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EXAMPLE: COMPREHENSIVE AND SUSTAINABLE
PRODUCTIVITY MANAGEMENT
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10%



GENERAL REMARKS

+ Costs are not the only driver of success

+ In manufacturing relocations at least three factors are
underestimated regularly:

+ Complexity and logistical consequences of the arising
Interfaces drive cost and reduce flexibility and quality

+ Separation from development and other corporate functions
in Germany reduces the speed of innovation

+ The commencing business travel typically quickly exceeds

all expectations, drives costs and negatively impacts
employee motivation

+ Sustained management of the productivity potential makes two

digit EBIT margin figures possible also for Germany as a
manufacturing location



GERMANY AS A MANUFACTURING LOCATION — REPORTS
ERNST & YOUNG

+

Peter Ful, Partner: ,There is a renaissance of Germany as a
Manufacturing Locations *

Survey in the German Automotive Industry:
+ 73% Germany is internationally an attractive location
+ 4% Germany is no attractive location anymore

However: 22% of suppliers plan investments in Eastern Europe,
15% in Asia

+ Driver: Proximity to market and customers
Strengths of Germany

+ 92% R&D

+ 84% Employee Qualification

+ 80% Infrastructure



Fahrzeugverkaufe 2004 versus 2009
weltweite Verkaufe von Pkw und Kleintransportern (Angaben in Tausend)
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GERMANY AS A MANUFACTURING LOCATION — REPORTS
ERNST & YOUNG (111)

+ Key disadvantage of Germany: High labour cost (93%)

+ However significant progress in increasing labour flexibility —
only for 23% still a major problem due to

+ More flexible working times

+ Increase of weekly working hours

+ Work on Saturdays

+ Introduction of temp contracts for workers

+ Bargaining of wage increases against job guarantees

+ Main pressure still on parts production and final assembly — all
productivity potentials need to be realized



. Wie gewichten Sie folgende Risiken bei der Veriagerung von Produktions-
kapacitdten nach China/Osteuwropa® "
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Top 10 Staaten
2004

54 Usa
Japan lapan
Germany China
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China France
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instead of
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Source and © Mercer Consulting
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GERMANY AS A MANUFACTURING LOCATION — REPORTS
MERCER CONSULTING (1)

+ Labour Cost are important, however only one aspect of all costs
at a manufacturing location

+ Create transparency in all cost aspects, specifically including:
+ Logistics
+ Quality

+ LA complete analysis in many cases indicates strategically better

solutions than the supposedly advantageous manufacturing
relocation.”



* Stundenlohn im Verarbeitenden Gewerbe 2004 (EUR)
(@ Meue Bundeslander)

Direktentgelt "E Lohnnebenkosten Index

Deutschland 26,3 100%
Frankreich 20,8 79%
Triade UK 19.6 76%
Usa 18,8 1%
Japan 18.3 68%

Tiirkei

4.6

st Ungarn 46 Ausblick 2010; 17%
BUropa Tschech. Rep 4,5 17%
Polen 3,3 = Struktur mit 3 Clustern bleibt erhalten 139,

« Abstand Triade BRICs bleibt erhalten

Brasilien 2,55 o,

Russland 17 » Lohnkosten nur Teil der o
BRICs - ' strategischen Uberlegungen o

ndizn

China Yo

Source and © Mercer Consulting
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GERMANY AS A MANUFACTURING LOCATION — REPORTS
OTHER QUOTES

+ ltis definitely possible to manufacture in a profitable way in
Germany “ (AT Kearney / ,Best Plant* Competition)

+ ,Commitment to Germany as a Manufacturing Location in spite
of the difficult circumstances as a basis for successful

entrepreneurs” (Ludwig Erhard Award / German Business
Excellence Award)

+ ,Underrated Asset. Employees* (Expert Circle Small and
Midcaps, SZ/HVB)

+ ,Germany as a Manufacturing Locations makes significant
progress in 2005“ (innovations report)

+ ,Return of the repentant “ (manager-magazin)
+ ,The desert lives* (Handelsblatt)



Fiinf Dimensionen Erlahalisierung

» Lohnkosten
» Rahmenbedingungen
o Flexibilitat

» Neue Wachstumsmarkte
* Meue Kundenanforderungen
s Uberwindung von Handelsharrieren

« Meue Wetthewerber
« Angriff auf das Premiumsegment
s Meue Wettbewerbsstrukturen

» Globale Wissens- und Technologienstzwerke
* Globaler Talentwettbewerb
» Angriffe auf »geistiges Eigentum«

» Verfiigbarkeit und Preise von Rohstoffen
» Wahrungsschwankungen
* Terrorismus

Source and © Mercer Consulting
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SUMMARY: FACTORS FOR COMPETITIVE MANUFACTURING
IN GERMANY

/\ Operational Factors Strategic Factors
> + Productivity + Innovation Capabilities
S+ Quality + Technology Leadership
§ + Customer Satisfaction + Customer Intimacy
+ Supplier Management + Market Development
Society
2+ Location Cost
u8> + Qual_le of schools and availability of young engineers
+ Mobility
\/ + Infrastructure



MANAGING COMPETITIVE MANUFACTURING
OVERVIEW

+ Operating Factors
+ Can be influenced to 100% by the company
+ Potentials can be derived from surveys and experience
+ Focus of this presentation
+ Strategic factors
+ Classical strengths of the German Mittelstand (SME)

+ Should not be jeopardized by creating geographical
Interfaces

+ Societal factors
+ Area of influence for associations

+ Positive developments are visible as well as negative, like
the “Pisa Survey” or the decline in engineering students



MANAGING COMPETITIVE MANUFACTURING
INCREASE PRODUCTIVITY: LABOUR COST

+ New labour time models

+ Extension of weekly working hours

+ Working hours accounts

+ Saturday work without surcharge

+ Temp contracts to mitigate peak demands
+ Flexibility in bargaining agreement

+ Company individual regulations
+ Employee participation in company gains
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MANAGING COMPETITIVE MANUFACTURING
PRODUCTIVITY INCREASE: ADMINISTRATIVE PROCESSES (ll)

+ According to INGENICS survey 2005:
+ Productivity increase in manufacturing 1990 — 2005: 100%
+ Productivity increase in administration: Usually not present
+ Potential: up to 24% of total cost
+ Tools for optimization:
+ Value / process chain analysis
+ Typical results: 30% improvements*

* Quelle: PQ+



MANAGING COIVIPETITIVE MANUFACTURING =
PRODUCTIVITY INCREASE ADMINISTRATIVE PROCESSES (|||)

+ Value/ process cham
analysis 7

+ Visualization of
actual and to-be
processes using
cards

+ Employees and
managers concerned
are actively involved
In the workshops

+ To-be processes will be documented in a software system

Quelle: PQ+
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MANAGING COMPETITIVE MANUFACTURING
PRODUCTIVITY INCREASE: MANUFACTURING PROCESSES

+ Increasing productivity of manufacturing processes using video
based process analysis

+ Integrated optimization by

+ Direct input of digital video frames into the analysis software
(instead of paper, pencil and stopwatch)

+ Integrated evaluation and assessment in one application
+ Balancing of the manufacturing line
+ Automatically generating new manufacturing plan

+ Typical productivity increase 20%*

+ Results over all projects 15% — 45%*

+ Additional potential through application in planning and Design

for Manufacturing / Design for Assembly « Source: PO+



MANAGING COMPETITIVE MANUFACTURING_ - et
'PRODUCTIVITY INCREASE: MANUFACTURING PROCESSES (ll)
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MANAGING COMPETITIVE MANUFACTURING
QUALITY AND CUSTOMER SATISFACTION

+ Satisfaction through customer oriented quality management

+ Rapid cycle time and efficient handling of customer
complaints

+ Leverage customer complaints for product and system
Improvements

+ Integrated data storage, including customer complaints, field

data, manufacturing data and other information as a basis for
new product development

+ Ultilization of integrated methodologies
+ Design FMEA
+ Design for Assembly
+ Design for Manufacturing



MANAGING COMPETITIVE MANUFACTURING
SUPPLIER MANAGEMENT

+ Up to 80% of total cost defined in supply chain
+ Active management of the supplier base yields
+ Cost reduction by productivity management

+ Minimization of indirect cost through active quality
management

+ Preventative cost optimization through integration into
development process

+ Optimized management of the supply chain

+ Logistics optimization through JIT, Kanban and other
concepts

+ Value Stream Mapping

+ Development of supply base through Supplier Excellence
Programs for strategic suppliers



MANAGING COMPETITIVE MANUFACTURING |
‘SUPPLIER MANAGEMENT: VALUE STREAM MAPPING

+ Capturing material Ff/'/t e

and information

stream from supplier

to customer

+ Targeted
optimization
+ Average results

around 20%
Improvement*

* Source: PQ+
08.02.2007
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MANAGING COMPETITIVE MANUFACTURING
SUPPLIER MANAGEMENT: SUPPLIER EXCELLENCE

+ Integrated approach to achieve top level quality and productivity
status, coined in the automotive industry

+ Visual project management through
+ Project phase model
+ KPlIs
+ War Room

+ Clear project controlling through
+ Active involvement of top management
+ Steering committees and project teams
+ Integration of customers and suppliers
+ Dedicated staff for the effort

+ Direct implementation of quick wins



PERSPECTIVE: GERMANY AS A MANUFACTURING LOCATION
A RACE WITHOUT A FINISH LINE

+ German companies can compete in the global competition
based on manufacturing in Germany

+ Prerequisites are

+ Consistent and integrated management of all productivity
potentials

+ In the own company
+ At the suppliers
+ With the customers

+ Leveraging Innovation and Motivation of all employees
through positive leadership



PERSPECTIVE: GERMANY AS A MANUFACTURING LOCATION
A RACE WITHOUT A FINISH LINE (1)

+ Societal conditions and framework needs continous

improvement in parallel, to support competitiveness of the
location

+ ,Sachen Machen® initiative of the VDI, German Association of
Engineers:
,1he only way to remain competitive in a global economy is
continuous innovation. The leading position in particular
demands constant development to keep the distance from the
fast followers. For that means we need the best. Therefore it is
important to communicate the attractiveness of the engineering
career.”

(Horst Siedle, Managing Director & Shareholder Siedle &
S6hne)
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