arena.

The next phase is the investment and development phase of the program. This phase
takes the product concept and creates the intellectual property required to take a concept and
reduce it to bills of material, manufacturing processes, and define a manufacturable product
that the market will purchase. There are technical, labor, development, tooling, and other
capital equipment costs in this phase.

The next phase in the model assumes that all the development is complete and manufac-
turing takes place. Here, there are set-up costs, material, labor, and overhead costs required
to produce the units. The product moves out of manufacturing and into the sales channel for

l Futurt_a lAmortization l l l
planning

Idea Investment/ $

i tomer
generated — development ——{Manufacturing|—» Sales —»+ Custome
Market Intellectual Setup S,G, and
planning product prop(?rty costs  \raterial A expenses
costs planning creation cpsts labor
costs labor, tooling burden

Figure 1-4. Manufacturing funds flow as a result of new product development.
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placement at the customer. In this stage there are a host of sales, general, and administrative
(SG&A) costs incurred.

Finally, the product is at the customer and funds for the product have changed hands. The
manufacturer now can begin to enjoy the profits. These profits come after the funds are dis-
tributed appropriately. Dollars must go back to fund the sales expenses, general expenses,
and any other expenses previously incurred. Manufacturing must be reimbursed for the
materials labor, manufacturing expenses, and inventory carrying costs.

The development of the product must be amortized so as to be able to fund future devel-
opments. In addition, funds must also be channeled back to the product planning and market
planning function to allow the proper expenditures to verify product viability, market
program viability, and future enhancements and products.

B. Types of new product development and their contribution

There is a variety of different types of new product developments in existence today. Each
is used for a different reason, and each has its own objectives and dynamics for execution.
The following is a common list of the different types and their attributes and contributions.

1. “New to the world” products

These are somewhat revolutionary in the marketplace in that the marketplace never had
exposure to the product directly—perhaps only as a concept or prediction from a futurist.
They generally create entire new markets that never before existed. An example would be
the cellular telephone. Predicted only vaguely by the Dick Tracy cartoon strip and personi-
fied as a “communicator” in Star Trek, the cellular telephone has revolutionized person-to-
person communications in modern-day society. One such product looming on the 10-year
horizon today is mass-market fuel cells.

These product development programs generate entire new markets that were not previ-
ously there. They enable true growth in the economy by generating revenue to the enterprise.
They also have a multiplication effect in the economy by generating requirements for parts
and subassemblies that need to be developed and supplied by the vendors. In many cases,
they generate new channels of sales and new routes to market.

2. New product lines

These new categories of products allow entry into newer markets not previously partici-
pated in by the manufacturer. By adding the categories, manufacturers must be careful to
protect the positioning of their existing products, which generate the existing business.
Failure to do so will place them in danger of converting loyal customers away from one
already successful product to a new one, with no net gain in market share. Perhaps a good
example of this type of product would be the Hyundai Azera, a higher-end automobile offer-
ing from Hyundai. Here a large manufacturer with many product lines generated an entire
new category of car to serve a more discerning customer base. Careful not to jeopardize
their existing base, this new car company initially launched its product in the same value-
focused dealerships selling the existing products. This is different from the Acura offering
distancing itself from Honda.

The new product lines generate incremental revenue to the manufacturer by leveraging
the market’s familiarity with the manufacturer into new categories of products. In many
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cases, the market’s familiarity with the manufacturer paves the way for new categories of

products. Sometimes these products go into new markets, but can also be an alternative to
existing ones.

3. Additions to existing product lines

These efforts support existing product lines by creating line completers to extend the
influence of the original products’ brand to larger audiences or extending range, power, and
scope. All are done in the attempt to secure more of a market. An example of this type of
product would be the M&M Candy Company extending their product line to M&M peanut
and M&M almond and seasonal M&Ms for Christmas and Easter. Another example would
be tomato sauce versions—hearty, traditional, roasted garlic, Alfredo, and vodka tomato. By
taking the basic product and modifying it, a wider market share is realized.

The addition to existing lines has a similar effect on the company’s revenue as the new
product lines. They generate incremental revenue by leveraging the existing product familiarity
rather than the company familiarity. These programs generate incremental improvement in the
economy, but generally fall short of the contribution made by the totally new products.

4. Improvements and revisions of existing products

As time marches on, customers have higher expectations of your product and the com-
petition adds features to their offering. It becomes necessary to improve your company’s
offering to increase market share or to retain it. By redesigning the product or repackaging
it, your company can offer a greater value or satisfaction to the customer. It is possible to
temporarily affect this by enhancing perceived value; however, an ever-more-informed cus-
tomer base will respond to actual value increased in the long run. An example of this type
of product development is the automotive companies adding features to their base models
each year as standard.

Generally, the improvements to existing products do not generate additional revenue to
speak of. They are simply a means to retain the market share or to slightly improve it. They
are defensive in nature and in many cases are stopgap measures until a new product pro-
gram can be introduced. These programs do little to generate a vitalized economy in the
long run, but can provide time and revenue to pursue the development of a replacement.

5. Repositioning

Another means of increasing or maintaining market share is through repositioning.
A repositioning is an exercise in changing the perception in the mind of the consumer. It
generally can happen with products that are lower in value (dollar amount), or the consumer
spends little time evaluating the actual data. For high-dollar decisions, the consumer will
generally take the time to evaluate the facts and make his or her own decision.
Repositioning is truly a marketing activity rather than a development activity. An example
of this is a change of advertising by focusing the audience on a possible linkage drawn
between certain brands of cereal and a high-fiber, lower-cancer-risk diet.

Repositioning is another stopgap measure for generating revenue from an existing prod-
uct. It does not generate overall growth in the economy per se; rather, it is similar to an
improvement or a revision except that it doesn’t even necessarily require a product change.
It simply repositions the product in the mind of the consumer.
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6. Cost reductions

These programs are strictly a means for reducing the cost of products to offer similar
value. They generally are the result of a competitive initiative, either generated internally or
from external forces. In many cases, it is simply a means to generate more volume, which
will generate less incremental profit (but perhaps more overall profit). Whatever the motive,
a cost reduction is generally meant to increase unit volume through the channel. This
becomes easier with capital equipment costs and development costs absorbed, and the
manufacturer wants to capitalize on the sales channel.

Cost reductions are helpful to the organization by generating additional margin from the
existing product. This margin can absorb development costs and manufacturing set-up costs.
In many cases, they enable a period of time to continue with the product, generate the rev-
enue, and allow the organization to position itself with a new product. They do not, however,
generate any real growth in the economy.

Figure 1-5 summarizes the different types of product developments in terms of (a) time
required to develop (b) the revenue to the economys; (c) the revenue to the company; (d) the
company’s positioning; and (d) the margin impact.

C. Narrative and financial review of a nondeveloper contribution

Figure 1-6 illustrates the dynamics of the income statement of a company that has little
new product development. As shown in the financial analysis, a company can grind to a
slow halt by not participating in the dynamics of the ever-changing marketplace.

Along the top are the years under study. Along the left side are the income statement cat-
egories. The following summary discusses the perspectives and how they affect the overall
operation.

1. Cost of sales

The cost of sales has a natural tendency to increase over time. This is a result of the
increases in direct labor costs in manufacturing the unit as well as the effect of vendor
increases in pricing. For most manufacturers, the product maintenance function of develop-
ment has to initiate cost reduction wherever possible, just to stay even. Therefore, to
progress down the learning curve, significant initiatives must be made to effect cost reduc-
tions because these changes must offset the increases already built-in.

New to the world Longest Highest potential Highest potential | Market development | Highest
New product lines | Long High potential High potential Market development | High

Add to existing Medium Medium potential Medium potential | Line complete Medium
Improve or revise Short Little potential Medium potential | Market share Medium
Repositioning Shortest Little potential Medium potential | Market share Medium
Cost reductions Shorter Little potential Medium potential | Raise margin Medium

Figure 1-5. Types of product development programs.



