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MANUFACTURING LABOR RATES
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Source: Euromonitor, US Department of Labor.
Note: India labor rates based on a CAGR % of 103% from 2006 to 2010.
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ACustomers are seeking price
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KONECRANES PROCUREMENT STRATEGY 2011-2013

Renew our supplier network collaboratively to provide

cost effiency, innovation, qual
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Key Strategic Objectives:

Alncrease early supplier
involvement and innovation in
R&D and BA

A Ensure lifetime total cost
efficiency

A Provide reliable and flexible
supply

A Achieve people excellence

through leadership-,
operational-, and competence

development

Key KPI:s

A Punctuality > 95%

A <5,000 suppliers (<1,000
direct suppliers)

A Cost ~10% cost reduction
annually

KONECGRANES




KONECRANES PROCUREMENT ACTIONS 2010-2013

Renew our supplier network collaboratively to provide
cost effiency, innovation, quality, and punctuality
" i
Liﬂin‘g’ Key actions:
Customers A Leverage KC purchase power thru volume
bundling and supplier reduction

A Strategic supplier roadmaps 2010-2013 aligned
with KC business strategies

A Simplifying supply chain (tier 1-2-3) for lower total
cost

A Significantly increase share of low cost country
sourcing (LCC)

A Capitalize on supplier knowledge via VA/VE
workshops and supplier cost reduction ideas

Lifting A Initiate Early Supplier Involvement (ESI) pilot
Suppliers cases in KC R&D program

Lifting A Initiate Innovative Supplier Award 2010

People A Continued development of Procu Op model and
people competencies
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OTHE NEED TO UNDERSTAND THE
STEEL VALUE CHAI No

ATypical claim by
ore prices gone up 25%, prices
wi | | |l ncrease 10Y%

Supply Chain Stage Index Value Factor Relative Weigt Total Weight ATWO ques“ons arlse

Iron ore 15% 9%
” oy |58 % 1 How to verify how much iron ore
abour cos % % . .
Bieciicty % T prices have increased
Shipping 3% 2% . .
Trader 1o [Shipping. 95% 12% I How much does it affect the
ommission 5% 1%
arehousin % 0%
s I 5% 0% product the customer purchases
Transportation 60% 5% .
" > [Ciioshape L —L ANeed for open dialogue
ransportation % %
Total 153 85% I But also value chain

understanding from customer

SSC = Steel service center
CM = Contract manufacturer
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EARLY SUPPLIER INVOLVEMENT 7 KEY DRIVERS

ARapid technological development

AShorter product/component life cycle

ALow cost country based competitors
Alncreased outsourcing

Alncreased R&D expenditure and investments

U One of motivations is to increase product development efficiency
and effectiveness as well as to t
capabilities

U E.g. A.T. Kearney/University of Michigan study estimated that in
2005 80% of the value added of a car being bought from suppliers
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EARLY SUPPLIER INVOLVEMENT 7 KEY HINDERS

AiNot invented hered mindset
AProprietary technology or solution

AFear of information leaks

AFear oifndl ock

ALack of market knowledge on

I Potential supplier base
I Suppliersd capabilities
I Available technologies
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EARLY SUPPLIER INVOLVEMENT ROLE

Product & Service lifecycle

Product Process Delivery Process
Konecranes
Customer
ES| Product Deliveries
Developme &
Service
Suppliers

e,

Konecranes Supplier Base
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EARLY SUPPLIER INVOLVEMENT

Advantages Disadvantages

A Shorter project development lead ARisk of losing proprietary knowledge
times AHollowing out internal competencies

Almproved perceived product quality A Eased accessibility for competitors to

A Savings in project costs copy or aquire key technologies

A Better manufacturability Alncreased dependence on strategic

A Shared knowledge and learning suppliers

Almproved R&D efficiency and Alncreased standardization of
effectiveness components through specified

AAccessibility to supfi@eSrso technical
capabilities

Examples of successful Konecranes ESI cases
Inverters, Radios, Rotating limit switches, Remote service data transfer
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LCC SOURCING PRICE DEVELOPMENT CASE
THREAT OR OPPORTUNITY?

New LCC supplier introduced
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2004 2005 2006 2007 2008 2009 2010

LCC savings
A2008: 1,1 MU
A2009: 0,8 MU
AH1/2010: 0,2 MU
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A BEST-OF-BEST SUPPLIER CAN IMPROVE YOUR VALUE
PROPOSITION

C Own longterm strategic plan with clear desire
of position in valuechain

C Understand Konecranes customer and
development needs

C Understand Konecranes painpoints

C Passionate attitude across your company to
build and deliver customer satisfaction

C Set challenging targets in price, cost,
punctuality, quality and innovation

C Knows key competitors (suppliers and
customers)

C Strives for longterm business relationships

C Proactively delivering / suggesting business
improvements and can challenge Konecranes

C Takes full accountability for own supply
chaindés devel opment an

CSupplierds customer portroll o, <50 Y% with
customer. Riskmanagement and low
dependency.
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SHIFTING FROM COMMODITY TO VALUE

PROCUREMENT

PAST

ADecentralized sourcing
ACommodity experts
AComponents

ATraditional supplier base
AMultiple tactical suppliers
AStable raw material markets
AFragmented supply chains
ASupplier delivery

APrice driven

FUTURE

ACentrally lead sourcing
ABusiness-relationship experts
AModules / Systems

ARapid development of LCC
markets

AMore strategic suppliers
AHighly volatile markets
ASupply clusters
ASupplier value / ESI
ATotal cost of ownership
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KONECGRANES

Lifting Businesses™

NOT JUST LIFTING
THINGS, BUT ENTIRE
BUSINESSES

QUESTIONS & ANSWERS

PEKKA.LETTIJEFF@KONECRANES.COM
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