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BME Sourcing Conference 2009 - Workshop

Optimization of China Sourcing in Cooperation with
high quality suppliers and employment of true global
procurement organizations

Shanghai, September 2009
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Optimization of China Sourcing in Cooperation with high quality suppliers and
employment of true global procurement organizations

= Chinese Automotive Industry leading "Supplier Integration”
» Supplier Development Excellence Study by SMi

Discussion

Case study 1
» Evaluation and selection of Chinese EPC

Discussion

Case study 2
» Building a true global procurement organization

Discussion

Case study 3

» Chinese suppliers want more than just delivering simple parts

Discussion

Case study 4

» To implement china wide sourcing concept "As-Is" analysis and definition of "To-Be" new IPO

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 2
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Automotive industry and suppliers China

CAGR 35,0%
14.603

2004 2008

Exports of car
components
from China

(Mio. USD)

y

CAGR 11,0%
11.080

CAGR 15,6%
|
| 9.345

5.234 -

2004 2008

7.305

Automotive
production China
(thsd. units)

&/

2004 2008

Imports of car
components to
China (Mio. USD)

Production numbers for cars and commercial vehicles
Source: BrainNet EAC

CAGR 2,3%

64. 496 70527

11

2004

2008

Global
automotive
production
thsd. units

;

%:BrainNet EAC

Chinese automotive industry stands firm during the crises and experiences a period of
change: global offensive of Chinese OEMs paired with a technology and quality upgrade.

Key-Trends of the Chinese automotive industry

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt

Car sales January — April note 21% over previous year
level

Infrastructure offensive of the Chinese Government
shows impact and significantly supports the automotive
industry

Dominance of the Western OEMs is still unbroken with a
market share of appr. 50% - VW remains as the
strongest company in the market

The pure Chinese manufactures like BYD and Geely
show in 2009 the highest rates of sales increase

Chinese OEMs push forward the development of Hybrid-
und Electro vehicles — a clear trend goes to small,
economical cars as the growth potential of the future

Increasing localization and professionalism in
Procurement of the local OEMs, applying ,local for local®
strategies — global procurement in the HQ looses
influence

Suppliers foster by technology and quality upgrades their
,Going West" strategy - not to be underestimated
competitors of the future
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Supplier Integration Excellence 2009: A Joint Study Between SMI and CEIBS.

How Western automotive MNESs are collaborating with Chinese suppliers

30 two-hour interviews
conducted with automotive
OEMs and suppliers
operating in China

= Middle and senior
managers as respondents

= More than 700 pages of
interview transcripts
generated

= Rigorous scientific analysis
performed using grounded
theory approach
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Study Setup Respondent Profiles Key Results

= Western automotive firms have localized extensive manufacturing

operations in China

= Still, the Chinese automotive market is immature, with several
challenges concerning advanced production techniques, product

development etc.
Order Processing

3%
%
B Semiautomatic
O Automatic
O Manual
80%

Joint Buyer-Supplier Activities

Early Supplier Involvement
Process Modification
Product Modification

Value Analysis

New Product Development

Gray/Black-Box Engineering

T T T T
0% 20% 40% 60%  80%

Management Tools

90%

80%
70%
60%
50%
40%
30%
20%
10%
0% T T T

Continuous Vendor-Managed Real-Time Just-In-Time
Improvement Inventory Information Delivery (JIT)
Exchange

Organizational Linkages

100%
100% 93%
80%
60%
40% 27% 23% .
20%
0% . .

Contingency Supplier Cost/Benefit ~ Open Book Tooling
Plans Development Sharing Policy Provision
Programs

Source: BrainNet EAC

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt
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. The Importance of Chinese Suppliers.

Involvement of Chinese suppliers in joint activities with foreign automotive OEMs

= 100% of the respondents claim they
want to increase their number of

Chinese suppliers.

= However, Chinese suppliers mainly
deliver b- and c-parts; very few
Chinese module/system suppliers

deliver to the foreign OEMSs.

= This explains why Chinese suppliers
are involved in joint development

activities to a relatively low extent.

Early supplier involvement 70%
Process engineering 63%
Product modifications (process-related) 63%

Product development (product-related)
Value engineering/analysis

New product development in China

Gray/black box engineering | 0%

0% 20% 40% 60% 80%

Involvement of Chinese suppliers among foreign automotive OEMs [% instances]

* Supplier Development Excellence 2009 study conducted by SMI and CEIBS
Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 5
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. Chinese Automotive Suppliers Going Global - Fact or Fiction?

Expectations on domestic suppliers and their weaknesses.

= Automotive OEMSs are outsourcing non-strategic activities to an increasing extent — key suppliers are in turn
taking on additional responsibility beyond sole manufacturing.

= Currently, most Chinese suppliers are lacking necessary capabilities to take on such responsibility and become a
global key supplier for the foreign OEMs.

= Key bottleneck is not equipment/machinery, but lack of quality mindset and customer orientation.

What are the key collaborative supplier capabilities? What are the key suppller-related constraints?

Process management = 97% Lack of quaiity management systeme 100%

Quality management 93% Lack of know-howlengneering J00%

Precision manufacturing Lack of process and project management 100%
Communication Leack of proaciive communication 7%

Unetable product/process performance

Engineering/Innovation Lack of qualky minc

Autonomous problem solving

Lack of pianning capebiiies

Project management Lack of long-termn ofientation
Learning Lack of holistic thinking and acting

Planning Lack of aulonomous problem salving

Lack of leaming capability
Lack of accountability 3%

Performance management
Delivery

0% 50% 100% Paroentage of mﬂ%ndmzo% ﬁed b oo 1oo%
indioati - netrainte
® Indicated by respondents as required capability [%] supplor-r oo )

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 6



5 m E i ’
Materialwirtschaft h s
Einkauf und Logistik e. V. % BrﬂlnNﬁtﬁ
\

Case study 1
Evaluation and selection of Chinese EPC

Shanghai, September 2009
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The target in this case was to evaluate the capabilities of Chinese EPCs to realize a power
plant project in Eastern Europe.

Project background

Chinese EPCs have longstanding experience to build power plants domestically (“EPC” stands for
Engineering, Procurement, Construction of power plants)

Due to a decline of new power capacity installation in China the EPCs started to export their
technology mainly to other Asian countries, but are also on a further westward move to Eastern
Europe

On the other hand available resources from European EPCs to realize new power plant are very
limited

A further reason for the project is the expected cost advantages provided by a Chinese EPC

Therefore, BrainNet EAC was entrusted to evaluate the operational feasibility of a power plant
investment in Eastern Europe utilizing a Chinese contractor

The project started with a pre-due diligence process to evaluate company fit and project fit of 4
selected Chinese EPCs

One important step of the pre-due diligence process were several research journeys to the EPCs
headquarters as well as to selected international reference projects

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 8




5 m E i ’
Materialwirtschaft h s
Einkauf und Logistik e. V. % BralnNEt- E A c
\

Assessment criteria and mathematical scheme were applied to evaluate the Chinese
EPC's performance.

Pre-Due Diligence China EPCs

Pre-Due Diligence Chinese EPC

Pre-Due Diligence Chinese EPC

Company information and background Project management pre-erection
Project execution experience Project management erection phase
HSE standards and philosophy Standard service concepts
Technicall Conformity Assessment Contract fulfillment
Reference customers” experience

Mathematical scheme for China EPCs

Assessment methodology for Chinese EPCs

Zero-line:
Fulfillment Equals the Fulfillment
below basic fulfillment of basic above basic
requirements requirements by requirements

also in relation the EPC also in relation

to other EPCs Or to other EPCs
No assessment

possible
Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 9
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Reference journeys were carried out to observe the capabilities of selected EPCs during
manufacturing and all phases of construction and commissioning.

Reference journeys

Reference journey to
EPCs manufacturing
sites in China

= Purpose of the journeys: To evaluate
» Manufacturing facilities
» Power plants under construction
» Power plants in operation

Reference journey to
international projects

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 10
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Suppliers were screened in a personal visit, taking 2-3 days per supplier for a thorough
check up.

Methodology: Detailed Audit procedure and documentation to the client

Detailed Audit Check-up mmmm) Concise Company Assessment and Profile

Factory Assessment Report %“mnl\ﬂ EAC
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The overall assessment shows: non of the evaluated Chinese EPCs qualified themselves
appropriately.

Overall evaluation of Chinese EPCs Impressions on present state of knowledge

1. Technical impression

) Good impression on manufacturing facilities in China
"Fit for equipment supply" I "Fit for turnkey" I

= Approvability in Eastern Europe considered feasible

But: deficient implementation quality in power plants

» Long-term performance cannot be assessed

+1
» Deficiencies in spare part availability
: 4 2. Commercial impression
-2 G Q +1 +2 = Significant increases in costs due to application of international

engineering and safety standards

company fit

i ®m  Service concepts are open/ not implemented

-1
= Significant deficits in contract fulfillment and claim
management
"No go" I "Question Mark: Upgrade possible?I
[ , 3. Project management philosophy
project fit

= Significant deficits in quality-and HSE philosophy/ missing
concept and systems in project management
® | acking customer orientation, documentation and claim
management
Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 12
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Overall the utilization of Chinese standard technology requires high attention by the
client.

Opportunities — Risks of a cooperation with Chinese EPC

Design of PP with previous technology generation, upgrade

demand to international engineering and safety standards

= Availability of capacities and project teams = |nsufficient fulfillment of emission and environmental
requirements

=  Reduced life time

= Positive learning curve to cooperate with international = No fulfillment of basic requirements regarding HSE, QM and
contractors project management

= Deficiency in contract fulfillment
< + -
< — i

Expected investment cost advantage

=  Extension of supplier base by international contractor

Detailed project development necessary for transparency on technology levels, design parameters,

project planning, logistics, quality assurance concepts and operational concepts = transfer to
thorough business planning

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 13
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Detailed development phase can take up to 2 years including technical, commercial and
project management development.

Steps of project development and implementation

<l " Scouting and design preparation
15 m. Basic engineering and design

Project definition and contract negotiation

‘ Final investment decision

SN e [ ve | ve | vs | ve | v |

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 14
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Case Study 2
Building a true global procurement organization

Shanghai, September 2009
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Processes

Engineering/Sales defines

requirements*
Purchasing identifies
qualified suppliers

i
p D

%:BrainNet EAC

Successful Purchasing organizations are build on reliable processes, clear roles and
reporting lines and a straight business focus.

Purchasing leads concept
competition with suppliers
Joint definition of
requirements

Roles within

strategic

Project buyers in a pure
support role to R&D

admin

Project buyer as a partner
of engineering work and

processes Heavily loaded with sales. Leverage Group
_administrative work : category managers
admin strategic
CEOICTO Buyers reporting to Finance CEOICTO

Reporting lines

—

1 _cFo management
No identical reporting
with sales/engineering for
identical tasks

Business focus

Heavy emphasis on
analytical tools

»
»
»
»

Identical reporting lines
fully aligned with engin./ sales.
“Dual responsibility” with peers

Application of full scope of
competitive and analytical
tools

Source: BrainNet EAC

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt
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SME

7

EAC

* BrainNet

new Purchasing organization.

Degree of organizational

centralization/decentralization

Structure Centralized Centralized & Decentralized LleadI bu;l/er
decentralized £f?°
I I R
00 o
Characteristics 80% volume Centralized for ~ Decentralized ~ Each business unit or site
with centralized  ¢ca. 509% of decision making  with own purchaser
decision by 1 categories
person One purchaser has
Decentralized designated purchasing
for other responsibility
categories
Leveraging
Component ++ +/- = -
pressure
Technical - +/- + +
specifications No bundling & Lead buyer not powerful
competitive enough
pressure

Source: BrainNet EAC

The characteristic of the present client group organization limits the future structure of the

Degree of cross-functional

collaboration

Technical/ forward and

commercial /
commodity sourcing

S
o =

Technical/forward
sourcing for technical
specifications and
development phase

Centralized commercial/
commodity sourcing for
components in series
phase

+
Perfect balancing

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt

Functional and cross -
functional teams

D P S
D»»

Permanent cross-
functional teams

1:1 structure towards
engineering/
development

++

Perfect leverage product
design

Page 17
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. Only 10% of the high performers* have a decentralized Purchase organization.
Organizational structure per performance level

100% —>

11 10 Decentralized
35 Mixture of centralized ==
and decentralized
Centralized -
38
Category network e e e |

Low Medium High
performers performers performers

* CFROI, ROCE, growth rate

CFROI = cash flow ROI
ROCE = Return on Capital employed
Source: BrainNet EAC, SMI BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 18
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. High performers invest in corporate strategic sourcing professionals and it pays off.

Example - USD 1 billion spend

Number of strategic buyers Annual reduction of COGS

Per USD 1 billion spend Percentage points
21 19
1.4
0.8
-0.5
Low Medium High Low Medium High
Performers Performers Performers Performers Performers Performers

COGS = Cost of goods sold
Source: BrainNet EAC, SMI BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 19
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Basis to evaluate sourcing office is a polarity profile created from a questionnaire
focusing on the relevant areas of performance/ set-up.

Excerpt questionnaire polarity profile

Personal interviews with
Sourcing Managers

Client China Sourcing Office

Organisation Assessment

docs not apply  partly applies  mostly applies  applies fully

1[There is a corporate / local purchase cortroling in place.

Organisation Assessment Client China Sourcing Office

allcomparate purchase controlling

BlocH pUrchass contmlkon g

2{Raponting ta contreiing SHpaRTAN

alfon monkhly base

bijon quiarterly bane * What commodties 90 you Source in which BCCT SonnoNY e
X Lt China
Cifon yeary base ajfstes! produces stamped parts A% for LIS, 405 for Eurape, 20% for others
x et vl
3|Conporae COntroling [ repors are phy Scally avalabie B)
4|Centraling | CFO knows the purchase volume for FORES: COMVRTORS I st process
* o

Source: BrainNet EAC

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt

I i
EifProgect M aterid Ny oy ou Source not more than x percent in BEC
N~ s it3 ncrualy less tan 5%
' x 4
d)fin total b0 et other souscing bt
A 1E%

Purchesing interfaces

{Does the purchase
1

| regar

apfsales deparment

e
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The CSO scores only below average compared to "Best Practice™ benchmark and other
sourcing hubs, weaknesses apparent in transparency and value-add.

China Sourcing Office in comparison

Degree of Performance

. Purchase analysis and controlling, KPI's | ‘\ I .Benchmark*
Hub AP
: Generate Monitoring market & industry sector | \ I b see
[+ A transparency y

Homogenous reporting purchase-supply chain-project |

China
Sourcing
e Office

Annual measurable value contribution to financials

Global Sourcing | L
Generate _ E— _ :

Sales, production activities linked with purchasing |
value |

Robust planning of corp. framework agreements

Utilization of potentials in and along the whole value chain

i \

Supplier management / Reduction of suppliers |
Securing supply within purchasing and supply | §>
Single sourcing strategy | ‘, ] Level of

Importance

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 21
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New Global Purchasing Organization has to close current gaps - Global Purchasing has
significant potential at Group level.

Key findings

There is no overall client purchasing strategy (Category Group and Supplier
management).

Operational processes are well established. There is optimization potential within
strategic/tactical processes according to BrainNet EAC.

The value-add from Group Purchasing is not utilized (bundling potentials, partly
missing professionalism, etc.)

Strong focus on operational activities deter the exploitation of existing optimization
. potentials on the strategic purchase level.

Client KPI and reporting based performance measurement is not in place.

In spite of the well established classification system, the Group Category definitions
are not homogenous, this leads to interferences.

Risk management is limited to the operational level.

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 22
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CSO staff uses much of its capacities on price quoting — purchase decision is not in their
reach.

CSO tasks and processes

Tasks China Sourcing Office Sample Sourcing Hub NA

= Supplier screening = Cost and inventory driven
» With ad-hoc search for technology R » Supplier selection mainly over price
partners. Currently approx. 30 Mg Sgs;aé'gatb'“ty — no interest in strategic build-up of
gualified suppliers D new suppliers
= Request for prices .

Calc. mark-up of 25% costs”

» Prices are quoted as FOB prices to

( » Plus: expected savings
the hub. Case wise mark-up for TCO

Unjust price » Almost impossible for Chinese

com
batisen mark-up suppliers to qualify for delivery
= Reporting to the hubs
» CSO has developed it's own supplier " PPAP standards (extensive)
reporting tool — currently on very » With CSO reporting, it is very hard
rough level, not comparable to No unified for US purchasers to gain trust and
supplier understanding in "traditional” reperiing understanding for the suppliers in
markets China

*) BNEAC benchmark: max 15% mark-up for transportation, import duty, risk- and
warranty mark-ups, handling costs and capital lock-up
Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 23
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Purchasing strategy

Cross-functional approach

Purchasing footprint

Supplier management

Controlling & incentive systems

Human resources

%EBminNet

Strong Group coordination, leverage of local market insights
Differentiated buying tactics in order to drive down cost

Full support from engineering/sales for Purchasing strategy and vice
versa, common targets and responsibility (

Consistent and staged communication to suppliers (one face to...)

Develop global key suppliers
Strong presence in non-traditional supply markets

Aggressive re-sourcing approach towards incumbent suppliers
Welcoming, coaching attitude towards new, emerging suppliers

Breakthrough savings instead of small annual savings

Performance of suppliers directly linked to amount of business
awarded

Buyers are in full command of technical aspects of products
Highly skilled buyers in strategic roles

EAC

The development of a powerful Purchasing organization requires significant changes in
client's group practices and processes.

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt
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Possible solution: convert CSO to profit center instead of cost center: more responsibility,
more accountability and more motivation.

CSO - Options for future ~ r===---—————— oo

1 2
I factory
I

Quotation DDP /in USD or EUR

QS/QA
Shipment control

Quotation DDP /in USD or EUR

QS/QA
Shipment control

Most viable option — but: needs S|gn|f|cant upgrade of CSO staff capability

Move to China factory location to be contemplated
Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 25
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Case Study 3
“As-Is” analysis and definition of “To-Be” new IPO

Shanghai, September 2009
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Initial Condition

= Headquarter:
® Turnover 2008:
= Employees:

m Structure in China:

® Sourcing Volume
Asia:

Germany

» 4 entities in Mainland China
» 1 entity in Hong Kong

approx. USD 100 mio

%:BrainNet EAC

The company concerned found in BrainNet EAC its best partner for the establishment and
iImplementation of a China-wide concept for its Sourcing Offices.

Company Background Project Targets

Description of responsibilities and quality

Strategic assurance
Orientation

Itemization of sourcing office structure

= Arrangements to reduce purchasing
volume over entities

lllustration of possible scope of services
regarding the Chinese sourcing offices

= Product management & Sales
Processes = “Product Scouting” & Product development

and Interfaces / = Technical support for suppliers
Quality assurance

——7

®  Case Study of cost structure and —
Efficiency productivity of the sourcing offices in China
®  Assessment of saving potential by
rearrangement of direct purchase

Source: BrainNet EAC

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 27
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%:BrainNet EAC

Legal Reorientation

|

-Slalus Quo: Derzeit unterhalt XXX 4 i bhingige G Illschaften in

Mainland China und eine Gesellschaft in Hong Kong

teilung Y00 03 Sep 2008

To-Be

A BrainNet

Optian |- Zusammenlegung der Biiros in Guangzhou inkl Vertrieb, Beschaffung

und QA

%Bmin;\'ﬂ

Source: BrainNet EAC

Initially placed with four different legal entities in Mainland China and one in Hong Kong,
BrainNet EAC proposed a new, more effective and cost saving legal structure.

BrainNet EAC Deliverables

" As-Is Analysis

» Assessment of current corporate structure
and analysis of organization alignment with
corporate objectives

» Elaboration of a corporate restructuring
concept

» Scenario Analysis to best align with corporate
strategy

» “Best-in-class” benchmarking for IPO set-up
" To-Be

» Definition of new, lean IPO organization

» Consolidation of locations and functions

» Empowerment concept of local management
including definition of responsibilities and
accountabilities

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 28
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7

* BrainNet

EAC

Spend Analysis

Procurement Assessment

%Bl‘ainNﬂ

Derzeitist der wichtigster XXX Lieferant aus China der Handelsvertreter YZ — XXX

Manaufacturing auf Platz 2
X XX Einkaufsvolumen China nach Lieferanten (Stand 01.08.2008)

Gesamtvolumen: xmio EUR
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Source: BrainNet EAC

spend mapping total Asia sourcing volume

In order to identify saving potentials in Asia procurement, a detailed assessment of
suppliers and purchasing structures was conducted.

BrainNet EAC Deliverables

= Generating of buying power transparency by

= |dentification of saving potentials and

tendering of biggest spends

= Article shift strategy from sourcing via trading

companies to direct sourcing

= Contribution margin analysis on article base

on definition of action demand to improve

profitability

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt
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Further implementation of restructuring the organization included employment and

training of necessary positions.

® IPO organization assessment and gap
analysis

Office Organization

Staffing plan for open positions

® Empowerment of existing staff

Interim management

Training demand analysis and conduction
L e of tailor made trainings

- Hame: AR

Posmon  Purchasing ks sges XOOC (Lewel 208 35

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 30
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Interfaces and reporting lines.

Processes

Process Definitions

%BrainNet

. Flow Chart: Article-Shift: As-Is Detailed Description (II)

BriefDes Detail Description Required Personin

Documents charge

Receive drawing | X wil received the drawings snd gypsum modl from X
11 | and gypsum
model

12 | Sslesforecast | Xwill prepare s ssles forecast forthedefined srticle

13 | Recewe ssles X will receive the ssles forecsst
forecast

B %Bminl\let

15 | Relesse
technicsl

drawings

16 | Artice In . . . . e
. Flow Chart: Article-Shift: As-Is Detailed Description (I)
17 | Sample XX Entity 1 XXX Entity 2
upplie
PR — Dep. 1 Dep. 2 Dep. % Dep. 4 Dep. 5 Dep. & Dep. 7
e =
— el 1
19 | Referanci .,,fm
Sample & ¥ e
drawing | [ ERE— =
=
20 | Relessa 4 S
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Quelle: BrainNet P 200%

Source: BrainNet EAC

Next step was to engineer and implement new standard procedures and processes,

BrainNet EAC Deliverables

® Detailed process definition and mapping of

all core processes
® Definition of clear cross-functional interfaces
® Core processes employee trainings

= Establishment of Process Ownership

system

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 31
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To realize optimum saving potentials, offshore tax handling and the best logistic options
were assessed.

Logistic / Offshore

Offshore Logistic
%BminNet

KUEHMNE + NAGEL (—.)t
MaRnahme 2: Uberpriifung Rechnungsstellung liber existierende Offshore
Gesellschaftin Hong Kong KM Yantian #2 Export Bonded CFS / Warehouse
Strategische Neuausrichtung der XXX Sourcing Gesellschaftin China Location: Strategicaily located 2 km away from Yantian Port
- der der XXX China Customs Operation hours - Monday to Saturday (08:30 — 11:30 1 14:00 — 16:00)
» Schritt 1: Lieferanten stellen RMB-Rechnungan
das XXX China Bura HHeT o -
» Schritt2: 300K China fakturiert USD an <X Hong Facilities Main services
Kong + Total 31,370 sgm warehouse space . )
» Schritt 3: XX Hong Kong fakturiert USD an die 9 ¥ Immediate VAT refund
200 + Celling Sm high = Buyer consolidation
{Mogliches Potential: Effahrungen aus *  Heawy-duty racking system - \alue added service
Vergleichsprojekten): - 140 Ioading bays .
» Einkaufsvolumen: 100 Mio EUR e r mrage
> Gewinnmat rgeinHong Kong 10%: 10 Mio EUR »  2d4-hour security and fira systams
» Korperschaftssteuersatzin Hong
Kong (100% offshore) 0%
) » Steuervorteil ggii. Versteuerungin Deutschland
Lieferanten (Korperschafissteuersatz 25%): 2,6 Mio EUR
Rechnungsstelfun = Weiteres Vorgehen:
XXX China * Prufung des Konzeptes mit Steuer-und

Wirtschaftspriffer
» Definition von Transferpreiseninnerhalb der XXX

| XXX Hong Kong Gruppe und Einfluss auf DE | Betrachtung

innerhalb derXOXC Gruppe
> Organisatorisches Set-up in China undHong
Source: 3K Frocess Mapping Kong

v

= | egal and fiscal assessment of offshore model = Assessment of logistic companies (Kuehne +
» Assessment of legal enforceability Nagel)
» Negotiation with offshore service providers
> Calculation of saving potential = On-site appraisal and implementation
» Implementation plan: Capital requirements and
detailed project structure

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 32
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Case Study 4
Chinese suppliers want more than just delivering simple parts

Shanghai, September 2009

Page 33
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A mid-sized manufacturer of table socket outlets cooperated with his Chinese supplier for
>11 years — At once the supplier increased the ex-factory price by 83%.

Company overview

Company profile Client’s situation

= A mid-size manufacturer and supplier of high- (1) Sourcing >11 years from market leader in
quality industrial equipment for the European Ningbo
market

> : : _
Product example: table socket outlets (2) In 2008 (9 months), Ningbo supplier increased

» Raw material: copper, plastics ex-factory price by 83%

= No. of employees: 2,500

= Turnover: 230 mio EUR (3) No transparence in supplier cost structures
= Corporate organization: The company runs four
operational entities located in Germany. —

» Production sites in Germany, Bulgaria,

Romania and Czech Republic BrainNet EAC requested for support

» So far no sales agents in China.

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 34
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In single cases the lack of interest in purely delivering commodities from China is more
than obvious.

Actions of BrainNet EAC and Results

1. Cost-Due Diligence at Ningbo supplier 1. Chinese supplier sold table socket outlets to

client below manufacturing costs

2. Personal “revisions” with management o _
2. Odd price increase by supplier caused by

3. Competitor benchmark RFQ from 4 alternative 2 motivations:
suppliers 1. Attempt to reduce losses

2. “Signal” to show loss of business interest with client

= Slmulatl.on: ! analy_S|s: (“We are not willing to produce commaodity products
Alternative supply chain structures any more”)

(incl. East Europe) 3. Recommendation BrainNet EAC:

v 1. Implementation of alternative Supply Chain
Management

a. Plastic injection: Romania
2. Contract cancellation end 2008 with PRC supplier

Source: BrainNet EAC BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 35
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This trend is confirmed by showing other cases within the “Evolution of the Chinese
sourcing market”.

Chinese sourcing market

A
Level of

engineering

German crane

German car
supplier

Swiss bulb/
lighting
manufacturer

German pump

manufacturer

Source: BrainNet EAC

Complete lighting
systems

10 t lifting crane loca-
lized (incl. chain ropes)
5t lifting crane
localized

Complex steering
pumps

Simple RVP :
Electronic ballasts
. Complete high vacuum
Mechanical ballasts pumps (e.g. TMP)

Low vacuum pump
components

1992

2005 2009

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 36
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political support of our clients.

Internal limits China sourcing

China sourcing is no business segment- or executive
board initiative — insufficient or delayed implementation

No clear responsibility regarding local product
requirements

Lack of language skills and experiences in terms of
internationalization

Missing decisions regarding local IPOs (International
Procurement Offices)

Insufficient grouping of functional teams “engineering”,
R&D, technology and purchasing department

Insufficient prioritization and project grouping

Technical documentation, processes, audits, etc. are not
consistent with global sourcing standards

Source: BrainNet EAC

Case studies

%Braini\let EAC

BVCS

BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt

Nevertheless: Success of China sourcing projects always depends on internal and

Plant engineering constructor:
83% sales in China, 70%
purchase in Europe “It is a code
of conduct problem”

Manufacturer of machine tools: 4
years development time —
suppliers stopped cooperation

China teams consciously
allocated to irrelevant product
groups (politics)

A multi-corporate enterprise for
electronics sources for 21
country branches in 21 countries

Page 37
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New ways in logistics

Shanghai, September 2009

Page 38
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. Trans Eurasia Express — a new transport solution between China and Europe.

Trans Eurasia Express — General Information

Public Train planned via route 1

RU

Rott_erd_a_am i . Moscow Yekaterinburg

O T~
— St
\
~
q;ﬂustana
KAZ N

Vienna

Routing:

— Rail rout
all routes ) DE-PL-BY-RU-CN (Transloading: Zabaykalsk - Manzhouli)
Gauge change

{9 @) DE-PL-BY-RU-MN-CN (Transloading: Zamyn-Uude - Erlian)

1520 mm @) DE-PL-BY-RU-KAZ-CN (Transloading: Dostyk - Alashankou)

Source: BrainNet EAC, TEE — Trans Eurasia Logistics BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 39
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Trans Eurasia Express — between China and Europe a new transportation solution to
cover the gap between Air and Sea

Transit times terminal to terminal from China to

Price index
Europe
Air _ 11 Seafreight | 30
Rail _ 5 Rail freight | 18
Sea _ 1 Air freight _jB

Freight transport emissions in grams CO, per Product parameters
ton kilometer i

= Transit time 18 days (terminal — terminal)
665

= Block train (min quantity 84 thsd TEU),
Sea [ |35 = company train and public train available
= Public train one train per week each direction

Rail |'|24
= Routes defined or per request for company train

Source: BrainNet EAC, TEE, EAC research BrainNet EAC — BME Sourcing Conference 2009 Workshop.ppt Page 40
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Western Europe

BrainNet Supply Management Group AG
Teufener Strasse 25

9000 St. Gallen, Switzerland

Fon: +41 71 22610-60

Fax: +41 71 22610-69

Eastern Europe

BrainNet Sp. z.0.0.
Rynek 39/ 40
PL-50-102 Wroctaw
Fon: +48 71 344908-0
Fax: +48 71 344908-9

Asia / Pacific

BrainNet EAC GmbH

clo EAC- Euro Asia Consulting Pvt. Ltd.
708 /709, Peninsula Plaza

Off New Link Road, Andheri (West)
Mumbai - 400053, India

Fon: +91 22 267424-91

Fax: +91 22 267424-81

Americas

BrainNet USA

Independence Wharf, 470 Atlantic Ave.
Boston, MA 02210, USA

Fon: +1 617 2738388

Fax: +1 617 2738001

BrainNet Supply Management Consultants AG

Teufener Strasse 25

9000 St. Gallen, Switzerland
Fon: +41 71 22610-60

Fax: +41 71 22610-69

BrainNet Wentech Kft.
Bécsi (t 3-5

H-1023 Budapest
Fon: +36 1 8019445
Fax: +36 1 3450729

BrainNet EAC GmbH

c/o EAC- Euro Asia Consulting Rep. Office
Sunyoung Centre, Rm. 1702

398 Jiangsu Road

200050 Shanghai, P.R. of China

Fon: +86 21 3250 6967

Fax: +86 21 3250 5960

BrainNet USA

203 North LaSalle Street,Suite 2100
Chicago, IL 60601, USA

Fon: +1 312 8277964

Fax: +1 312 3469603

Supply Management Institute

Supply Management Institute SMI™
SVI-Stiftungslehrstuhl fiir Einkauf, Logistik
& Supply Chain Management,

European Business School
Soehnleinstrasse 8

65201 Wieshaden; Germany

Tel.: +49 611 360 188 00

Fax: +49 611 360 188 02

Supply Management Institute SMI™ China
Chinesisch-Deutsches Hochschulkolleg
Tongji University

Siping Road 1239

200092 Shanghai, China

Tel: +86 21 659 790 92

BrainNet Supply Management Consultants GmbH

Willy-Brandt-Allee 12
53113 Bonn, Germany
Fon: +49 228 72537-0
Fax: +49 228 72537-37

BrainNet USA

2202 N West Shore Blvd., Suite 200
Tampa, FL 33607, USA

Fon: +1 813 2884669

Fax: +1 813 6397501

Supply Management Institute SMI™ Russia
MSU

Berezhkovskaya nab., 12

121059 Moscow; Russian Federation

Tel: +7 926 815 3947

BrainNet EAC GmbH
Willy-Brandt-Allee 12
53113 Bonn, Germany
Fon: +49 228 72537-0
Fax: +49 228 72537-37

:BrainNet EAC

BrainNet EAC GmbH

c/o EAC- Euro Asia Consulting PartG
Erika-Mann-Strale 66

80636 Munchen, Germany

Fon: +49 89 922993-275

Fax: +49 89 922993-33

www.brainnet.com

Supply Management Institute SMI™ India

IIMB

Bannerghatta Road
560076 Bangalore; India
Tel: +91 80 26582450



