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Innovation

ﬂuct / Service
Manufacturers/ m
Service providers Customers
Succeed at innovation is tough

Failing at innovation is likely and costly

Why don't all innovations become successful products/services?

Why do so many fail?
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Guesswork of pricing

m Manufacturers/Service providers l@
i ﬁ Less market consideration

No connection from Price to Design

Profit
ﬁ How companies
Cost i design the

product/service
around the price
and cost?

How much will it cost to
manufacturer/service provider? |

i Bridge the design with market ?
Product/Service design Look before you leap
(Functionality, Quality, Process)
I : Go from hope to certainty

_______________________________________



Why is it important?
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Commercial success of

innovation
<Bottom up> <Top down>
Price How much will it cost to customer?
% Price « _‘

Profit

1) b

Cost Desirable

. How much will it cost to manufacturer/ Affordable

service provider? Cost

Profitable
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It is a system of pI’OfIt planning and
COST management that is Price led,

CUStOMET focused, dESigN

centered and CI'OSS fU nCtiOnaI.
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Source:Ansari et al.. (1997) Target costing:The next frontier in strategic cost management
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* Price led cost

* Focus on customer

: Generate
* Focus on design
profit
How companies Commercial
design the Satisfy Ta_r'get I:\Laann:g: success of
product/service customers . product/
. - costing  costs :
around price and v v service
cost? innovation
Capture
. o market
* Life cycle thinking share
* Cross-functional involvement
* Value chain involvement
After sale

I

I
Research Production Marketing Distribution
& Design

Acquisition Operation Maintenance



What can be done!?
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Emerged from Japanese automobile industry in 1960s, eg. Toyota and Nissan

Received global attention from

u
late 1980s ﬁj" %
A_L
The basic idea is fairly simple and ~ \ “& 4
@g{ @

straightforward
\ u—- s System
Process is complex and challenging B m........
a Assembly
wﬂoﬂ Engh e Blectrics
Market-Driving Costing Product-Level Target Costing Component-Level Target Costing
Cost I »
0s
. ; Product- Functional- Component
Market Expected Profit Allowable | reduction .
selling price cont W Ievil (;t:trget <> Ievil (;c:trget P -Iev(e;lo';atrget | Suppliers F

Source: https://en.wikipedia.org/wiki/Target_costing#/media/File:Target_costing_process_redraw.png
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How might we build on this foundation and transit to a target costing model
for marine equipment manufacturers and service providers?

How to accelerate the transition and unfold its full potential?

I% R




Business model canvas
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Key Partners

* Suppliers
» Competitors

* Non-competitors

&

Key Activities

* Production

* Technology
development

* Service process

Key Resources

* Physical
* Intellectual
* Human

* Financial

e

Value Propositions

* Asset sales
* Asset recovery
* Asset availability

» Customer outcomes

Customer Relationships '

* Self-service
* Personal assistance

* Co-creation

Customer Segments

* Shipyards
* Ship owners

* Ship management
* companies

* Raising awareness

Channels

* Delivering a value
proposition
* Providing customer

support

Cost Structure

* Life cycle costs

* Fixed and variable costs

Revenue Streams

o

* Transaction revenues: one-off payment for asset sale

* Recurring revenues: usage fee, subscription fee, leasing etc

Source: strategyzer.com
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Key Activities 4 " Vvalue Propositions = gGstomer Relationships ' Customer Segments

Value
ue Va

ﬁﬁsﬁrces i P r.() p oSl Channels D éﬁ
tions

Cost Structure Revenue Streams

Value
Capture

Source: strategyzer.com
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End of

product/service
innovation
process

Value capture

Product focus

Costs determine price

Value - Value = Value

Creation Proposition Delivery
Price
Cost — R /
Profit évenue
Limited interacts within Cost reduction focuses on
organization and with waste and inefficiency

external environment

Less market consideration
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Beginning of
product/service Value Value :> Value
innovation process Creation Proposition Delivery
Value capture : I
Price
Cost & /

Profit Revenue

Step |. Establishing target costs

Step 2. Attaining target costs
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Step |. Establishing target costs



Establishing target

cost
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Manufacturers/
Service providers

Target Price/
Cost Profit Revenue

Customer needs

Willingness to pa ‘-
Define e g _________ P )'

product/ | Mark :
. | arket
Service Competitors . landscape |
features W  rooceeesesssressssseseeas | |
\x\\ F /{_______________Jl

.~
.~
.~
.
.~
~
~
.~
~
~
.

CUSTOMERS

COMPETITORS ~ VENDORS
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Manufacturers/ Customers
Service providers

Customer needs

Willingness to pa ‘-
Define e g _________ P )'

product/ ] :
Target Price/ M service . Markee
8 — - Competitors . landscape |
Cost  Profit Revenue features pressssss A ;
Competitive analysis 1~
Price ceiling
A
§ Q Competitor A’s price
e i
& % YOURPRICE N\ Market share goal
3
gc’o ® Competitor B’s price
<
(- <
\

Price floor
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Step 2. Attaining target costs



G m
=
Collaborative relationship

with suppliers, dealers,
distributors, etc

Attaining target costs
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'y Cost

Initial
Cost
A
Target '
Cost

Gap

: P
Design , -

> product/

service T

__________________

Value
engineering ~

) Estimate
achievable

7 cost

Cost
analysis

Release Actual
design to ctua
, cost
production
q //
Undertake
continuous
improvement
Produce ... _____

Recursive problem solving

Generate cost effective design

Continuous improvement beyond the design
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Exhaust gas scrubber case for step |

Aaune warer  (AY | ke
GENERATION TANK

}DUIJUIJD

Source: http://www.seanews.com.tr/news/ 143763/Qil-price-collapse-hits-sales-of-exhaust-gas-scrubbers-to-marine-sector.html



Scrubber — market landscape
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Figure 1: Solutions to meet the SOx challenges in SECAs from 2015

Topts1 et Which solution do shipowners think is best suited to meet the SOx
S%‘i']‘l;gur challenges in emission control areas from 20157
2015y W 2014 W 2015

22%
179

Natural gas/methanol Scrubbers

19% % 19%

Distillate fuels

v

Figure 4: Technology per target segment (cargo vessels only) in 2015
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Tank Bulk Container
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Source: Berger, J. (2015). Business case for scrubbers

Other/Unknown

Updates on regulation

Figure 2: Segments with scrubbers installed or contracted in 2015

120

Ferry (Ro-Pax) Ro-Ro (Can)
2015). Business case for scrubbers

Scrubber technology
Level of acceptance
Scrubber uptake by ship type

Orders and installations

£ Scrubber type installed or sold in 2015

38%

25%

13%

0%

Open Loop

Source: Berger, J. (2015). Business case for scrubbers

Hybrid

Tank

Closed Loop

Unknown

Market

Dry System



Scrubber -
Customers and competitors
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{, features/ | Price/ Target
\ Service h Revenue Cost
. solutions /’
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WTP :

Needs:
Total cost of ownership (TCO) < Savings

Meet the reduction target
without spending a fortune

AL~ ecOspec s OCEANOX
LA\//\L GR_EIEN ;I'.ECH MARINE e
UPIND BELCO® - LR MARINE
C R
CLEAN MARINE

[F= Fuiji Electric

WARTSILA

Customers %

: Customer needs !
Willingness to pay

Fuel price spread:
LSF-HFO or LNG-HFO
A

LSF or LNG
A

Com|3=etitors @

_________

i Competitive analysis

_________________________________



Next step



Next steps PBS RN COPEUHAGEN BUSINESS SconL

HANDELSHOJSKOLEN

Setting price

Cost analysis for both manufacturers/service providers and customers

Approach to evaluating risks and profits

Bilateral industry dialogue and case studies

27
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Thank you !

Questions?

Liping Jiang
lji.om@cbs.dk

28
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CBS MARITIME

Research projects

CBS Maritime's research is organized into a number of interacting projects with a common reference to the
Research -~ dual relationship between “maritime industry dynamics™ and “increasing global integration”, but each with
their own outline and sub-projects. Below are examples of the central questions being addressed.

About

Call for applications
Publications
=

Research projects

Tea[;hmg NEWS Foto: Iris/Scanpix
- - 30.09.2016 Some of the projects are funded by the EU 7th framework program (FP7), the Joint Committee for Nordic
Dissemination e The Rise and Fall of the East Asiatic Company Research Councils for the Humanities and the Social Sciences (NOS-HS), Canada's Social Sciences and
Humanities Research Council (SSHRC), the Danish Maritime Fund, DS-Orient's Fund, and the Lauritzen
26.09.2016 Foundation.
NE[WUFK CBS Maritime Expanding Partnership on Governance
d I tion fi Sustainable Mariti Si I . . . . (T e
_ one nnovetion for e Sustainabie Harfime Suepy Organizational Innvation in Shipping, Ports and Maritime Industry +
Sign up for newsletter Chain
e Green Shipping: Governance and Innovation in the Maritime Supply Chain +

Downloads
Blue INNOship - Servitization: Creating the market by understanding price, cost, contracts and .

EVENTS financing

No current events.

i S Competitive Challenges and Strategic Development Potential in Global Maritime Industries ~ +
The Dynamics of Maritime Clusters +
The Sources of Maritime Leadership +
The Entrepreneurship Dynamics of a Nomadic Workforce +
Nordic Shipping in a Global Context +
The Climate Challenge for Shipping: Incentives for Reduction of CO2 Emissions +

29
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7 thematic seminars

)
2)

3)

4)

3)

6)

7)

Target costing as a strategic tool to commercialize the product and service innovation

Pricing management and strategy for the maritime equipment manufacturers and service providers
(December [4)

Optimization and handling of risks and cost within the service contracts

The strategic decision making of ship owners in investing in maritime equipment manufacturers and
service providers

Financing of new business models that can promote business and sales within the maritime industry
— general

Financing of new business models that can promote business and sales within the maritime industry
— cases

Negotiation and collaboration through international contracts

Optional workshops

)
2)

Lego game workshop on the application of target costing (optional)

Workshop on marine equipment leasing (Optional) 30



