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Complete situation analysis (referring to page 35ff of START DIFFERENTLY)

1. External factors

External Factor: Economic/business environment

Exemplary questions to be asked (linked to the problem statement & scope):

e Which economic indicators are relevant for the development of the car market?
[Purchasing power, Population growth]. How do you expect them to develop within the
timeframe defined in the scope?

e Are there any population/workforce developments, which have an influence on the car
industry? [Engineer graduates, labor cost]. If yes, how do you expect them to develop
within the timeframe defined in the scope?

e Do you expect any other economic/business developments, which could have an
influence on the overall profitability of the automotive industry in China? [emission
standards, infrastructure measures].

e Which of those are tailwind? Which are headwind?

Facts Conclusions

Workforce: Labor cost is expected to get more
expensive by 10% p.a.

e Large pool of engineers (800.000
engineers graduate per year) and | > Key take away, Headwind
business graduates

e During the last 5 years our labor cost has
increased by 8,5% p.a.

e The current economic outlook points to a
similar or even higher trend in the
coming years.

Emission standards: Opportunity to prove to be a fast-reacting
and innovative partner for our customers
e China has pursued aggressive climate | when it comes to implementing the new
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Key take-aways:

Labor cost is expected to get more expensive by 10% p.a.
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External Factor: Market environment

Exemplary questions to be asked (linked to the problem statement & scope):
e What information do we have about market size and expected growth?

e Are any segments growing faster than others?

¢ Are any segments more profitable than others? Why?

e Who are our competitors in China? Are they more or less profitable than us? Why? Any
relevant trends?

e Who are the customers? What are their market shares and trends? Are they profitable?
Why? Why do they buy/not buy from us?

e Who are our consumers in China? Is there any consumer trend that has an influence on
our profitability?

e Who are the suppliers? Are there any relevant facts, which have an influence on our
profitability?

Conclusions
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Key take-aways:

The market offers double digit growth rates in SUV segment.

The market offers more sourcing options than we are currently using.




START it sos
ADIFF;I;RENTLY

2. Internal factors

Internal Factor: Sales

Exemplary questions to be asked (linked to the problem statement & scope):

Why are we not making profit with certain segments/customers/etc. (refer to the

questions asked in the factor “profitability”.)

What drives buying decisions at our customers?

Are we offering services which add to our cost structure, but have little benefit for them?

How is the value chain of our industry? Who is making money where why?

What would we have to change in our internal organization to increase profitability of
certain customers? Why? (please note: people will propose actions, these will allow you

to drill down to the right facts).

Facts

We make 75% of our turnover with our
Top 3 customers.

We know from benchmarking that our
profitability with B&C customers is above
the market average.

We have developed a pricing tool to
calculate prices for B&C customers some
years ago and successfully trained our
sales team to apply it. Since we
introduced this new tool, our profitability
with B&C customers has improved
significantly.

Conclusions

We are strongly dependent on a few big
customers, which is a low-margin business.

-> Comment: not relevant. Doesn’t help us
to solve the problem statement.

The pricing tool in place for B&C customers
works well.

- Key take-away, tailwind

Customers:

More than 100 automakers in China
licensed to produce passenger cars.

Potential to grow via new customers limited
due to very consolidated market.

- Comment: not relevant. Doesn’t help us
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Key take-aways:

The pricing tool in place for B&C customers works well.

We spend too much time on low margin business (A customers) instead of high
margin business (B/C customers)
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Internal Factor: Purchasing

Exemplary questions to be asked (linked to the problem statement & scope):

e Where do we buy? Why?

e How do we choose our suppliers? Why?

¢ How do we know that we buy the right quality? Why?

¢ Do we believe that our purchasing prices are above/below competition? Why?
¢ How do we achieve savings in purchasing?

e What would we have to change in our internal organization to reduce purchasing cost?
Why? (please note: people will propose actions, these will allow you to drill down to the
right facts).

Conclusions




START 5w
DIFFERENTLY

e ——

Key take-aways:

Our imported parts are 15% more expensive than local Chinese benchmarks.

Our specifications are over-specified for the Chinese market.
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Internal Factor: Production

Exemplary questions to be asked (linked to the problem statement & scope):

How is our productivity in China in relation to our competition? Why?

How is our productivity in China in relation to our productivity in our European plants?

Why?

What would we have to change in our internal organization to increase productivity?

Why?

Conclusions

Key take-aways:

Our labor productivity is 25% below internal benchmarks.
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Internal Factor: Profitability

Exemplary questions to be asked (linked to the problem statement & scope):

e Can we narrow down our profitability issue to certain customers/products/plants/etc.?
e Why are we more/less profitable in the different segments?

¢ What are the 3 most important drivers for our profitability?

e What do we know about our cost structure vs. competition?

Conclusions

Key take-aways:

We have excellent profitability with our B&C customers (account only for 25% of
business).

We do not charge full cost to our export customers (A customers)
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