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ietish The Beginning

If me hit hard me
get good price.
Grmf.
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e fish The First Projects

/'?/,\, ifme hit

harder me
get better
price. Grmf.

O
®

oo fish An doomed approach

Atthe beginning

Unchallenged suppliers could eadily 20 years of aggressive cost managemer
replaced have explored th@bvious

The supplier pool was mainly local, Suppliers arglobal, according to the
around 100 km near the home base market economics

Inflationwas driven by economic factors Inflation is driven by raw materiagls

in our markets energy, and labor shortages worldwide
Productivity was low and coulghsily be  Productivity growthhas significantly
increased slowed down

A Resources are not always plentiful
A Beating a supplier is not equal to beating the competition



O
o Are you happy in the pack?

A Strong competitors work on Procurement
equally hard

AX YR 2060FAY &AYATL I NJ

AX OKFG GKSANI alfsSa ¥z
competitive with their clients

A Those Procurement actions are necessary but
do not improve either long term competitive
position or profitability therefore do ng
enhance shareholder value

O
br.»g":sh Externalization of Added Value
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s Codevelopment increases

Percent of R&D budget-spend
on co-development with
suppliers

100 r Future
development

80 |
60 r
Today's
innovators
40
20 ¢ "The
pack”
0 . L Relevance
Middle High Very high of supplier-based
innovation
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Captive
distribution

@re Ford Motor Company, around 1920

Labor From steel to cars
Coal Independant

/ Experts like GE distribution
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i fish Secure resources

Agbraaly A& (2 adz2L) LINPRAzOGAZ2Y i
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A Rawmaterial shortages and high prices are fueling a new wave of
acquisitions (India Daily 14/08/06)

A Capacity Shortages Loom for Lower Tier Suppliers: The recipe for
collaboration requires key ingredients that are not yet in place
(Automotive Industries February 2005)

A Michelin has reached the conclusion that its strategy is no longer
O2YLJI GUABES HgAUK DSYSNIXt az2i02NBRQ L
Michelin will not renew its original equipment tire shipment contract with
General Motors Europe which expires on July 31, 2002
(Michelin press release First Half 2002 Earnings)

Aac¢c2RIreya Gdz2NDBAYS O02yaidN}XAYySR YI NJ
especially critical. Ownership of or at least close ties with key suppliers in
these areas is therefore important for ensuring a wind turbine vendor is
able maximize production and therelitg salesgpotential and market
AaKI NB¢ 02AYR 9yREANHEe wSLEZNU HAanp
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bietish «Wind Power

Rated Power: 5000 kW
Blade Diameter: 126 m, 120
tonnes

Blade Speed: 61 12 rpm
Generator Speed: 6707 1170 rpm
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L Market LeaderVesta

>Arm length w/
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b?g.fish Cha”enger : REPOW€I’

Gear box: Exclusive partnership
with Renk for the largest high
performance gearbox
Blades: Development partnership
with LM for large blades
Non critical
components
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big fish

Net Margin

big fish
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oo fish Repower Learning

A A small company can leverage smarter supplier
management to over perform larger competitors

A Supplier management was initially viewed as a
way to stretch limited resources but soon turned
Into a common project to develop a better
solution to emerging needs

A This culture increased the company value

I made the company desirable to large firms outside
the industry: at least two attempts to acquire it

i Share over performed key players

O
o This trend is unstoppable

A After mass production in the 1920s and lean
production in the 1980s, the global automotive
Industry is in the midst of another structural evolution,
toward collaborative engineering and production.

A A recent Mercer Management Consulting study based
on industry interviews, data analysis, and economic
modeling concludes that by 2015, automotive suppliers
will represent close to 80% of total value creation in
light vehicle engineering and production, as the dozen
automakers restrict their own share to those
components and activities that are crucial to the
success of their brands.

The coming age of collaboration in the Automotive Industry: Jan Dannenberg and Christian Kleinhans
Mercer Management Journal



e Managing an environment in
e constant flux

Internal Elements

Nouveaux
concurrents

Changemel
chezles
fournisseur:

Nouyelle
Strategie

Eusions,
acquisitions

Réorgamisatio
Internes

Nouveaux
clients

Lois et regles

Suppliers Clients

politisues

approvisionnemts 2
Désastres

qualité

Nouyslies
technaiogies

la demande

Forced Changes

Source: Collaborative Sourcing, Philippart,
Verstraete, Wynen, PUL 2005
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. [ight integration benefits
big fish
Changes in
supplier
Political/ Natural landscape New Demand/
Changes New Clients
New
Technologies
New
Mergers / Competitors
Acquisitions
Capabilities

Quality Understanding

/ Resources

Communication
Confidence
Delays Synchronization
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Source: Collaborative Sourcing, Philippart, Verstraete, Wynen, PUL
2005
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% 70% more profitability for those
big fish who collaborate

A When compared with the companies with
little collaboration activity, analysis clearly
demonstrates that Value Chain Collaborators
delivered 70 percent higher profitability. The
business results from effective collaboration
across the entire netwonk from suppliers to
distributors/retailers, and final customers
stand out*

* Directions in Collaborative Commerce
Deloitte Research
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o Risk is everywhere

big fish

Accident at
acritical
supplier site

Pictures of children
working under
duress for your LCC
supplier

SARS, i n;j
. el
"A,Vlan entertainment
Strike in a
European
seaport
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o?‘, Our multiple roles in supplier
e feh management

A Reduce costs

A Insure continuous supply arscurizethe value
chain

A Allow the enterprise to focus on its key
competencies

A Access creative resources outside the enterprise

A Adapt quickly to a changing environment by
leveraging all suppliers competencies

A Manage risks

o) .
b°':h Our only option: manage our
9T network better

A More knowledge
A More collaboration
A Smarter people

A Leveraging scale the smart way
i Sharing information
i Optimizing networks
i Eliminating waste
A Governance, sustainability, value culture

24
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A Conclusions
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“e Sustainable Competitive Advantage:

big fish to create Shareholder Value

AfThe key to invest.i
assessing how much an industry is
going to affect society, or how much
it will grow, but rather determining
the competitive advantage of any
given company and, above all, the
durability of that
Warren Buffet, Nov. 1999

26
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Ry A 20 year old concept

big fish

A First reference in 1985 by Michael Paorter in jts
0221 a/ 2YLISGAIGASS { (N
does not provide a formal and structured
definition of Sustainable Competitive Advantages

A First definition in 1991 (Barnew) lfirm is said to
have a sustained competitive advantage when it
Is implementing a value creating strategy not
simultaneously being implemented by any
current or potential competitors and when these
other firms are unable to duplicate the benefits
2F (0KAA auNJ us3lecé

* Jay Barney (1991), Firm Resources and Sustained Competitive Advantage, Journal of Management, 17, 99-120
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big fish

(@]

Ressources
(goods and services specific
to the firm delivering an
advantage that a competitor
cannot easily acquire)

Value Creation

Capabilities
(To use Ressources in an
effective way)
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big fish Integrate Procurement

Support Activities
Firm Infrastructure
Human Resource Management

Technology Development

Procurement

Inbound
Logistics
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“  Today Procurement Can Deliver

big fish Value
A Characteristics of Value Creating Resources*
I Valuable
I Rare

I Imperfectly imitable
i Not substitutable
A Suppliers can provide competitive advantages
if they meet those four criteria
i In raw materials, in tools, in services

* Jay Barney (1991), Firm Resources and Sustained Competitive Advantage, Journal of Management, 17, 99-120

30
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,,C-)‘ Adapting the Model to the 21
e Century

Capabilities to convert resources into value

Resources Development Deliverable Commercial

Capital
Labor

Information

External Procurement ’
Support Legal Services

31

DC-)‘ Strategic Resource Management
o Defined

A Use of Procurement skills and best practices ti
define, search, capture, isolate, manage and
Improve resources external to the firm
capable of delivering sustainable competitive
advantages

A Create value for vendor and client
A Cross functional
A On the CEO agenda

32
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o With a Value Creation Objective

3 Resource Management

g AMature cooperation

5 ANetwork leadership

he AExternal innovation

< AExclusivity capture

3 ALongterm insurance 7,
"5 e
g (9]
£ Traditional Purchasing |[NE®1@Xe]s)iljjiv4=1i(e]y

AScale leverage AsSimplification

. /AHard negotiation ACost Transparency

8 |AMultiple suppliers AEr Procurement

© RAx

[
Tactical Strategic
Scope
33
X Good at the G
o ood at the Game or
big fish

Changing the Rules?

A Supplier Management Objectives
I Supplier management can be efficient in the
realization of our traditional objectives

I Supplier management can, as we have seen,
contribute to the strategic positionning of the
Firm, not only do better, but do differently

A It is important to understand the difference as
very few firms were able to maintain
leadership solely based on operational

effectiveness*

* Source: Michael Porter

34
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b fish Frito-Lay Example

A Demise of a former local market leader in
FranceFlodor

A Frito-Lay , a global giant expanding in Europe
AAnalyS|s from ajournallst in an economic

ﬂSSlf ey ‘Why couldnot t u K
y R LJI- q company source from
e @ i

the same supplier?

tHenri Haget, fATouche pas °~ mon usined, LOExpress, September 4, 2003
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oia fish Impact of new packaging

A 70 days without flavor
variation vs. 15-30 for
the competition

A70/30 consumer Supplier
preference in blind test A Allocates tools

Client : !

Acapture Qf category Alnvest volume A Target innovation

leadership in key A Share projections _ efforts

markets and market A Dedicates best staff

A30% cost reduction over understanding A Open books
3years A Co-develops

specifications
Alnsure that

Strenghtened negotiation
position when facing large
retailers

36



O
o Frito-Lay Integrated Approach

Procurement Marketing Identify need for packaging with

better barrier properties to
improve freshness

Capture
Development Manufacturing \ Jointly
develop

Procurement leads
cross-functional teams to
ift company potential

Harmonize
across Europe

37

DC-)‘ Frito-Lay changed the competitive
big fish f|e|d

A Identified critical skills available outside its own
operations that could contribute to its objective
of superiority versus the competition

A Built such a relation with suppliers that
competitors could not access the same resources

Ab dzNIi dzZNBER GKS NBfFdA2ya
SYGSNLINR&aSE GKI G LINROJA
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e Corporate Sustainable Advantages

Pl fish Mission Logo

MISSION STACKED WINS

iOur Objective i}é(@neragélnnovaﬁon
Purchasing as a significant ;
source of Sustainable Cost . 4"5‘. A Qual.lty

Advantage and Proprietary A service

Barrier to Entry, whilst A cost
delivering 100 % Consumer 9
preferred specifications to
every plant?* ev gy

F
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oia fish Frito-Lay Learning

A Already in 1994, procurement staffed with high
potential managers

A Culture of measuring performance versus the
supplier applied to all functions in the company

A Demanding but fair attitude to be recognized as
the preferred client of our suppliers

AlInFritof 2 Qa Ol aS ¢62NJ SR o
size suppliers rather than the dominant players in
the market
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o PepsiCo : A good reference

PEPSICO INWC Splits: ¥
az of 11-Oct-2007
80 T T T T T
il
[=24]
jats] .
40 20% annually +2%
dividends
a0 1 | | 1 |
Janis Janid Jants Janog Jani?
30 .0 T T T T T
i
s20.0F .
=10.0F
=
0.0
Copyright 2007 Yahoo! Inc. http://Finance .yahoo . coms

Page 41

“»  Exclusivity can create a lot more
e fish value than cost cutting

Increase selling price by 10%:
Contribution: +200kd

Decrease cost of key
component by 10%: +68ku

42
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Agenda
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A Value and Competitive Advantages

A Essential Changes

A Conclusions

43

e Shareholder Value Potential of

big fish

Supplier Relationships
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Shareholder Value
Creation Potential

%

Type ll

Sustainable Partnership
Value Chain Integration
Supply Chain Collaboration
Sourcing Collaboration

Yaditional Sourcing

N
N

Doy %
eng

Type 1l

Supplier distribution

Type IV TypE Vo~

Type |

Supplier Integration

* Source Collaborative Sourcing; Philippart, Verstraete, Wynen, PUL 2005
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?. Shared objectives change as

b?g fish .
relations mature

Ef: .
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L~ Type Il | Jybelll Type IV _|4  TypeV
Typel Supplier Integration
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o High performance Sourcing

Supplier distribution

D.. = = 1 I
""" organizations have a richer portfolio
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“ Industrial models rarely deliver

o systainable competitive advantages

A Industrial models like CPFR are rarely sufficient t
provide sustainable competitive advantages

A Few companies have been able to maintain long
term leadership only on the basis of operational
excellence

A Toyota appears to compete on excellence in the
transactional approach

A lts approach is well known but its culture is
difficult to translate in other environments

A Toyota has captured the ultimate supplier skill:
UKSANI YAYRZ UKSAN I RKS
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big fish .
automotivelndustry
North American Automotive Supplier Relations
500
450
P
‘31’28 P —~. || —=Toyota
._.// - Honda

T ggg 1 o e —=Nissan
= 200 o — X ===Chrysler

150 % ~Ford

100 —CM

50

2001 2002 2003 2004 2005 2006 2007 2008 2009
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“» The difference appears in respective

o = .
va e behavior
OEM BEHAVIOR US Domestic Manufacturers Japanese Subsidiaries
Protection of confidential info Little regard f oHighegapglpl i er s 6

lproprietary information or
ntellectual property

[Openness, honesty of Indifference; incomplete and late  [High level, timely
communication information
Importance of cost vs. quality &  [By far, primary focus is on cost IAlso seek low cost, but balance it

echnology ith quality improvements and
ftechnology
ISupplier survival Little regard IConcern for long-term success and
istability
Relationship orientation IAdversarial; focus is on cost and [Strategically integrate suppliers
OE Ms 6 -tesnhgaim t into partnership-like relations
ISUPPLIER BEHAVIOR
Quality Maintain quality if compatible with Work together to increase quality
lcost objectives lof system
Capital, R&D expenditures, service|Decrease Increase: allocate freed resources
and support resource allocation from US suppliers
[Supplier Innovation Preserve innovation by restricting [Seek to provide innovation
jaccess
49

“» The impact on available innovation

big fish - . - c
IS significant
Yearover-year change in Supplier R&D expenditure
0,6
0,4
0,2 —
m 2003
0 - m 2004
0,2 - m 2005
04 - m 2006
2007
-0,6
-0,8

GM Ford Chrysler Nissan Honda  Toyota

* Source Planning Perspectives Inc, Michigan, USA
50



b?g.fish X | y Ii é. K 2 é é. A y

3 US Automakers 3 Japanese
Operations

COGS change +10% -5%
2000-2004
Inventory Ratio +47% -7%
change 2000-2004
Market share 2002- -8% +9%
2006
Share Value CAGR 0% 11%
1/971 1/07

Sources : The economic value of supplier working relations with automotive original equipment manufacturers.
Matthew J. Milas, Eastern Michigan University, Department of Economics

Stock price adjusted for dividends and splits F, GM, TM, HMC 51
o

O
o  Examples of the two types

ALY Y& 2LIAYA2Y @WC2NR6 4SS
aoOKz22tQ a2z O0UKIFIUO UKSe S|
company is extremely confrontational. After dealing
with Ford, | decided not to buy its cars.

i Senior Executive, supplier to Ford, October 2002

A Toyota to helped us dramatically improve our
production system. We started by making one
component, and as we improved, Toyota rewarded us
with orders for more components. Toyota is our best
customers.

i Senior executive, supplier to Ford, GM, Chrysler, and
Toyota, July 2001.

Source: Liker & Choi, "Building a deep supplier relationships," Harvard Business Review, 2004 52
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O
o US Automotive Industry Learning

ALy GKS onQa ! { Fdzi2Yl 1 SN&E
competitors had developed a better model of production
and focused on improving their factory

A In 2000 US automakers knew that their approach to
suppliers were radically different than their Japanese
competitors

A The culture and resentment from years of adversarial
relations did not allow them to change. Bankruptcy or
acquisition appear the only options considered by their top
management today

A Today, the Toyota model is the reference in North American
mass produced automotive industry, but appears a lot
more difficult to emulate than their industrial organization
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oia fish The culture must change

A Keep the competition in mind at all time
A Set an ambitious Team Culture

I Operational Excellence

I Sense of Mission

T Focus on Innovation

I Can build relations based on trust

A Drive by overall contribution rather than price variance

A Do not waste talented resources time on administration

AS5St AOSNI F2NJ GKS /9hQa ! 3Sy|

A Serve all functions: operations/ strategy, supply chain/
research/ commercial

O
@ ., .
o An ambitious team management

A Choose the best for supplier management

A Give them important responsibilities and force
them to reach for the stars

A Support them and develop their
organizational saviness

A Continuously evaluate their performance on
productivity, innovation, value

28
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A sophisticated performance
evaluation

Cost

Traditional:no more than 30% of grade

Quality and service Standard expectations of internal clients

Sourcing Enrich supplier portfolio with long term potential supplier:
in new geographies, to support new sites and to challenc
traditional suppliers on maigite

Riskreduction Stresscheck supply chain and take appropriate measures

Innovation Newd 2 f dziA2ya GKIFG SyKFIyoOS

Client management Quality of internal relations, communication approaches,

O
@
. @
big fish

respect for differences, etc.

57

A virtuous circle to build a high
performance department

Challenging needs
Challenging targets Commu
nicate

58
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e Build functional and organizational

big fish
g Tis b - I T4
Capani ities
Unit N [ unit N
A l
Unit 2 [ fng [ unit 2
Unit 1 Dz
'd 7 Other
Purchasifg 7 functions
Sygl:t
Technical capabilities Organizational capabilities
A Spend analysis A Project Management
A Cost lever analysis A Demand management
A Total cost A Communication
A Negotiation A Conflict management
A Sourcing A Leadership
A Etc. A Etc.
59

@ . .
sewn INCrease Functional Leadership

Understand

Listen to Customers

Produce

Results

Build
A solution

Based on solid
purchasing
expertise

By an effective
Implementation

Engage

Actors and resources

Communicate

60

30



