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Roland Berger perspective on Chinese development speed and product cost

Executive Summary

Chinese companies — particularly in the automotive and capital goods
sectors — are rapidly expanding into global and especially Western
markets

Their market entry is driven by significantly faster product development
processes (25-30% quicker) and substantially lower product costs (20-
30% less) compared to Western incumbents

We provide an impulse into the sources of these advantages and outline
what Western companies must do to stay competitive and close the gap



Since last year, both MNCs and local firms have struggled in China’s domestic
market, pushing Chinese companies to pivot toward exports in key industries...
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..leading western players to continue to struggle against Chinese
competition, both in China & now also in their home markets
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The key question, particularly for engineered products & automotive companies
is: How to achieve Chinese "speed" at competitive material costs levels?
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0 Time to market

Chinese companies, especially in the automotive sector, have drastically
decreased time and resource efforts in product engineering processes

How are
OEMs
achieving

China
speed?
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Accelerated product development process
Shortened strategy phase, Consequent use of
(supplier)platforms, high vertical integration for m
selected systems, etc.

Parallelization of processes and minimum —
viable product approach ——
Agility & speed in basic development with Minimal =::}
Proof of Concept Approach

Lean and hierarchical organization

Lean R&D organization, quickly adapting to market fQ%
conditions - Enabling further accelerated global [P
expansion

Further Deep
Dives for
selected
Chinese
passenger
car,
commercial
vehicle OEMs
and capital
goods
companies
available



Time to market

Project examples available a

Combining significantly reduced product development processes with a
consequently organized R&D function enables efficient time to market

China Speed - Unparalleled product development and engineering speed

Accelerated product
development process
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1 Accelercted POP

Compared to traditional OEMs, Chinese companies achieve significant time
savings in all stages of the product development process

China Speed - PDP Benchmark (3 months)
Best Practices - Acceleration of:

Strategy/Feasibility phase: a

New vehicle PDP - Benchmark

competence nd consequent design freeze
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Chinese OEM reduced their PEP by 14 months compared to the benchmar
shortening strategy phase, digitization and early suppler involvement
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Parallelization of processes
and MVP?1) approach

2 Significant faster basic dov.

Using a MVP approach in development and testing combined with a higher risk
tolearance in the early phase, overall development times are decreased

Basic development Benchmark (Deep Dive HV-battery)
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3 Lean and hierarchical organization

Centralized and highly integrated R&D function is geared towards fast
development of technologies which are rapidly diffused to the market

Chinese OEM organization split between headquarter and site responsibilities

"

wi

ance & nnovation approach

Seductin by 14 mentm 1 2
1 2 3
Eorly supolec involvement
requirements - Chonges after s oy ax FHW ond Soesoryon 14
+ Reducton to°1 coy. mo W " monihs afte project strt
e B design ool 4
pre-

imitment to one design

- Earlycom o ara o vt oo
(md PF milestons) required

for start of pre-

+ Uemof sk
reduce.

dota .
" inearly phose - depriontizotion of place in one yeor (extended

56

c48

1) Minimum Viable Product

g design
elements, connectivty/ ADAS functionailty)
+ Tooling starts drectly ofter design freeze

sto

serie:
potentiol inavailobiity of hard

+ Eorly homologation ond beta prototypes based
on soft tooling

3

Even traditional Chinese companies have begun to drastically change their R&D
organizations and gear them towards global market expansion
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R&D organization adaptation: Example chin. commercial vehicle company
Chinese State- e
Owned CV OEM
Sales volume of heavy duty 22 c
trucks [21-23; K units]

20 r-wm-m

New Chineso OEM [



9 Product Cost

Chinese OEMs, especially in the automotive sector, deliver significant cost gaps
in their BOMs, mainly due to...

How are
OEMs
achieving
China cost
levels?
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Conscious product trade-off decisions
They make conscious product trade-off / design decisions D
with strong customer attunementin focus

A stringent cost-out operating model ;

They work within a stringent cost-out operating model
leveraging both technical and commercial levers

Procurement set-up with end-to-end

perspective and accountability
They foster direct accountability for cost-out
management end-to-end wherever possible

Further Deep
Dives for
selected
Chinese
passenger
car,
commercial
vehicle OEMs
and capital
goods
companies
available



Product Cost

Project examples available 0

Through early product feature decisions and a clear cost-out operating model,
Chinese companies achieve drastically lower product cost

China Cost - Stringent material and product cost savings across categories

Conscious product
trade-off decisions
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For heavy duty trucks for example we see a ~20-30% gap in material costs -
Mainly driven by design choices, high local supplier share and lower ops. costs
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Government
interfere./Tax

A stringent cost-out
operating model

Overall, Chinese players excel in portfolio control, cost-out management and
creating and leveraging sourcing advantages...

Procurement set-up with E2E
perspective and accountability

WM Motor leveraged the opportunity presented by its "greenfield" start and
strategically decided to set up an integrated EV development and procurement
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Regardless where or how you start, but start!
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