ILLINOIS TOOL WORKS (ITW)

A diversified manufacturer of advanced
Industrial technology

W24 Headguartered in Chicago,
Founded nearly 100 years ago with an
Initial focus on metal cutting tools
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Highly decentralized organization

N
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EXTERNAL REPORT CARD
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8 BUSINESS SEGMENTS
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UPDATE ON FINANCIAL PERFORMANCE

B ITW 25 Year Revenue / Income D
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Net Income 15% \

ROIC 13%
» Shareholder Return = 14%
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INNOVATION AT ITW

B . driving Superior Performance

Unique

Solution
(Differentiable A
Sustainable) Increased

Value For
ITW
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INNOVATION STRATEGIES

Require Balanced Portfolios with Differentiated Approaches

INNOVATION ACTIVITIES
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INNOVATION AT ITW

FROM TO

Inside Out ' Outside In

- Starting from End
Market Macro Trends

« Understanding Market
Pain Points Before
Innovating

+ From Product
Looking Out

* Incremental Product
Innovation

Product Innovation Business Design Innovation

» “10 Types”, “12
Vectors” of
Innovation

e Build Sustainable
Market Position

ENVIRONMENT + CAPABILITIES = POTENTIAL TO -

* Product Development
Projects

+ Best In Class Product




ITW INNOVATION PROCESS

Innovation Organizational Macro- Market HIGH
On Growth Readiness Analysis | LEVEL |
STRATEGY Objectives SCREEN
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Customer Concept Concept

OPPORTUNITY EVALUATION'  Needs Deveiopment S| V|
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Core NPD Process
COMMERCIALIZATION




OUTSIDE IN

B What Do We Really Mean by That D

INNOVATION |

Talking to Customers Voice of Industry/Market (up &
down the value chain)

TRADITIONAL NPD

VOC for product / service;

Scenario planning; SWOT Trends/needs of broader

market (Market Map, STEEP, ...)

Trade focus and MSF activities End-Market Driven Innovation

Deep understanding knowledge

Sell more of what we make today )
—unmet, un-articulated needs

Anticipate & influence change in
market place

Fill product gaps

Anticipate transformational

Develop new products
P P technology change




“BUSINESS DESIGN” INNOVATION

Thinking Beyond “Product”

10 TYPES OF INNOVATION
(Doblin Group)

Business Model

FINANCE :
Networking

~ROCET Enabling Process

 Core Process

Product Performance
Product System

Service

Channel
Brand

Customer Experience

DELIVERY

INNOVATION BAR - 12 VECTORS
(Dr. M. Sawhney and Dr. Wolcott
Kellogg School of Management)

Offering (WHAT)

Brand Platform

/
/

Networking Solution

Customers
(WHO)

Presence
(WHERE)

Customer
Experience

Supply
Chain

Organization Value Capture

Process (HOW)

ation Around At Least 3 Areas = More Sustainable Pos-
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