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We highly appreciate if you ask questions — We will collect them and
provide answers in the Q & A session

There are 3 ways to raise questions ...

N\ .
... send an eMail to
ﬂ 2

/N martin.austermann@husqgvarnagroup.com

2) ... use the Chat function in GoToMeeting

: ... unmute your micro during the Q & A session
(please stay muted during the presentation to
avoid background noise)

e: Roland Berger OPS - Procuremen t_SMART_segmentation_v05.pptx | 3
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In some situations, Procurement needs to deliver quick-wins and ...

Context

D ri Vers (examples)

Company crisis
(EBIT or liquidity)

Economic crisis

Corona outbreak

Black Swan, e.g. current
3

Source: Roland Berger

With external spend often being
>50-70% of the total cost, a fast
and determined reaction by
Procurement is required to
contribute to the survival of the
company
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... therefore, needs to shift the focus

Focus shift

Procurement Sustainable
Quick-wins Procurement
Optimizatio

Short-term (current year) 1 Timing Mid-term (period of time)
One-off, sustainable 2 Duration Sustainable
EBIT/Cash 3 Impact on EBIT/COGS
Price, quantity 4 Impact through Specs, price and quantity
Commercial 5 Levers Technical, commercial & process
Procurement B Driver Cross-functional team

;

Source: Roland Berger OPS - Procurement_SMART_segmentation_v05.pptx | 6
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What makes the CORONA crisis special?
The stable demand/supply equilibrium is turned upside down!

CORONA impact

...turned upside down!

Market price
break-down

Stable "system"...

Shift of business
Demand sooud e priorities
Business Specifications \ped:’i el “0%2\‘\ (adns @
i \
requirements 5 m\\_q?:s a0\ sa\\\m“d S\ o Shifti
Demand SO | e Quantities — . o 10\000S 1o oknd nift In power
sabiity 200U 88 Cost driver A0 : d s | distribution
Firanc g collapse =% wain20’ " Radica
pressure = @ “3 ST adica
Buyer / seller Increased internal 100 ) uew® d hif
o NP oe P emand shift
Poter Procurement Costaivers  Willingness to tackle ° am‘ssa\‘;?a Wég%s —
Suog internal cost drivers U™ aer0 \“emgmbe‘
is- upplier @ SO S
ﬁifﬁéyt ll_:t?gi pringi)ties Profit pools % s sso!
S
O,
)
- Market ~ Available  Supplier Radical
Supplierrisks  sypply base prices capacity stability spec. shift

Supply

Room to maneuver extends, immediate action required

o Creating completely new opportunities, but also new risks —
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Beri |
So, to realize quick-wins, different approaches are possible -
"Haircut" or "Simple prioritization" would threaten the business

Approach archetypes

Recommendation

| "Haircut" ” Simple prioritization ”l SMART segmentationg

. | Supplier |
Suppller1 Spend Vowgy  Commodty A B C
Supplier 2 w1 o

c10

. Leverage 'EH o
Supplier 3 (x% ]

) A B C Secure 'Céi o
Supplier 4 X% &
Supplier X D @ > =iy

pp # of suppliers

Blunt reduction of prices across all

Simple ABC classification to derive strategy
- Too simple to account for specifics,
esp. for direct material; neglecting
commodity strategy implications

suppliers
1 Savings Oeo
? Sustainability Yelo) Magnified due to [R@E T®)
Corona impact
3 Risk 000 D 000
/ Basis for growth | Jole)

Source: Roland Berger

. Segmentation by commodity and

. supplier to derive basic strategies — Basis
- to account for commodity specifics and

. leverage full potential in commodity

L 10]@)

D00

OO0
OO
OO
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Success factors for a quick-win program

SMART segmentation

strategy Commodity A B [+
Manage ' g%
5 | Leverage Manage C3
E‘ c10
E Leverage &
] ci2
£ .
@
a - Secure ‘ég?
Simplify Secure &2
impli c30
Simplify ' cg;
o SupplyMarket i ¢
Challenge :
o
Trade-offs
[ L] ] .
Savings Enduring Risk Basis for growth
vs. Risks, e.g. of supplier Impact on ability to grow/
supportthe business acceptance of also one- insolvency or reputation flexibly to react to situation
vs. maximum fff i i loss driven by th itud changes, e.g. stock, supplier
savings possible of required savings capacity,innovation
E.g.levelof cutting Eg E.g.pr to supplierswith  E.g. supplier
fraining sessions activities single-source critical parts fulfill future demand

ustain, recover and grow — Conscious decision required

0 The right balance is needed to support the business without destroying the basis o

Trade offs

Source: Roland Berger

Quick-win levers

Hagh
Suppier Eye apener Tighiten
o O 0 @ vindos D prems
@ s @ Vitetsnes Reduction comforl
o conference. loverage. service lavels
T - Supgler idea Deant cnalkn
i e o @ 0 @som @ Demand chaerge
£
3 [11] Suppier Renegotistcn “Muda
?i» PN (2} - Jrsie ® iy D chatenge'
& @ O Bestprce Budget cuts:
£ o0 ©0 O iy © Pamenems @ T
£ [ 10] @ @ ot (@ Scteson 7 e s s
2 ® o (benchmarking) alignment o0 achieved sav.
o Renegatiation Cross-unctonal Q Zeno-based
o o0 (<} top conlracts pe n challenge budgeting
e Renegatiation @ Contract tear down e Exend contract
top suppliers. warsshap uration
Low
Volume Process tear down
Low Toughnees Hgn @ uncing © oo
[ ] ) Extended
1 skim & 2 Squeeze  je 3 coliaborate 4 4 Wintogether ¥
“Joinly optimize
" . Jointly optimize Terem e
"Skim" intarnally Equesze thé margin (creale win-win wio ety
PR invest)

Supplier N P =
@5 : ® ) © ©
- > S B >
-/ [E:“;‘ > Cross-functions > Cross-functons > Cross-functions

> Suppliar > Supplier

(@ mpact > Costreduston atclent > Margs : B i > c jon & sak

> Sales reduction at supplier | SUpplier & supplier uplitat client & supgber
@ oo > > > Deliverysize > Technical changes

(exampies) > Requalification > Eye opener optinization > Supplieron-sits
requiraments. > Tooling amortization > Supply chain financing aptimization

> End-ofine-tesing chailenge > Productoncommiment >

) Benefit 100% client 100% client Split client & supplier Split client & supplier

Phase 1 - Quick-win focus Phase 2 — Moving ahead

Sequencing of savings

Roland
Berger

Based on our experience, four factors are crucial for a successful
quick-win program
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With the SMART segmentation, we derive the strategic direction
(i.e. core savings levers) by commodity and supplier clusters

Basic methodology (schematic)

High 4

Business impact

Low

Leverage Manage

Simplify Secure

B

Low Supply market High
challenge

Source: Roland Berger

0,

Manage
. Leverage
Secure
Simplify

Manage
Leverage
Secure
Simplify
Manage
Leverage
: Secure
Simplify

Manage
: Leverage
Secure

Simplify

Sv Example Automotive Potential |
A B C %(schematic) savings [ Derive

overall
Supplier idea conference, . strategic
renegotiation of (top) suppliers, 0.51.5% | : direction
selective supplier workshops : per
segment -
. . To be
Supplier conference (savings detailed
demand) incl. negotiations 1-29 elaile
(B suppliers), costing based °
negotiations, pull forward of LTAs h'

Renegotiation of (top) suppliers,
provision of commitments
(volume/ contract duration),

0.5-1% Top-down
selective supplier workshops :

(by segment
& bottom-
up (by
Supplier letter with crisis : ﬁomTOd'tY)
contribution request (e.g. price, 0.5-1% | : leration
payment terms, one-offs) :

OPS - Procurement_SMART_segmentation_v05.pptx | 10



n Quick win levers Roland
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We handpick the short-term levers from customized lever sets
(differentiation in three dimensions), making ...

Short-term levers — Example indirect procurement

A
High
Supplier @ Eye opener Tighten
letter workshop process
9 Supplier m Market price Reduction comfort/
conference leverage service levels
] Supplier idea — Demand challenge
é @ 0 (3 conference @ signaiing board
:,—Z, Supplier Renegotiation "Muda
e @ e workshop @ factory challenge"
©
= @ e 9 Best-price m Pavment terms Budget cuts
§ (same supplier) y top-down
£ ® @ @ 0 Best-price Specification Budget cuts based
S m Q G (benchmarking) alignment on achieved sav.
0 Renegotiation Cross-functional Zero-based
@ 0 top contracts specification challenge budgeting
a Renegotiation Contract tear down Extend contract
top suppliers workshop duration
Low ~
- Volume Process tear down
Low Toughness High bundling workshop

‘ Typical procurement governance

Source: Roland Berger

Extended procurement governance
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n Balancing risks Bengolgrq L‘
... conscious trade-off decisions

Trade-offs

Q

Trade-offs

o [ [ [

Savings Enduring Risk Basis for growth
Savings required to Savings endurance vs. Risks, e.g. of supplier Impact on ability to grow/
support the business acceptance of also one- insolvency or reputation flexibly to react to situation
vS. maximum off/non-recurring savings loss driven by the magnitude changes, e.g. stock, supplier
savings possible of required savings capacity, innovation
E.g. level of cutting E.g. delaying maintenance E.g. pressure to suppliers with  E.g. supplier investments to
training sessions activities single-source critical parts fulfill future demand

The right balance is needed to support the business without destroying the basis to

sustain, recover and grow — Conscious decision required

Source: Roland Berger OPS - Procurement_SMART_segmentation_v05.pptx | 12



Sequencing of savings Roland |
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In addition, we recommend to realize internal savings potential and
provide a realistic, positive outlook to suppliers

Sequencing of savings  pE=N .

1 Skim &* 2 Squeeze -)*(— 3 Collaborate 45" 4 Win together Y

Jointly optimize
(create win-win w
invest)

Jointly optimize
(create win-win w/o
invest)

Squeeze the margin
of the supplier

"Skim" internally e
innovation,
new business

@ Suppler : ® ®© © ©

@ Effort > Procurement > Procurement > Procurement > Procurement
{ > Cross-functions > Cross-functions > Cross-functions
[at...] > Supplier > Supplier
@ Impact > Cost reduction at client > Margin reduction at > Cost reduction at client > Cost reduction & sales
> Sales reduction at supplier supplier & supplier uplift at client & supplier
Levers > Testing relaxation > Crisis contribution > Delivery size > Technical changes
(examples) > Requalification > Eye opener optimization > Supplier on-site
requirements > Tooling amortization > Supply chain financing optimization
> End-of-line-testing challenge > Production commitment > .
@ Benefit 100% client 100% client Split client & supplier Split client & supplier

Phase 1 - Quick-win focus Phase 2 — Moving ahead

Source: Roland Berger OPS - Procurement_SMART_segmentation_v05.pptx | 13
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Financial impact: In Automotive, we typically see a savings potential
of up to 1.5% / 3% for direct / indirect categories

I
G% Example automotive Quick-win potential

Direct material
> Focus on commercial levers
Typica| savings > Capitalization of, e.g. raw
. material price changes, shift in
----- potential supplier power
> Selective use of "skimming" (w/o
|:> m I:» 0_5_1_5% supplier involvement) levers
> Limitations though insolvency

risk in supply base
Short-term (current year)

Mid-term (period of time)

Sustainable Both one-off, sustainable Indirect material
EBIT/COGS Both EBIT, Cash > Focus on commercial levers

Specs, price and quantity Price, quantity > Capitalization of, e.g. radical
Techn., comm. & process shifts in demand, specs, shift in
Cross-functional team supplier power

> Mix of sustainable and one-off
effects, EBIT vs. cash impact
0 0 > Complexity through stakeholder
|:> I:’ 1-3% and commodity variety
> Possible boost >3%: Spend
compression through radical

Typical Value Spend Direct Indirect demand mgmt., but requiring to
P& add and material material step outof current goverance
margin

Source: Roland Berger OPS - Procurement_SMART_segmentation_v05.pptx | 14
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Conclusion - It is time to act!

The stable demand/supply equilibrium is turned upside down

The "special” situation creates completely new opportunities,
but also new risks — The room to maneuver is extended

Immediate action is required, both to

> realize quick-wins short-term

> lock in low price levels mid-term

> identify supply base "disruptions” (reputation, capacity or
financial risks; cost creep due to demand or spec shift)

The window of opportunity is limited

... but, a "SMART segmentation” is required!

Source: Roland Berger
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Outlook — Overview of "hot" topics in Procurement

0

Comprehensive

material & product

Indirect material | cost reduction
cost compression

Supply base
disruption

Program based
Quick-win indirect material

material cost cost reduction Efficiency boost in

Impact procurement
(cost,

efficiency)

Low

Short-term Mid-term

- Cost, effectiveness
Efficiency
Source: Roland Berger OPS - Procurement_SMART_segmentation_v05.pptx | 16
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Beyond the intrinsic conviction, there is a clear demand from
stakeholders to place "sustainability" high on the agenda

Drivers for sustainability focused strategies

External Internal

n Policy makers n Financial markets n Society & competition Conviction

Rising number of legislations to Growing demands by shareholders Increasingly emotional demands for Intrinsic motivation to preserving the

enforce sustainable corporate behavior  and institutional investors corporate sustainability activities & environment and developing the
competitors acting accordingly society

-

1l

CO2 and GHG emission regulatlon BlackRock announced Extinction rebellion promotes civil Mission: "Build the best product, cause
becomes tighter year by yearin almost  disinvestments in companies with disobedience and proves societal no unnecessary harm, use business
any country — Goals for automotive sustainability-related risks opposition to inspire and implement solutions to
fleet specifically ambitious the environmental crisis"

K\ Y ﬁ O-BASF

adidas REMNAULT ‘We sreate chenistry
Both EU and US gov. are discussing Speaker company announced new Leading corporates across various Purpose: "Our purpose is to make
sustainability disclosure/reporting recycle mode bricking old devices industries drive sustainability and sustainable living commonplace"
regulations — EU already adopted the ~ causing a reaction in stock price raise the bar
regulation

Sources: WEF; Der Spiegel; Bloomberg; Tagesspiegel; Twitter; New York Times; Los Angeles Times; MSCI; AQR; BlackRock; JPMorgan;
European central bank; Debevoise & Plimpton Latham & Watkins Global ELR; Company information OPS - Procurement_SMART_segmentation_v05.pptx | 18
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Sustainability is a driving topic in society and causes leading

corporates across industries to act

Examples of social pressure and corporate sustainability activities

Social pressure

Leading corporate sustainability activities (automotive and other industries)

Our house is
still on fire!
Twitter: The NY Times, 01/2020

Greta Thunberg

Climate Strike
Protesters Flood the
Streets Around the
Globe

e sweeping the

Los Angeles Times, 03/2019

Environmental &2

Social 0

Governance i

In 2019, BMW accounted for more
newly registered electrified vehicles
than any other manufacturer in
Europe

@ Committed to reduction of scope 1&2
emissions by 50% and new vehicle
emissions during use phase (part of
scope 3) by >40% until 20302

[ | Aims to be carbon negative by 2030
u and remove all carbon the company
has emitted? since it was founded in
1975 from the environment by 2050

&3 Renault Groupe's goal is to increase
~enauer the overall use of recycled
synthetics by 50%") until 2022,
compared to 2013

uah\qs Adidas sold 11 million shoes out of
ocean plastic in 2019 — The goal is to
shift to totally recycled polyester by
2024

F - « First Dax 30 with a female quota of
30% until end of 2020 (middle to top
management)

PAIMIEE Target share of women in mgt
positions at 20% until end of 2020
(18.8% quota in mgt positions and
25% in mgt board in 2018)

@ntivens! Continental enhances
internationalism by striving for 50%
international managers at all
locations

s Handi@renault collaborative network
~enauer AiMs to change the way people see
disabilities (already 1,400 members)

st Yearly global volunteer day with
tailored outreach programs — In 2018,
123k employees supported 3k social
and environmental projects

Walmart- -~ |ntroduced blockchain (in cooperation

with IBM) to track origin and path of
products - Rollout to all suppliers of
leafy greens started 2019

¥s  80% of procurement volume covered
~enauer DY @n external supplier assessment
(e.g., environment, human rights)

S Goldman to refuse IPOs in
Europe/US in case of all-white
boards — Minimum requirement of
one 'diverse' member

==/ Public Code of Ethics for responsible
lobbying/public affairs practices and
disclosure of lobbying expenditures

O-BASF Comprehensive and KPI-based
"7 sustainability reporting with explicit
targets, measures and results
reported

1) A total of 64,000 tons of materials; 2) Compared to the base year 2018 according to SBTi methods; 3) Either directly or by electr. Consumption

Source: Bloomberg; Twitter; New York Times; Los Angeles Times; Company Information

OPS - Procurement_SMART_segmentation_v05.pptx |

19



Roland

Benger|

>

ESG is the leading framework for sustainability and provides a
holistic view — ESG to be tailored to industry and company

lllustrative

RB ESG framework — Automotive industry example

Corporate
governance

Compensation policy
Supply Chain
Governance

1 Environmental

Product Design

Natural resource
consumption

Criteria

Energy efficiency

Transparency

Business ethics Pollution/\Waste

Q
Product liability Emissions

A o
Human rights Environmental

O O opportunities/initiatives
Diversity &  Human Capital

opportunities

Environmental

(«#) Social

a.‘

Governance i

> Product design

> Pollution/Waste

> Human capital

> Business ethics

= Fuel consumption - Total waste - Employee tumover rate - Revenues in regions with
- EcoDesign - Hazardous wasts ~ Temporary worker ratio Transparency Intemational
— Fleet emissions - Recycling degree - Employee health :OVUPT{\ index lt:lo: 60 ’
- ini = Amount in monetary terms spen:
> Natural resource > Emissions Training expenses per employee due fo legal proceedings

consumption

— Water and land usage

- Rare earth usage

— Usage of other critical resources
{e.g. Cobalt, Nickel, Manganese)

- Share of recycled materials used

> Energy efficiency

- Energy consumption

~ Energy mix (share of renewable
energy)

- Eco Design (%-improvement
compared to previous product
generation)

~ Fuel consumption

- CO2and other GHG

~ Moise

> Environmental

opportunities/initiatives

= Investments (% of revenue) in

environmental inifiatives

> Diversity & opportunities
~ Share of women and different
ethnicities (fotal, executives &
board)
- Gender pay ratio

> Human rights
~ Child labor, forced labor and other
human rights palicies
- Coverage of suppliers with
according policies

> Product liability
- Product quality issues and recalls
- PrivacyiData security breaches

> Transparency
- Sustainability reparting
- Iniegration of UN SDGsin
corperate actions
- Iniegration of extenal assurance

> Supply Chain Governance
- Code of Conduct in place and
formally signed by all suppliers
- Assurance of supplier compliance
o ESG

> Compensation policy
— Number of FTE receiving 90% of
all bonuses and incentives
- Incentives on sustainability

OPS

- Procurement_SMART_segmentation_v05.pptx
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Procurement has an impact on all dimensions of sustainability along
the ESG framework — Highest impact on 'SC governance'

: Impact of sustainability on Procurement
Corporate 1 Environmental P y
governance Envi
nvironmental
/ —1 \ > Environmentally-friendly product design,
sustainable materials and packaging
/ \ > Reduction of CO, in the supply chain
/ ‘\ \ ocial
> Support of supplier's workforce diversity
‘ / > Societal support of suppliers in high-risk countries
> Ensuring human rights in the supply chain
/ Corporate Governance
7

> Transparency and traceability of sustainability
across the entire supply chain (e.g., Supplier
Code of Conduct, supplier sustainability ratings and
transparency on critical materials (e.g., MICA))



It does not always need to be a holistic sustainability program —
Speedboats provide a impact & pragmatically push sustainability

Success factors

> Truly embed sustainability within the organization's governance
including a sustainability committee

> |dentify and pragmatically push speedboat projects
(early showcases)

—> SC transparency and traceability solution recommended as a
speedboat due to high impact on sustainability performance

- > Manage target conflict between profitability expectations and
future business model

> Set clear criteria and measurable targets with ESG"
framework and related KPI set

> Continuously challenge the organization through
independent outside stakeholders (external sustainability
council with NGOs/activists)

1) ESG = Environmental, Social, Governance

OPS - Procurement_SMART_segmentation_v05.pptx | 22
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On a personal note — Use the unprecedent crisis to unleash a
positive momentum!

Overall opportunity through COVID-19

Unprecedent crisis ...

Market
collapse

Sales
evaporate

Employees

are off (part time
work, forced
vacation, fired)

Companies operate in
emergency mode

... unleashing positive
momentum

1

Everyone accepts
that radical change is
inevitable and rallies
(almost everyone)
behind change

Virtual collaboration
explodes

Ultimate catalyst
for transition to
"new normal”

Radical solutions
are implemented
and work

Limited window
of opportunity

Personal
flexibility raises

Radical solutions are
implemented — quickly
(proof of concept)

2

) Compromises
are suddenly possible

©)

Start the transition

journey n OW

OPS - Procurement_SMART_segmentation_v05.pptx | 23
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We highly appreciate if you ask questions

There are 3 ways to raise questions ...

N\ .
... send an eMail to
ﬂ 2

/N martin.austermann@husqgvarnagroup.com

2) ... use the Chat function in GoToMeeting

: ... unmute your micro during the Q & A session
(please stay muted during the presentation to
avoid background noise)

e: Roland Berger OPS - Procuremen t_SMART_segmentation_v05.pptx | 24
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#OP=RA 2030



We are leading the TRANSFORMATION of Operations & OPERA is
what it takes — Stay tuned!

Stay tuned with our
teams and publitions!

O P E RA https://www.

de/Insights/
Global-Topics/
o' OPERA Opera-2030/
V¥ Video

Website rolandberger.com/

g | 9

B OPS
,;;; Newsletter

B Latest
il studies



https://www.rolandberger.com/de/Insights/Global-Topics/Opera-2030/

