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About EIPM

EIPM is at the intersection of the business and academic worlds, with an approach to education
(grounded) established in the reality of business.

Currently, with branches in Geneva and Shanghai and partnerships in Brazil, Mexico, USA,
Canada, the United Arab Emirates and India, the Institute has developed a complete range of
solutions to meet the training needs of its large base of international clients in all sectors of
industry and service.

About CRG

Founded in 1972 by thEcolePolytechniqgugFrance), CRG (Management Research Center) is

the first laboratory dedicated to research in management to have been recognized by the CNRS
in 1980. It is an active component of the Interdisciplinary Institute for Innovai®n(UMR

CNRS 9217) which includes teams from MiP&ssTecland TeleconParisTech

The unit is organized into four programs: Strategies of Innovation and dynamic systems design;
Strategies, structuring and regulation of markets; Information Technology and Communication:
Organizations, markets; and Creation, organizational and societal creativity.

CRG approach brings together theory ardtld O (i pe2speStiNgg tb seek solutions to

problems faced by managers and organizations, putting knowledge into action.
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The Value Creation Observatory

EIPM has embarked on a major Research project to measure the progress of the Purchasing
profession towards Value Creation.

The ongoing research project consists of a series of surveys, workshops, case studies and
publications.

We thank all the interviewees and the participants in our events who provided input for this
observatory report
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TIME TO PARTNER WITH ST4RS!
Purchasing teams realize that they need to look beyond the

obvious and search for new opportunities to contribute to their
O2YLJI yeQa &adz00Saad ¢KAa &az2-YS
ups!
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Hervé blendsthe best of the academicand practitioner thinking to create a unique learning
experienceand engagingarticles He continuouslylooks at the trends that will shape the
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practicesthat help engageeveryoneon what countsmostin afastchangingworld.
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METHODOLOGY

Thepresentreport buildson the experienceand pastresearchconductedby the two authors It
is also the result of a large group exercisethat took place during the 2016 EIPM annual
conference Followingthis, the casestudieswere collectedthroughinterviews
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EXECUTIVE SUMMARY

Purchasingeamsare increasinglyrealizingthat they needto look beyondthe classicsand
searchfor new opportunities to contribute to their / 2 Y LJ Uéc€kaThis sometimes
includes working with Startups! Our Companiesare now surrounded by dynamic
ecosystemsvhere Startupsare graduallytakingprominentroles

Startups and large corporations want to work together and Purchasingteams can
contribute to make these collaborationswork. We have a role to play, an opportunity to
grab.

Purchasingeams can contribute throughout the different stagesof collaborationwith a
Startup. Todo so, they needto simplify our processesye needto focuson the essentials
andcontinuouslylearnfrom our experience

We canhelpfinding Startupsby contributingto the mappingof businesscosystermand by
joining other functionsin scoutingactivities,when relevant We needto be opportunistic
but, at the sametime, we also need some focus and it is important to explore these
ecosystemwith somed dzy” W S5 R &id.

Managingeffectivelythe early exchangesith Startupsis essentiaK . We needto find the

balance between ambition and the attention to details Complementaritiesand trust

developover time. We might need, in someinstances,to protect the Startups from our

cumbersomeprocessesand to redesignour qualification processfor them. We need to

understandeachone of them, to evaluatetheir true potential contribution and how much
risk we are ready to take, if we work with them. It is important to early recognize
differenceswhile sharingthe samegoals

Buildingand sustainingsolid partnershipswith Startupsrequire focuson a smallnumber of

key-business and/or knowledge outcomes Intellectual property issues need to be

addressedhroughtoughbut fair andvaluesharingdeals It is bestto operatethrough quick
loopsof validationand learningswhere clearfeedbackis sharedon both sides Thisprocess
needsto be managedWe canhelp createthe requiredtransparencyglarity and visibility on

goals,resourcesactionsand progress Sometimeswe might needto protect the Startup

from our complexities astheir resourcesare limited.

Overcomingscalabilitychallengess one areawhere Startupscanbenefitfrom our help. On
one handwe canhelp manageinternal expectationson the other handit is alsopossibleto
help the startup accessthe right resourcesand network to manageits ramp-up. We,
Purchaserdhavethe right tools and networksto help Startupsmakethis work.

SoA (tifEito partnerwith Startup! Purchasinganbe more than a keyfor success
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1. THE RISE OF DYNAMIC ECOSYSTEMS

Companies are now surrounded by dynamic ecosystems of
organizations that simultaneously collaborate and compete
against each other. Within these Ecosystems, Stpg are taking
prominent roles.







TRADITIONAL VALUE CHAINS ARE BEING REPLACED!
DYNAMIC ECOSYSTEMS

IBM usedto be a vertically integrated companycapableof transformingsandinto algorithms
TodaylBM is one layerwithin a broad ecosystenof companiesand innovators Thirty yearsago
Industrieswere depictedasa chainof players with sequentialinputs and outputs. Todaythese
giant economicsilos have merged, recombinedand interpenetrated each other. Innovationis
everywhereand continuouslyacceleratingCombinatioris the key, Complexitythe motto.

As the result, traditional value chains are shaken We now have dynamic ecosystemsof
organizationghat simultaneouslycollaborateand competeagainsteachother.

From Value Chains to Ecosystem

OEMs e

SERVICE

VALUEADD
RESELLERS

— PROVIDERS

SubSystems
Providers

STARDPS
BROKERS 8
— gy 2 -8

EXT. R&D 8 INFLUENCER

Component "

REWINEEHEUS

Today- asthe final consumerhasregainedpower thanksto the internet, assustainabilityforces
usto reinventour performanceequations,asvalueis shiftingfrom componentsto algorithm,as
the internet of thingsanddigitalizationoffers new opportunities,asvaluableknowledgepopsup
where you R 2 yespéctit - these ecosystemsare going through rapid transformation All our
companiestry to escapethe commoditytrap and to regaindifferentiation by harnessingopen
innovationandexternalopportunities



Purchasingeamshaverealizedthat they needto look beyondthe obviousand searchfor new
opportunitiesthat canbring performanceand differentiation to their company Andasshownby
datacollectedin 2014by EIPM this includesworkingmore with start-ups

Startups I Non Supply
I New players I Chain Players
Existing

Suppliers - - NGOS
Tier 2 Tier 3 Universities

NSuppliers I Research C.

73 34%
Current focus 51% 24%
54% 11%
EIPM value creation observatory, 2014 95%
Thiscallsus to rethink Purchasingrganizations processesand skills We expectmore out-of-
the-box solutionsfrom existingsuppliersand we needto searchfor new opportunities beyond

them. We expect an increasedfocuson finding relevant external opportunities Thefollowing
three practicesshouldbecomemore commonin the future:

The buyer secures The buyer creates access to The buyer foresees where
preferred treatment from existing and new players. innovation could come from.
existing key suppliers. This He ensures the company is Together with business

ensures access to perceived as an attractive partners he uses his

opportunities coming player for startups and networking skills and open
from existing industry newcomers within the innovation capabilities
players ecosystems

All actors within dynamic business ecosystems need to know how to work together, how to co
innovate and how to address a broad range of intertwined stakes and uncertainties.

10
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2. DAVID AND GOLIATH ARE READY TO WORK TOGETHEHR

Startups and large corporations want to work together. This is
good news and an opportunity to grab.




WHY STARUPS & LARGE CORPORATIONS WANT TO WO
TOGETHER

In this changingworld, there is onerelationshipthat crystallizesll the potentialsand challenges
of creatingnew ecosystemsthe coupleformed by one largefirm and one start-up. Thiscouple
is sucha hypeat the momentthat the Purchasindunction is too often put asideat the time of
engagingwith start-ups Maybe, it is one of the reasonswhy so many relationshipsbetween
start-upsandlargefirms arefailing.

Nevertheless,there are reasonswhy start-ups and large corporations might want to work
togetherwhichare different from classicatelationships We haveoutlined a few underneath

The Starup Agenda The Corporate agenda

clients and markets

01 Get important and stable 01 Early access to new ideas, skills,
' talents and business models

02 Obtain references; 01 Follow the trend ; Image and bran
reputation enhancement enhancement
Get a shot of R! ‘
Accelerate growth Entrepreneurship culture

Test innovation outside the
FTANYQa o062dzyRIN

Partneringwith Startups can offer great opportunities to bring disruption and to speedup
transformationsin large corporations And start-ups needto build ecosystemsvhere they can
surviveand grow, andtheseincludesomelargefirms. A key succesgactor in suchcollaboration
is the compatibility of their agendas Both parties should either commit to doing business
togetherfor sometime or agreeon a set of clearbenefitsthey could harvestfrom a short-term
collaboration

12



Start-ups, Procurement and the Pharma Industry

Interview with an EIPM Executive MBA Alumni working on a procurement digital initiative in
the pharma industry

Question: What does digital mean in the pharma industry?

Healthcarewill go through a major digital transformationin the yearsto come Thisis rapidly
becomingthe innovation focus in our company Machine learning will transform how we
capture value from data across all our activities, from advanced research to patient
relationshipmanagement Health related apps are becomingincreasinglycommon they are
usedby customers,doctorsand patients TechnologyiantssuchasIBM, Microsoft and Apple
are becoming active playersin our industry We have collaborationswith some of these
companieswe recognisghem asboth partnersand competitors In my companywe havehad
somerecenttop executiveappointmentsof peoplewho havea clearmandateand a visionto
drivethis digital transformation

Question: What will be the main digital priorities for pharma companies?

We will needdigital capabilitiesacrossthe whole businessput yes,we canoutline three main
areaswith a more strategicfocus Firston the R&Dside,we havea very large drug research
databaseand machinelearningwill play a key role in extractingnew insights,evenfrom old

data. Thiswill radicallytransformhow we accomplishresearch In drugdevelopmentthisis all

about getting faster to market Digital innovation will re-invent how we design,initiate and
manageclinicaltrials. Secondlyin the commercialareg our industry is movingtowards more
outcomebasedpricingmodels Soinsteadof payingfor the pill, we could be rewardedfor the

final results, when the patient is cured or when some statistics show positive trends

Therefore, this will changehow we work with data. Alsoon the commercialtheme we will

have new and more diverseofferings powered by the internet of things Connecteddevices
and sensorswill gather data and health applicationswill be usedby patients and doctors In

November2017the AmericanFoodand DrugAdministrationhasapprovedthe first pill with a
sensorinside that will inform doctors about the usageof the drug. It will be it for the

treatment of schizophreniaput this is only a start. And finally, the digital transformation
should also bring support with automation and achieve more efficiency in our internal
businesgrocesses

Question: So what are the implications for Procurement?

Our Chief PurchasingOfficer wanted us to be on the forefront of this transformation | was
therefore appointed to a new role on digital procurement Our missionis to support with
innovation,to help accesdigital capabilitiesand to supportthe 0 dza A didtal @génda We
will need to accesssuch external capabilitiesfrom technologyfirms and from start-ups to
progressn our digitalagenda Thefocusis not on how to makethe procurementprocessmore
digitaland more efficient, but to supportthe businesswith abroaderagenda We havealready
identified different priorities across our procurement category landscape Some of our
categorieswere digital from the start. Here we need to build on what existsand improve
Other procurementcategoriesare goingthrough a major shift with radicalinnovationand new
playerscomingin. Digital marketingor Clinicaltrials are a good exampleof this. Hereour role
is to support this changeas we are talking about game changerswith key businessmpacts
These impacts invariably mean reduced cost (in the long term) and/or improved user
experience Thenwe haveother categorieswvhere digital transformationwill actasan enabler
Thisis the caseof logisticsand distribution for instance Here we also need to identify and
encouragesolutionsthat will bringbusinessalue



Question: Will managing relationships with stattps be important?

Yes!Thereare indeed somecritical expectationshere. Procurementneedsto find waysto help

the businessvork with smallnichestrategicstart-upsasthey will contribute to the ambitionwe

already discussed Clearly this will mean putting traditional methods of buying aside and

approachingorocurementwith fresh perspectivesWe alreadyhavecasesvhere we established
collaborationswith mobile app pioneersfor specifichealth issues As | jumped into my new

role, | could seethe immensegapswe couldbe confrontedwith in the future. Thisstart-up had

a scarceunderstandingof our businesracticeswhich are incrediblyheavyin sucha context A

seriesof interviewswith internal stakeholdersand the history of someof the start-upswe have
worked with alreadyhelped me to understandwhat will be at stake For a start-up, the main

challengewasto copewith multiple points of contactand our complexities Forthem, changes
in the organisationwere alsoanissue Whenone of their contactsleft the companyor changed
jobs, they had real difficultiesin figuring out what to do. In a nutshell,we needto offer them:

visibility, simplicity and someterms and conditionsappropriateto their financialsituation. On

our side we need to improve our ability to manageissuesrelated to data security, data

ownershipandintellectualproperty.

Question: So what is the value of procurement here?

We have made a promise to the businessthat it will be infinitely easierto take on-board
strategicstart-upsin the future. We mappedour processescontemplatedour own complexities

and it is clear that our first priority is to set up what | describeasa ¢ O2 y O SNIBA SO
(caretakerservice)or a strategicstart-up. Thissoundsbasic,but it is critical We needto havea
speciallane for the strategicstart-ups that could contribute to the strategicareasmentioned
above Thiswill not be appliedto any start-up that someonein the companymay want to work

with in the future. We will be selective Beyondthis, we alsoneedto supportthe O2 Y LJI y &
decisionmakingprocessesespeciallyon the trade-off betweenriskand opportunities We have
aduty to patientsandthe broaderindustryto managedataandinformationresponsibly

Question: And beyond these specific services, where would you see future development?
In the longterm we believethere are opportunitiesto supportthe businesgnore with mapping
ecosystemsscoutingand screeninginteresting digital partners and start-ups We also believe
that more can be done in terms of the managementof relationships But for today, our

priorities are set and the challengeis high. As we demonstrate our relevance and our

capabilities,| am confident we can provide more value Thiswill be a demanding,but an

excitingjourney.

14
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3. ROADBLOCKS AHEAD!

Collaboration betweerstartups and large firms are challenging
but Purchasing can contribute to make them work.




WHY IT IS SO HARD TO REALIZE

Evenwhen a start-up and a large firm want to work together, the two sidesare generally
painfully experimenting their cultural and organizational differences They approach
innovationandriskswith different appetites Thestart-up isbornto innovate,dealingwith

uncertainty is its only routine. It searchesfor a viable businessmodel by going quickly
through a seriesof experiments The large firm is organizedto best exploit its existing
capabilities its processesand routines are here to minimise risks ¢ even when
G A Yy 2 @aditd manhéadline Time does not have the samesignificationfor them;

they decideandactat different speeds

Their ways of working are dissimilar Flat and flexible organizationsk 2 yg&t élongwith
hierarchiesand complexgovernancemechanism A start-up often offers a singlepoint of
contact while in the large firm, multiple layersof hierarchiesand an army of functions
needto beinvolvedall the time.

Scalexan meansomethingvery different. A start-up canbe quickly overwhelmedby an
order of 20 productswhenin the largecompanyprojectsare seenasrelevantonly if they
canquicklyreacha critical mass Startupsare concernedaboutthe end of the month and
their cashposition,while largecorporationsfocuson rapidreturn on investment

Main collaboration challenges to deal with

Start-up Large firm

Financial
sustainability

Risks

Speed

Limited
Resources

Intellectual
Property

Governance

Scalability

Survival
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Forthe start-up, it is quite difficult to find the door to enter into the largefirm, andthen
to find its waysinsidethe labyrinth of processesand organizationsWith the proliferation
of Open Innovation actions such as hackathons,corporate venture capital structures,
incubatorsX the dead ends are multiple. The time consumed for pitching such a
dedicatedprogramis often lostin trying to convincea future client.

From the point of view of the large firm, it is hard to evaluatethe real maturity of an
innovation brought by a start-up. It is impossibleto evaluatethe solidity of a new firm
with no referencesand a shakybusinessmodel For some managersit can be hard to
understandthat the start-up R 2 S &hgVénii office in Chinawhile in fact, its sole office is
aY | A fed@¥n London

And when they agree,the worst decisioncan suddenlybe taken Thelargefirm and the
start-up canfear intellectualproperty discussionsAt this stagethey tend to loosesight of

the sharedvision! Largefirms tend to carry a long and painful history of failures on
Intellectualproperty dealswhile start-upstend to ignorehow to dealwith it. TheyR 2 y Q (i
know what shouldbe kept confidentialand how to securefuture businessTheyare quick

to see large companiesand their layers as big bad wolves who want steal their
intellectual property. Both R 2 yk@bik how to beat these fearsthrough open discussions
andcontracts

Startups go through different stagesof development Sometimest canbe usefulto spot
them andto start shapingtheir strategyat early stages Sometimest canalsomakesense
to wait till they havereacheda certainstageto interact with them. Thefollowing diagram
outlinesthe stagesof developmentof a start-up.

FORMATION VALIDATION GROWTH
O 0O-- ®
Problem / Solution Fit Vision / Founders Fit
Ideating Concepting Committing Validating Scaling Establishing

Entrepreneurial
ambition and/or
potential scalable
product or service idea

For a big enough target

market. Initial idea on
how it would create
value, One person or a
vague team; no
confirmed
commitment or no
right balance of skills
in the team structure
yeb.

Startup Development Phases - From idea to business and team to organization.

Defining mission and
vision with initial strategy
and key milestones For
next few years on how to
get there. Two or three
entrepreneurial core co-
founders with
complementary skills and
ownership plan, Maybe
additional team members
For specific roles also with
ownership,

Committed, skills balanced co-
Founding team with shared
wvision, values and attitude
Able to develop the initial
product or service version,
with committed resources, or
already have initial product or
service in place, Co-founders
shareholder agreement (SHA)
signed, including milestones,
with shareholders time &
money commitments, For next
three years with proper
wvesting terms.

Ikerating and testing
assumptions For validated
solution to demonstrate
nitial user growth and/or
revenue, Initial Key
Performance Indicators (KPI’
s) identified, Can start to
attract additional resources
{money or work equity) via
rwvestments or loans For
aquity, interest or revenue
share from Future revenues,

Focus on KPI based
measurable growth in
users, customers and
revenues and/or market
traction & market share in
a big or Fast growing
target market. Can and
want to grow fast
Consider or have attracted
significant Funding or
would be able to do soif
wanted. Hiring, improving
quality and implementing
processes

Achieved great growth,
that can be expected to
continue. Easily attract
financial and people
resources. Depending on
vision, mission and
commitments, will
continue to grow and
often tries to culturally
continue “like a startup”.
Founders and/or investors
make exit(s) or continue
with the company

Version 3.0 - www.startupcommons.org
EY SR
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THE COLLABORATION LANDSCAPE

Beinghype, the start-ups - large firms collaborationleadsto the proliferation of eventsand
meansto engagesuchrelationships|t is hardto find one big firm that hasnot organizedor yet
takenpartin sucheventor organization Xanda start-up who neverpitchedbehindthem.

Corporate
venturing
teams

Innovation

Type of engagements e

Hackathon and crowdsourcing

Pitch competition

Incubator J

Corporate Venture Capital /

Accelerator J

Publicly funded research projects

Innovation partnerships / co-development / J

B2B meetings ¢

Procurement J

v Natural involvement
Random involvement

Nevertheless,the majority of these new forms of engagementleads to communication

successegatherthan businessuccessesThiscanbe explainedby three mainfactors

- the over-focusof largefirms on marketintelligenceand communication

- the lackof maturity of start-ups that overselltheir innovation

- the lack of knowledgeon both sideson how to build up and managesuch innovation
partnerships

It is alsoimportant to considerdifferent sectorsof activities If you are a Hardwarecompany,
there will be veryfew start-upsthat will offer greatvalueto you. SoR 2 yegpéctthem to bang
at your door. Youwill needto spotthem andto start workingwith them at very early stagesof
development At the other end of the spectrum,start-ups who dream of reinventingbanking
are legions Theyshouldnot expectBanksto havetheir doorswide openasthey need a swift
andsolid processof pre-qualificationthat takesinto accountthe value offered, the fit between
the playersandother risks

18
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4. THE COLLABORATION FRAMEWORK

Purchasing can contribute throughout the different stages of
collaboration with a starup. To do so, it needs to adapt its
processes and practices to make it work.




PURCHASING INVOLVEMENT
IN SUCCESSFUL STBR'RELATIONSHIPS

At the very first stage of the relationship between a large firm and a start-up, the main
challengeis to establishthe best connectionsamongstthe two players Purchasinghere can
helpeveryoneon both sidesto reacha commonunderstandingon a few critical points:

First, they can help clarify the resourcesand capabilitiesthat both playerscan bring to the
table outlining where complementaritiesexist and where challengescan be foreseen What
the start-up brings,needsto be unique. If somethingsimilarexistson the market,R 2 yhake
your life more complexthan needed By adopting a facilitator role, they can ensure that
transparencyexistsandthat no issueis hiddenunderthe table. Thisis a cornerstonefor future
trust anda goodcollaboration

Secondthey canhelp achieveclarity on who doeswhat and eliminate someof the roadblocks
that comein the way of the collaboration Theycanalsokeep an eye on the overallvalue of
the relationship It ispartof t dzNJD K ljo tb piahayéexternalrelationships

Third, when contracts need to be drafted and signed they can prevent some frequent
mistakesfrom happening Managerswho love to be on the forefront of trendy business
practices engagewith start-upsandthey sometimesrushto partnerwithout clearobjectives

Purchasingneedsto be involvedat early stagesto preventaddinga projectto the graveyardof

fantasticinnovationsthat facedtoo manyproblemsat the time of industrialization Involvedat

the right time, their practicesand tools canhelp to eliminate suchmistakes Theirexperience
with sourcing committees and makeor-buy processesenable them to create internal

alignmentsand to communicateeffectively about the need to work in partnershipsand to

establishtrust with a start-up. Theycanhelp developand shareand rather stablevisionthat

canbe presentedanddiscussedvith the start-up.

Thanksto Purchasinga companycan create a clear basisfor negotiationwhen it is time to
elaborate a contract with a start-up. Negotiationfor the start-up, is a sign of interest and
seriousnesgrom the large firm, but somedifficulties can arise By providing clear objectives
and limitations, Purchasingcan facilitate the overall processof establishinga contract that
reflectsambitionsand commitmentsfrom both sides Thisis alsothe right time to investigate
what could be the right businessmodels to use Buyers can help the start-up look at
alternativesto a product focus model and investigateservicemodelswhere someindustrial
challengexanbe eased

Beyondthis role for each project, more can be done to simplify the Purchasingorocessfor
start-ups Thiscanincludeearly prequalificationand online selfassessmentjght RFland short
contracts,rapid feedbackto the start-up and regularlessonslearned on working with start-
ups
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Open Innovation at Veolia

Interview withYann MoreauPh.D DirectorOpen Innovation & Innovation services. VEOLIA
RESEARCH & INNOVATION

vdzSaidA2yyY [/ 2dZ R @2dz RSAONROGS +S2f Al Qa4 hLISY
Our Openlnnovationprogrammehastwo main objectives Thefirst isto searchfor innovative
technicalsolutionsthat could contribute to the improvementof our operationalperformance
Thesecondis linked to the 3 N2 dplod@raplan and the will to continuouslymake new offers
availableto our clients In both caseswe endeavourto establishpartnershipswith start-upsor
innovative companies Thisenablesour BusinesdJnits or CorporateEntitiesto benefit from
emergingand innovative solutions In practicalterms, the partnershipscan include Licence
agreementsCaodistribution, Codevelopments;Teamingagreementsetc.

Question: Has this programme experienced major evolutions over time?

In the beginningthe programmewasvery open. We presentedour activitiesand invited Start
upsinterestedin collaborationto contactus. Oncea contacthadbeenestablishedpur experts
carried out a first technicalevaluation In caseswhere a potential was detected, we solicited
our BusinesdJnitsin order to identify collaborationopportunities It wasa purely exploratory
and very opportunisticmethod. An assessmenshowsus that with this approachthe work can
be intensive but the levelsof transformationare weak

Question: So, what have you changed?

To increaseour efficiency, we inversedthe logic At present we begin with the needsor
opportunities expressedoy our BusinesdJnits. Theycall on our serviceswhen they have an
innovationneedwhich couldbe resolvedvia a partnershipwith aninnovativeStartup or SME
Internally, our service comprises sourcing, benchmarking of solutions and support in
establishingpartnerships Working up front with our BusinesdUnits is essentialto precisely
identify challengesand opportunities, to understand those which are eligible for Open
Innovation and to organisethe searchfor solutions For seriouschallengeswhich are very
closeto our core businessand whereit is preferableto hold on to our patent rights, we shall
havea preferencefor internal R&D Openinnovationwill createmore valuewhere needshave
beenidentifiedin fieldswhereinternal expertiseis lessdeveloped

Question: How is this Sourcing carried out?

We have severalapproachesOur sourcingstrategyis createdin relation to the objective We
can either adopt a very open, public, visible to all approach or alternatively, a more
confidential approachin order to avoid alerting competing market players Our sourcing
generally comprisesa web search, a search on free or paying data bases, an internal
investigationto identify any alreadyknown solutions,the use of platformsto post a call for
innovative solutionsand the solicitingof businessincubatorsor acceleratorsin our network.
Occasionallyve use consultantsto complete our sourcing Currently,we integrate the team
specialistof technologyintelligence Thisgivesus a direct accessto the searchcapacityfor
patentsand scientificliterature. Theacquiredexperiencen sourcingenablesusto knowwhich
direction to gravitate towards and discovergood sourcesof information. Someinformation
sourcesare more usefulthan others, notablyif they includetechnicaldetailsand analysesThis
helpsusto rapidlyseeif the Startup couldcorrespondo our needs
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Question: How are the first exchanges made?

To beginwith we useall availableinformation to understandthe maturity of the solution and
its alignmentwith what we are lookingfor. It isimportant to be selectivefrom the earlystages
For the solutionswhich have been chosen,we seekto organisea first discussionwith the
Startup to maketheir acquaintanceand clarify expectationson both sides If the opportunity
is confirmed,we then signan NDA(NonDisclosuréAgreement)o protect our mutualinterests
and progressin the technical analysisof the prospective solution Sometimesthere are
notable differencesbetweenthe initial pitch andthe real state of progressin technology From
time to time we suggesttests in real operating conditions It is often on the basisof these
i S arésalQthat the idea of a partnership is approved In parallel, we initiate the first
discussion®n the terms and conditionsof the agreementbetweenthe BusinesdJnit andthe
Startup. At this stage,we needto makesurethat both sideshavethe sameperceptionof the
businessandthe market, thisis essential

Question: What are these agreements composed of?

Theseagreementsexist in variousforms such as co-development, licencing,co-distribution
etc. For all these cases,discussiongake place principally between the Startup and our
BusinessUnit. Our concernis to put agreementsin place that will mutually benefit both
entities. Theconceptof a partnershipis essential Theremust be an interest for everyone ,we
are awarethat theseare youngenterprisesandthat they needto develop

Ourrole isto guideand leadthe membersof the partnershipto askthe right questions Every
caseis unigue to succeedpne mustbe sureof a goodstrategicalignment

Eventhough we are able to engagea discussionconcerningthe terms and conditionsof a
partnership,we alsohaveour own ideas A partnershipis a meansamongstothersto obtain
accesdo the soughtafter innovation One must be aware on both sidesthat discussionglo
not alwaysarrive at a successfulconclusion Both entities should protect themselvesand
remainvigilant On our side,the in-houselegaladvisersand purchasingstaff cantake part in
the discussions

Question: How do you manage the concerns linked to scalability?

Sometimesve work with Startupswho havenot yet reachedthe commercialisatiorstage We
canachieveagreementsin the form of co-developmentpartnershipswhere we contribute to
the technologydevelopment In caseslike this, we build the solution together Thissupports
our partnerin its ascensiono the TRL(Technologyreadinessevel) We havealsooccasionally
made our sitesavailableso that a Startup canobtain a first referenceandtest its innovations
underreal operatingconditions Commerciallyit is really necessaryo think with the Startup
in terms of synergyandthe opportunity of additionalbusiness

Question: What are the future challenges?

Open Innovation could be faced with a paradox The innovative solutions close to our

professionare initially attractive to our BusinesdJnits. Often they are well understoodand
alignedto our core businessHowever,in this configuration,ascertaininghe value and utility

that could be generatedby a partnershipis not alwaysclear In many cases,our technology
and/or internal expertise could enable us to achievethe sameor even better results than

those proposedby the potential partner. Open Innovation will create more value in areas
where a specificneedis present,but our internal knowledgeand savoirfaire is lessdeveloped

In the caseof lessknown fields, the perception of risk is greater We are working towards
developingour approachto avoidthis bias Our internal offer for our BusinesgJnitsis alsoto

guidethem in minimisingrisksin innovativesolutions
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5. SOME TIPS AND TRICKS

At every stage of a relationship with a staih, some basic tips
and tricks can be useful to help all of us improve our practices.
The following pages can also form the basis for a rapid
assessment of where you are in terms of practices.







TIPS AND TRICKS

This final section provides a series of tips and tricks to makegpecbllaborations work. It is
structured around four themes:

A Finding starups you can work with
A Managing effectively the early exchanges with sigws
A Building and sustaining solid partnerships with staps
A Overcoming scalability challenges

These four dimensions and the items described for each of them can be used to assess and
review your current experience managing relationships with stigg.

You can look at each item, ask yourself about its importance in your context and then rate
yourself from 1 to 5 depending on your maturity ( from Ad Hoc experience to Systematic and
Excellent)

@ rl=l
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5 TIPS TO FIND STABHS YOU
COULD WORK WITH

Chance favors only the prepared minds. So start
searching with an opportunity for business differentiation,
a pain-point or a problem to solve in mind.

v

Be opportunistic! When you look beyond your existing
supplier base, take the time to connect people from the
start-up with the right people inside. Be patient, as only
one time out of hundred something will come out of it.

For a clear need, be systematic in your search. Map
ecosystems by looking at key trends across the industry,

by identifying who could collaborate with whom in the

future. Use Market intelligence tools. '

Occasionally, scout together with other functions. This will
help you to better understand their pain points and to
identify who could be the right partner for them.

4

Look at intermediaries and events that can help you
access start-ups. There are many hackathons, incubators,
accelerators, platforms, awards and influencers that can
connect you with the right people.
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5 TIPS TO MANAGE EARLY
EXCHANGES WITH SFARS

Make sure to provide clear and reasonable expectations.
Be ambitious but go step by step,

features all the time.

Look at the world through the eyes of the start-up. Are you
their partner of choice? What would it take for your
company to be their partner of choice?

Make sure that your company andthestart-u p6s goal s ar e
compatible and mutually supportive. Ask yourself the

guestions: How will they help you grow your business?

How will you help them grow their business? '

Understand their business and technical capabilities. Take
into account the network they can gain help from. See

who has experience with working with large companies
within their extended team.

Acknowledge differences and potential challenges right
from the beginning. But always look at the risks in the light
of the potential benefit and value your company can get
out of the relationship.
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5 TIPS TO BUILD AND SUSTAIN
SOLID PARTNERSHIPS WITH A
STARUP

Make sure that the collaboration focuses on the real

customer or business pain-point and on the expected
business/technical outcomes. Donot
every time you see a new prototype.

Prototypes and help to test hypothesis, to fail fast and to

rapidly perform validations. They allow you to test the

gual ity of the relationship. But d
magic of prototypes and by the relationship honeymoon. '

Implement, internally and externally, a crystal clear
process to manage and take decisions. For the scope of
work, leave space for exploration but manage the

process. '

Sometimes you might need to protect the start-up from

the internal complexities and the heterogeneity of views.

Pay attention to the human network, if someone leaves,
ensure that continuity is maintained. '

Create contracts that grow the overall cake and offer both
parties opportunities to grow and develop. Develop fair IP

and value sharing deals 1 do not block the start-u p 6 s
access to other markets than yours. '

OIRWN
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5 TIPS TO OVERCOME THE
SCALABILITY CHALLENGE

Manage internal expectations so a safe ramp-up can be
secured. Communicate about the stage of development of
the start-up and about what can be expected right from
the early days of collaboration.

Educate the internal business partners on the nature and

scope of the collaboration, its challenge AND its benefits.

Explain the maturity gap. Turn diversity into an advantage
in their eyes.

Provide the startup with a letter of intent to help the start-
up open new doors. Offer them to become a reference.
Support them with your own testing, sourcing and

development capabilities. '

Consider multiplayer collaborations. Pair your suppliers
with start-ups to benefit from their combined expertise.

The business case needs to be clear for both of them.
Follow-up on the quality of their relationships. '

Open your network in other sectors to the start-up in order
for them to be able to get scale effects and secured
return-on-investment made for you.
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Partnering with Startups at Faurecia Seating

Interview withHubertDelatte, InnovatiorPurchasing Director of Faurecia Seating

vdzSaGA2YyY 2 Kbk doncermsBor wdikidgNahGarkipe?

The first concernfor Faureciaseatingis to set in-motion new innovation themes As such,
start-upsare an excellentsourcefor interestingand creativeideasprovidingvaluefor us. They
helpto generateor complementfuture productsandtheir functionalityfor our clientsandend
users Furthermore,in comparisonto certain more classicabnd greater sizedsuppliers,start-
ups offer us a certain capacityof flexibility and reactivity, which is difficult to obtain by other
meansthan by working with them. Throughour experience we have observedthat start-ups
are capable of respondingto our needs, sometimesto pre-empt them with very short
deadlinespccasionallyy freeingthemselvesrom internal administrativeprocedureshat one
usuallyfindsin well establisheccompanies

Moreover, joining forceswith certain exceedinglytechnologyoriented start-ups enablesusto
explorenew waysof working not only on new productsand/or fabricationprocessesbut also
in the rulesof conceptionandvalidationof our products

Question: How is sourcing statips realised?

For Faureciathere are severalways First,there are those who arrive directly via our internet
site and who spontaneouslysendustheir innovatingideas Next, we are presentand activein
variousways within severalinnovation ecosystemsaround the world. Innovation Purchasing
concentrateson Businesriented gatheringssuchas Techinnowor LesRendezvousCarnotin
France There, we meet start-ups who are looking for clients and seek to sell their
products/servicedo test their businessmodelsand to confront possibleclientsin order to
progress At grouplevel,there are CapitalVenture Corporatefundsand a correspondingglobal
network in different countries(Israel,SiliconValley,CanadaChinaetc.). Thelatter will source
those start-ups whose technologiesare linked to our strategic priorities. The group also
participates in acceleratorsfor start-dzLJdeGhnologiesand in academic networks which
increasepotential pointsof contact Finally,we are alsolookingfor direct suggestiongrom our
internalexpertsandengineers

However,sourcingis not only collectingstart-up namesand presentationsit is alsoa question
of validatingtheir potential for the company Likewise once a start-up hasbeenidentified as
workingon a potentially interestingsubject,we in InnovationPurchasingvill promote the idea
internally to those expertsand headsof innovation projectswho are most likelyto & 6 d#Be¢
idea Thisis a question of personallypresentingeach start-up who falls into their field of

competenceand interest in order to realisean in depth investigation An important concern
hereisthat the personwho will be in chargeof the processof co-innovationwith the start-up,

if the co-innovationis accepted,shouldbe involvedfrom the beginningand should convince
his/her hierarchyto engagen aninterestingproject
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When the initiative comes from Managers,there is a stronger compliancefrom internal
innovatorsto engagein Innovationpartnershipswith start-ups. ForInnovationPurchasingthis
eventuallyrequiresa transfer of the start-up to the internal teamsand to accompanythem in
the processof creatingthe partnership,so much so, that frequently internal teams declare
themselvesasthose who havediscoveredhe start-up ¢ suchis the proof that that Innovation
Purchasindgnasmadea successfulransplant

Question: What happens during the first exchanges

Thereare two stagesduring the early exchangef implementingthe processin Innovation
PurchasingFirst,during the sourcingphasewhen we are rapidly discoveringthe start-up, we
endeavourto identify the points of interest for the internal team and then present the
validationprocessand partnershippreparation Next, are the exchangesvith our expertsand
headsof Innovation Betweenthesetwo phasest is a questionof identifyingthe latter, finding
those which are pertinent in relation to the solutions brought by the start-up and to
accompanythem in their understandingof the solutionsas well asimaginingwhat could be
envisagedwith the start-up. Oncethe internal relay has been identified and the potential
validatedin theory, we organisea first meetingwith the Startup in order to makeeach2 i K S NX 3
acquaintanceand measure potential possibilities During two hours we exchangeon our
capacities,objectivesand partnership management Thisis about verifying that there is an
interest on both sidesto work together ¢ not only from a technologicalnd economicpoint of
view, but alsoin the partnershipphilosophy

Subsequentlypnce the idea hasbeenjudgedinternally as interesting, Innovation Purchasing
organisesan in-house meeting with R&D, Marketing, Purchasingand of coursethe project
leaderor expertwho is the most motivatedto work with the start-up. We then work together
on drafting the functional & technicalspecificationsthis action puts everyonein agreement
on what we wish to developwith the Startup, in which form, in which time frame and with
whichidealeconomicmodel

Onthis basiswe return to the start-up in order to presenta clearvisionof C I dzNJl€zisionQ a
andwishto work with them. It is alsoon thesegroundsthat the negotiationfor a partnership
contractwill be based Thisin-houseclarificationbefore any externalnegotiationis keyfor the
creationof mutualtrust relationships

Question: How do you overcome the concerns to increase capacity?

Therampup in capacityof the start-up, that is to sayits durability towards Faureciawill be at
the heart of our first exchangeslt is particularlyimportant when the product sold by the start-
up is destinedto be integratedinto our products indeed C | dzNJStt2Agth 3 é0 maketheir
productsavailableto our clientswith the samelevel of quality and in large volumesall over
the world. Thus,when we approacha Startup with a first draft of functional and technical
specificationsyve endeavourto suggestwayto ensurethis durability.

31



Afirst way of achievingthis isto engagein iterationswith the start-up; to do a seriesof orders
and trials, to constructa line of innovationsaround projectsdefined together. Thisrepetitive
processhelpsto validatethe pertinenceof the start-dzLJ@ducts,as well as facilitating the

progressiveampup in capacityin order to bein line with C I dzNJ®evatio3dt alsoenables
building relationswith solid foundationsin the fields of innovation and business Afterwards,
with eachrepetition we ensurethat there is equal sharingof the intellectual property so that

the start-up is able to explore other markets, sometimes with our recommendation or

support Thechallengeis for the start-up to be ableto increasetheir client baseandtherefore
financetheir ramp-up in capacity Also,if needed,we cansuggesipublishingour partnershipin

their fundraisingdeckor investin their capitalwith our corporatefunds

Finally,in caseswhere there is a very rapid ramp-up in industrial capacity- and we have
alreadyexperienceda caselike this - we canput the start-up in contactwith another supplier,
whilst accompanying both parties in the formalisation of a contractual agreement
Subsequentlywe continueto follow the NB f | prdggess Q &
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Partnering with Startups at Vodafone

Interview withNeil Cocker, Director & Senior Partadiomorrow Street at Vodafone

Question Why isworking with start-upskey for Vodafone?

At the VodafoneProcurementCompany(VPC)a keydriver for our increasedattention to start-
ups s, of course,the digital revolution. While we recognisethe ongoingimportance of our
establishedstrategic suppliers,in our SCM2020 strategy, we decidedto specificallyaddress
how we managesmallup-and-comingsuppliers

It is well-documented that digitalisation will bring a new wave of start-ups and smaller
suppliersto everyindustry and we decidedto be innovativeourselvesin how we managethis
change Ad-hoc managemenbf innovativesmallsuppliersor treating them the sameaslarger
suppliersis just not feasible anymore Our Tomorrow Street initiative was built on that
philosophy Thebusinessasetook shapevery quicklyandwe launchedn Septembe2017.

Question Whatis Tomorrow Street?

Tomorrow Streetis a new kind of innovation acceleratorthat focuseson growing late-stage
start-ups We focuson the verticalsthat are centralto + 2 R I T @rgfe§itpaorities ¢ Internet
of Things,Cybersecurityand Artificial Intelligence¢ but allow a bit of leeway for exciting
companies working in other categories Our team will work with them to facilitate
opportunities for growth across+ 2 R | T ®ofp8r® &f operating companiesand partners
Ourfocusis on deliveringthe right innovationquicklythrough+ 2 R I T uppBcfainand out
to endcustomers

Structurally, TomorrowStreetis a private-public partnershipbetweenthe VPCand Technoport

6 [ dzE S Y mnatidehlEhcBator) The Luxembourggovernmenthas a visionarystrategyto
grow the O 2 dzy iiebl®s€rior and has been very supportive throughout the processof
settingup and launchingour joint venture. Our model hasbeen carefullydesignedto benefit
everyone involved the start-ups benefit from structured accessto = 2 R F H00N+Q &
customers,Vodafonebenefitsfrom quickand early accesgo innovation,and the Luxembourg
economybenefitsfrom the creation of jobs and the establishmentof new tech companiesin
the economy

Question How do you work with purchasingteamsand other stakeholders?

We work very closelywith CategoryManagersn the VPCand alsowith our supplychainteams
around the world. In a nutshell, we help each other to drive the innovation agenda The
CategoryManagershavegreatexpertisein their product categoriesand often provide start-up

recommendationgo us; likewise,they often connectwith usto explainwhat (i K S @06k
for, and during scoutingwe focuson finding start-ups with these particular solutions During
our Proof of Conceptphasewe also work closelywith multiple Vodafone stakeholdersto

understandif the solution is ready for Vodafone and if it will truly bring a competitive
advantageandbenefitsto our customers
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Our scoutingprocessis all about buildingrelationships From Luxembourgwe travel to many
different start-up ecosystemso exploreopportunitiesand build connectionswith all types of
stakeholdersancludingVenture Capitalistsand Accelerators By building this externalnetwork
and connectingit through to the Vodafonefootprint we build real global knowledge and
scale

Questions How doesthis work for the start-up after they join?

Thehumanconnectionis reallyimportant ¢ we haveateam on the groundin Luxembourgand

work faceto-facewith the start-upsto help them tailor their product and pitchesto maximise

their opportunities We help them understandthe processesind speakthe Wt Iy Jfdattis3 S Q
specificto everybigcompany Oncethe productis gainingtraction in Vodafone we then build
aplanto takeit to partnersand 3 parties,which may involve customisation It is a bespoke
experiencefor eachstart-up andtheir successs our successso we work closelytogether with
acommongoal

Question Andwhat about internal interaction with the procurementteam?

Our lounge area has a very different atmosphere,and providesus with a unique spaceto
welcomethe CategoryManagersupstairsfor a coffee and a catchup on ¢ K | Ba@g@ningin
their category

Overall,we are makinggreat progressin our first year If (i K S Wi fhéag | learned about
working with start-ups, A (itlia& the whole global sceneruns on making connectionsand
looking for waysto help eachother. In this spirit, we are alwaysvery happyto connectwith
people worldwide, so if anybodywould like to find out more about Tomorrow Street please
feelfreeto getin touch.
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