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Agenda

"  Objective and structure of the training

® General Target Costing overview

®  The Target Costing toolset
® Window of Opportunity and Enthusiasm Model
® Reverse Calculation
® Product Target Splitting
® Alternatives Generation
¢ Alternatives Evaluation

® Target Controlling
" Integration of Target Costing toolset into the MD process landscape

®  Open questions and discussion

®  Conclusion
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Objectives of the training

The objective of the training is to understand the Target Costing methodology and use the
standard templates in the day to day work

= MD departments that are involved in the product definition and
Target development.

group = MD departments that are actively supporting the product definition
and development

= All participants of the training should:
» Understand how the structured Target Costing approach
supports MD’s PLM processes
Target « Understand the Target Costing methodology at MD
benefit * Be able to apply Target Costing in their daily work.
» Understand and interpret all Target Costing tools’ results
* Understand the integration of Target Costing in the MD process
landscape

= The Training covers all Target Costing tools

Training = The Training focuses on the key Target Costing templates.
concept = Where possible, the Interpretation of key templates will be conducted
In group sessions.
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Principal structure of detailed Target Costing training

Key message explained by the
use of a case study

60 min
Welcome & _|
Target Costing Overview 45 m"l‘
Window of Opportunity and =
Enthusiasm Model 75 min

Break 30 min

Key message explained by the
use of a case study

Reverse Calculation 75 min
Key message explained by the

use of a case study

Product Target Splitting 75 min
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Alternatives Generation

|

Key message explained by the

use of a case study

75 min
Key message explained by the
use of a case study
Alternatives Evaluation 75 min

Break 30 min

Target Controlling 75 min
Key message explained by the

use of a case study

Open questions 30 min
Conclusion Target Costing 30 min
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Typical misunderstandings in the product development process
Why a common understanding is so important

How market How Sales How the project How the engineer
research

perceived it ordered it head understood it planned it

How the
programmer
implemented it

hat the customer
really desired

How the service How it was How it How it was
| S
Tira ortne o was finaized s
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Target Costing in relation to costs

A high cost impact can only be achieved if the Target Costing starts right at the beginning of the
product definition process

Product lifecycle > [%]
\100
75
Focus of Target Costing 50
}, Cause oflater occuring costs 25
I Accumulated costs over lifecycle
E— 0
Target Costs Target Costs Target Costs
for components for market for Target
at specific segments at Controlling
. . acn . . products
price points specific price points
- - - I | - —
Basis system Platform Malpha M-0 M-1 M-3 t
framework definition
definition

Seidenschwarz & COI'II[J. 7 SI E M E N s

© Siemens COM MD PBM BA — March 2005



The objectives and benefits of Target Costing

MD aims at increasing its profitability by means of Target Costing — a methodology to define
market oriented and cost conscious products

Main objective of Target Costing @ MD Target Costing toolset

focus
/ \ Product Target Splitting
Reverse .

Market
orlentatlon

AN

Market research
Cost Window of Opportunity & Enthusiasm Model

Calculation Alternatives Alternatives
e posrs Time to Generation Evaluation
Profltablllty Market
/ Product Target Splitting

== = =t == == == = ConceptFreeze | mm mm == == = .

Innovation

Target Controlling

" The ultimate goal of the Target Costing methodology is to strengthen profitability by:

Consequently enhancing the market focus of MD’s product definition process
Deriving Target Costs for all products directly from the market
Constantly securing the targeted time to market of the product

Pushing intelligent innovation at all times
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Impact of the application of Target Costing core tools

The application of the Target Costing core tools leads to market oriented and cost conscious
products and thus to higher profitability

Target Costing core tools
Enthusiasm Reverse P;::il::t Alternatives \ \ Alternatives Target
Model Calculation g Generation Evaluation Controlling
Splitting
Market orientation Time to market management Cost consciousness
B Clear definition and focus on B Early identification of innovation B Profit targets as a “holy
customer/ end user demands potentials and time blockers cow”
B Market oriented product B Stable definition of products in B Setting of clear cost targets
concepts early stages .
B Implementation of tools for
M High degree of innovation M Strict change request process cost analysis and cost
. . - management
W Systematic idea generation, B Permanent supervision of target
evaluation and selection achievement B Permanent supervision of
. Target Achievement
W Systematic product concept
deduction M Secure process efficiency
B Intelligent linkage of market . . B Exploitation of technology
and technology orientation Product innovation synergies
B Permanent supervision of W Efficient usage of resources
Target Achievement .
B Permanent supervision of
Profitability Target Achievement
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The Target Costing concept

The Enthusiasm Model translates market knowledge into clear objectives for product
development and guides the subsequent Target Costing steps

Market Research

Window of Opportunity & Enthusiasm Model

Product Target Splitting
Reverse Alternatives Alternatives
Calculation Generation Evaluation
Product Target Splitting
——

Concept Freeze
\/ Target Controlling
The Window of Opportunity:

= provides the framework for a consistent product definition, for a certain point of time.

» defines the proposition of the product, the target market, the target positioning in the portfolio and a first
product idea.

The Enthusiasm Model:

= triggers a sharp product positioning for a well defined “Window of Opportunity”
= enhances the MD’s market focus.
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Visualization of the Enthusiasm Model

To secure market orientation in product development the Enthusiasm Model structures product
characteristics and functionalities into the categories Basic, Performance and Enthusiasm

An Enthusiasm Functionality that is precisely fitting to
the Target Group and perceived by them as innovative
and well solved — plus, is sold in an emotional way -
outperforms all other functionalities in contribution to
satisfaction

@ The mere existence of an Enthusiasm Functionality that
fits to the Target Groups’ needs can cause the same
degree of satisfaction as a complete fulfillment of all
Performance Functionalities does.

A

Positive satisfaction / enthusiasm

Enthusiasm Functionalities

® Not yet communicated by the
customer

® Release a “Wow” effect

@ ®  Specific for each market segment

and a ,challenge to market
research”

Performance Functionalities

®  Explicity communicated by

A partial existence of Performance Functionality ensures the customer
a neutral degree of satisfaction. Only full compliance - . .
with the market standard of the Performance Specific values of competition
Functio_nalities will reach to the rim of triggering <4> ® Measurable and quantified in
enthusiasm. i standard values
Negative
degree of

Even the existence of a full set of Basic Functionalities fulfillment Positive degree of fulfillment
does not drive positive satisfaction. Only an additional = z
combination of Performance Functionalities and an
Enthusiasm Functionality causes the product to take c
part in the eventual buying decision of the respective .‘g - - .
customer (with his preferences) Q Basic Functionalities

g7 ® |mplicit customer requirement

=
The lack of a Basic Functionality causes negative % ® Not anymore communicated by
satisfaction and even a full set of Basic Functionalties o the customer
does not yet assure positive satisfaction and market = " From the customer’s point-of-view
acceptance: “Basic is simply not enough.” o an obvious and natural

2 prerequisite

A\ 4

Seidenschwarz & Comp.
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Explanation of functionality types
Basic Functionalities are a must, whereas Performance and Enthusiasm Functionalities add

value for the customer

Basic

Functionalities

Performance
Functionalities

Enthusiasm
Functionalities

=  Market standard of a product
= Included in all competitive products

=  Not expressed, but expected as a
matter of structure by the customers

= [f the functionality is not included in the
product it represents a strong
argument against a purchase

Typical statement

= “Ok, the product has the common
characteristics of all these products.
But | expected that anyway.”

= “Oh, the product is missing
something | would have taken for
granted. Sorry, but | will therefore
not buy it.”

Directly comparable to competitive
products

Important influence factor on the
buying decision

Exceeds the characteristics of Basic
Features

Typical “brochure information”

“Ah, this product is better than the
other one | was thinking of buying.”

“Now, let’s see if the product has
this particular functionality
everybody is currently talking
about.”

“Evaluating this product, it has
advantages in some functionalities
and disadvantages in others. Overall
however, it meets my needs. But
what makes it tick?”

The presence of Enthusiasm
Features is the unique and sometimes
final trigger for the buying decision
(USP)

Enthusiasm Features are often
innovations that become evident to
the customers for the first time

Working with lead users, identifying
definite trends and thinking in “hard-
fact” use cases helps identifying
Enthusiasm Features first

Enthusiasm Features are a consistent
extension of core competences into
product solutions

“Oh, what a surprising solution for a
problem | had but did not expect a
solution for!”

Seidenschwarz & COI'II[J.
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Predefined template of the Window of Opportunity at MD

The Window of Opportunity sets clear and understandable guidelines for the following product
definition process by supplying the definition team with all relevant information at the first glance

®  Describe market objective (e.g. top 3 product), market opportunity (e.g. first
phone with...) and MD motivation to launch this product (e.g. continue
successful product story of...,demonstrate technology leadership in...)

Propo-
sition

[Tool

16%

ife
Efficiéncy

Efficiency o i
T wel | Y
" Bultivated [\_Z

OwaL

Technology Innovation __ Object

xplorg
ascinatiol

Explore
Tedh & Desigl

Exploration 25%

Cool
Efficiency

rational
Tunctiona

Attitude

Basic

[Tool

J ure
Efficiency

O

Reas“sstz;anc Bsic
Basic o2 T Quppory

Basic
Function

N
o

—Efficient - ey
O‘Dnnecllnn

(
- P
\\'\*-' ( \Emot
. JConrg
)~ |\ é/ on ;:-llon
[ (Usdsic onnection,
\Gonneciion | - 22%

T " . Object

HE .
HH :

h

nology

®  End-user (Sub-)segment: Core subsegment and additional relevant
T subsegments in product focus (Expressive Connection: 100%, Emotional
X g Connection: 80%, Explore Design: 40%, etc.)
g o g Regional market focus: Provide calculated sales split between regions*
- g © Sales channel split: Provide expected split of sales channels (e.g. operator:
o o 20%, end-user:80%)
o ch 8‘ Key operators addressed: Name most important operators for product
Ll ®  Competitor products: a) Competitor products that will fall in the price class of
the planned product, b) Competitor products of similar theme incl. launch price
®  Story successor to: Continuation of market story of...
= ® Price point: Launch price, ASP
o 27_9 ® Launch date/ Lifecycle: Start and end of lifecycle, duration in month
%'E L ®  Addressable market: Units related to the target market defined by End-user
) 'g (Sub-)Segments, countries and price classes*
hd
= ‘o Q- ® Planned market share / Vol.: Planned market share in total and per region*,
8_ total Target Volume*
® Target Profit: Target Profit (related product class, e.g. “Reference Class”)

o O _

-
M65) » (M75) :

@ = ——»@:‘- I I
& | |

FY 04

FY 05 06/Q1 { 06/Q2 ;06/Q3 i06/Q4

® Product idea: Marketing slogan and its explanation (e.g. “The multimedia
jukebox”, Introduction of MP3 player in price class below 100 EUR)

Key theme: Describe product focus (e.g. video and imaging)

Key use cases:
Describe most important use cases of the device

® Innovation: Technical innovation (e.g. first TV out phone) and market
innovation (e.g. first QVGA display in price class)

Seidenschwarz & COI'II[J. 14
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Predefined standard template for the Enthusiasm Model at MD

To secure comparable Enthusiasm Models throughout MD a standard template with predefined
functional categories has been defined

Required air interface: X GSM X GPRS EDGE UMTS X WLAN VoIP wian)y  other: “...”
Preferred form factor: Bar Slider Clam X New/ others: “... e.g. swivel-clam”
End-user requirements MNO requirements

Pe%t_ Basic Perf. éEnth. rne%t. %‘E%Ié? e £l Target values (value range)
Make and receive calls [ | A Easy to use keypad
Appeal to user ; [ | A Surprising new form factor
Support imaging [ | A Optical zoom, 3.2 Mpix, auto focus, strobe flash
Support music | Video with audio recording
Provide gaming [ | ﬁ Basic
Provide outdoor/leisure features | A
Enable messaging [ ] A Basic
Support PIM/business applications [ A Standard Sync-solution
Offer additional services [ | A Basic (SMS, MMS, no PoC)
Provide visualization [ | A QVGA display, min. 256k colors
Interaction with other devices [ | A 200 pictures in medium quality
m TR | e i e W il
Sl?srlzlr%niqztzrti%irsonalization/ operator [ | A Main operator Ul suppported
Provide usage and standby time [ | A 300h standby, 300 min. talktime

® Risks according to competitive positioning, consumer/ operator acceptance, technical feasibility

and financiall/ profitability
SIEMENS

Possible risks

Seidenschwarz & Comp.
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The link between Enthusiasm Model and portfolio draft

For every envisaged phone in the portfolio draft, a dedicated Window of Opportunity and an
Enthusiasm Model have to be completed

Customer
realized
Price

>275€

952008,

131-195 €

81-100 €
09/05 i/ Product C
510/05 ......................... .o §G8Q Er oo
Product E = 45-65 €
10/05 : ...................................................
<45 €
Time > W
. . Portfolio check based on
MD draft from the “rolling portfolio process” | Input . )
gp P P the Enthusiasm Model profiles

*) Customer Realized Price
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Identification of customer demands and usage of information

The reliability of the Enthusiasm Model depends on a clear strategy input and a high quality of
market and technology information

Window of Opportunity

:én.g = Ee“ﬂ tnpz‘}lag‘ sros teisen 00 and 130-€ i the Easter
H o= usiness P
= MD Business strategy ©% | device underZ0€ inEMER"
= Latest portfolio status 5z | F,"U‘i‘j’i;ft“"?;‘“"“”’ il g
» Regional product roadmaps EEL | - RegonuMarketrocus: 10 =Product proposition
. El‘é = = Sales Channel Split: Oper: etail 10%
» Themes strategies/ roadmaps S&° | * Keyoperators addressed r g e (Vod T} =Target market

® Competitor producks: Mot 385, Samsung ES10, SE TA30

= Innovation roadmap
» PD-budget classification
= Price/ Volume planning

= Projected minimal phone
requirements

= Story successorto: Carbenus
® Price Point: Launch ar EUR 183 faliing to EUR 140

=Target positioning

= Addressable Markef: 12 5 Mill
¥ Planned market share | i
® Target Profit: 7.5% = approx. 45

Target
positioning in
Portfolio

=Product idea

® Product Idea: the "Video [
® Hey theme: Video a
= ey usa cases! spacial ch

taBes for

Product
idea

Lpera;xrerhan cedtrafic and dowmdos
storically rot oo
of info & emotions {

usess thet

= jar: full

Enthusiasm Model

Required air interface: X GSM X GFRS EDGE UMTS X WLAN VolP wsa| _ other: " "
Preferred form factor: Bar Slider Clam X Mewii others:"... e.g. swivel-clam”
= Targets from WoO A
. rauy Basic: pert. ‘Enm | ol (TS Pt Eam Target vatres (vate range)
= Concept ideas e B A [ = Final Enthusiasm Model
= Detailed customer and premren . A oo 0om. 32 o st svoeton with functional targets
consumer requirements o N a - . .
. o e s e 3 A = Draft “Steckbrief
= Dedicated competitor analysis ey . A _ _
= Functional/ themes roadmaps o . b S = Functional options for
Provie visuaization [] A QVGA display, min. 256k cokoes Alternatlves Generatlon
= Platform and components s e i . A e
roa maps M A Weiiurzs. 15, ik o, MG cand-hlder,
o Emzﬁﬁsmalzm( ri Dp eraior 1 A T T
Provs usage and standey tme u A 300h stanazy, 300 min. talkime
u Elnsdk;nancmlr pmﬁiabllnt titive ing, consumer! operator acceptance, technical feasibility

Seidenschwarz & Comp. 17
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Standard templates: Window of Opportunity and the Enthusiasm Model

The defined templates that are used in the Enthusiasm Model process are documenting the final
results.

Window of Opportunity Enthusiasm Model

Required air interface: (X GSM X GFRS EDGE UMIS  XOWLAN Vol n|  oer""
Preferredform factor:  Bar Shder Clm X Mewf cthers " e.g swivel-cam”

Endiser roquramants RO oour st

= Why are we making this pro
Position top 3 selling A-Class

duct:
phone for Christmas business 2005

o aacc Part s Fert
[ A Fasyfussn torad
[l A Suprsng e e e
L] A [0s5ca200m 3.2 Mo suto e, crabe racn

Ent [E—

Basc

nm
B
B pp

Basic

Stendar Syec-souion

Basic K3, WMS, na Poc)

L
N VG A siepin, e 758k rbes
h 200,

...
b

senms
s T s WG e,

A
A [Wancoeet) s
A

= | 326 starc. 390 i sabme

ing, consumess cperat technical fezsibility

Possile rsks |

and firanciall profitability

Window of Opportunity & Enthusiasm Model

Product Target Splitting

Reverse Alternatives E Alternatives
Calculation Generation Evaluation
Product Target Splitting
#-‘

A\/

———————————————— Concept Freeze
\/ Target Controlling
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The Target Costing concept

The Reverse Calculation provides key financial data for all other Target Costing core tools

Market Research

Enthusiasm Model

Product Target Splitting

Reverse Alternatives Alternatives
Calculation Generation Evaluation
Product Target Splitting

——

Concept Freeze
Target Controlling \/

The Reverse Calculation:
= allows a market-oriented product calculation.

= starts with the relevant market data and profit targets to derive the Allowable Costs. This
overall cost target is then split into costs categories which are structured according to their
influenceability.

Seidenschwarz & Comp. 20 SIEMENS
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MD Reverse Calculation overview
The cost target (Target Cost Gap) reflects the gap between realizable turnover and expected

costs
Target Based on given price and volume targets
Profit the Target Profit and all costs are
subtracted. With a Target Cost Gap of O
OH | the product reaches its predetermined
Target Profit.
OH II
Turnover
price ;=>
X :
volume =
O -
& 2 Manufacturing
n ) D
T2 Costs
o<
03
8
0¢ Target Cost
Gap
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The overall structure of the Reverse Calculation at MD

All cost positions of the Reverse Calculation at MD have been structured taking their ability to
influence the respective cost positions into account

= With an efficient time to market and lifecycle management the
product teams can influence volume developments and the
price erosion of a product with the help of Marketing and Sales.

Target Turnover
1. Target Profit

Allowable Costs

J. | Overhead I = Cannot be influenced by MD

= MD management can influence the OH Il costs by

1. | Overhead Il infrastructural changes

» Direct R&D costs can be influenced by the technical product
concept (e.g. reuse of components)

= Service costs can be influenced by the product specifications

J. | Product Related Costs (PRC) & warranty

= Marketing costs can be influenced by the advertising approach

Directly Influenceable Costs

Manufacturing Costs = BOM can be influenced by component specifications (e.g.
/ Bill of Material (BOM) display brilliance guarantee)
Conversion Costs (CC) = Conversion Costs can be influenced by the product
Licenses Costs construction concept (e.g. number of components)

= TARGET COST GAP = Licenses can be influenced by feature changes

Seidenschwarz & Comp. 22 SI E M E N s
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The overall RC cost structure I: Pre-defined cost settings

In general Costs are divided up in two categories. Costs which are independent of the product
class and which are relating to a fixed basis and costs relating to product classes.

A | C  CX/ M | S | SL | SX|
Target Turnover

. Target Profit % TIO > 4% | 75% | 7,5% | 75% | 10% | 20% | 15%

= Allowable Costs

. | Overhead I % TIO } 1,2 %
Selling expenses | | % T/O 5%
SCM cost % T/O 2%
1. | Overhead Il | Other COGS % TIO 1,3 %
Marketing Class % T/O 1% | 4% | 4% | 5% | 7% | 7% | 7%
Development ind.| | % dir R&D 110%

= Directly Influenceable Costs
/. Product Related Costs

/. Manufacturing Costs
|=  TARGET COST GAP

Costs per product class | Fixed percentage

Overhead I/ll are derived from the overall MD budget planning and therefore predefined

values that can not be influence by PBM!

Seidenschwarz & COI'II[J. 23 SI E M E N s
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The overall RC costs structure Il: Team related influenceable costs settings

In general Costs are divided up in two categories. Costs which are independent of the product
class and which are relating to a fixed basis and costs relating to product classes.

A | C | CX /M | S | SL | SX_

Target Turnover

. Target Profit

= Allowable Costs

. Overhead |

. Overhead Il

= Directly Influenceable Costs

Development dir. | | Per class 40 | 72 | 135 | 90 | 188 | 18'3 | 154
Product . . )
/. |Related Marketing HQ Fix per product 2’0
o Costs (PRC) Marketing push Per product class 2,00 | 350 | 550 | 550 | 550 | 5,50 | 5,50
Service Costs Per product class 2,38 3,80 4,87 4,39 5,95 6,58 6,58
Manufac Conversion Costsl Per product class 13,6% |12,6 % (12,6 % |11,6 % |{10,7 % (10,7 % | 10,7 %
/. | turin Licences Per product class 0,04 1,80 4,00 4,00 4,23 4,23 4,23
" | cos tg Variant adder % of BOM 2%
BOM | | | | | |
= TARGET COST GAP -
Costs per product class | Fixed percentage

Product Related Costs and Manufacturing Costs have to be checked and
should be management by PBM!

SIEMENS
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Transition of the Business Case into the Reverse Calculation

By rearranging the cost categories and considering a Target Profit, the Reverse Calculation

provides a clear cost reduction target

Business Case tool structure

MD Reverse Calculation

Units 2.000.000
Units cumulated 2.000.000
Turn Over 200.000.000
Turn Over per unit 100,00
Manufacturing Costs 130.000.000
Manufacturing Costs per Unit 65,00
Sales Margin 70.000.000
Sales Margin % 35,00%
Sales Margin per Unit 35,00
COGS 14.000.000

Cther COGS 2.000.000

SCM Costs 4.000.000

Service Costs £.000.000
COGS % 7,00%
COGS per Unit 7,00
Gross Margin 56.000.000
Gross Margin % 28,00%
Gross Margin per unit 28,00
Overhead 45.600.000

Administration 2.600.000

Development (direct) 7.000.000

Dewelopment {indirect) £.000.000

MWarketing (Push & HG) 10.000.000

MWarketing (Pull & SF) 8.000.000

Selling Expenses 12.000.000
Overhead % 22,80%
Qverhead per unit 22,80
EBIT 10.400.000
EBIT Cumulated 10.400.000
EBIT% 5,20%
EBIT per unit 5,20

Seidcnschwarz & Comp.
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Units 2.000.000
Target Turnover 200.000.000
Price (average) 100
Target Profit Total 15.000.000
Allowable Costs 185.000.000
Overhead | 2.600.000
Administration 2 600.000
Overhead Il 32.000.000
Development (indirect) £.000.000
Marketing (Pull & SF) 3.000.000
Selling Expense 12.000.000
SCM Costs 4.000.000
Dther COGS 2.000.000
Directly Influenceable Costs (DIC) 150.400.000
Product Related Costs (PRC) 25.000.000
Development (direct) 7.000.000
Marketing (Push & HQ) 10.000.000
Service Costs 5.000.000
Manufacturing Costs 130.000.000
Manufacturing Costs per unit 65,00
BEOM per unit 50,00
Variant Adder per unit 0,00
CC per unit 10,00
Licences per unit 5.00

» Target Cost Gap -4 .600.000
Target Cost Gap per unit -2,30

| EBIT (for comparison purpose) | 10.400.000] |

SIEMENS



The Reverse Calculation in the product development process
With the Target BOM and the Target Cost Gap the Reverse Calculation supports all phases of

product development

Platform

Definition
(CTO 2-4) defmltlon
(Malpha)

Reverse

Calculation
(for price points)

oljojiod Buijjoy

Calculation of
Target BOM for
all relevant
Windows of
Opportunity

Seidenschwarz & Comp.
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Product Rough

portfollo product
concepts
(MO)

The Target BOM is split by PTS into
target costs per modules

Product Target Splitting 1

——
Alternatives [ ]
Generation

Alternatives
Evaluation

Product Target Splitting 2

=T

9z99.4 1daduo)

Detailed  Serial
product production_
concepts (M3)

(M1)

Target Controlling
uses the
development of
the Target Cost
Gap as a
controlling item

Reverse
Calculation

(for products)
as controlling

The RC for products
delivers a Target Cost structure and shows

the profitability of all generated alternatives.

26

tool

Target Controlling
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Uses of the Reverse Calculation

The Reverse Calculation serves two basic causes during the product definition process - it
calculates a Target BOM and determines a Target Cost Gap

" |n order to give a first Target BOM CR(IeveIrSt'e Target
assessment of the cltlion Cost Gap
allowable BOM, the
Reverse Calculation 2000000] [Units 2.000.000
offers the possibi”ty to 200.000.000| |Target Turnover 200.000.000
100 |Price (average) 100 m . .
deduce a Target BOM. J. [ 15000000] [TargetProfit Total 15.000000] |-/- !ndc_)rd?r to gb'VGtaﬂ:'rSt
B Thi - = 185.000000|  |Allowable Costs 185.000.000f | = indication about the
Thl's 'Il'atrgdet B_OMtr']S 2.600.000] |Overhead | 2,600,000 conformity of the
CalCulatea using the 2600000 | Administration 2.600.000 :
targeted sales volume 32000000 [Overhead I 32.000000 envisaged product to the
d ori I 5.000000] | _Development (indirect) 6.000.000 costs derived from the
and price as well as 8.000.000] |_Marketing (ndirect) 8.000.000 market, a Target Cost
overhead percentages 12000000 | Seling Expense 12.000.000 Gap is ’calculate q
- 4000000 | SCM Costs 4.000.000 :
which are based on 2000000] | _Oher OGS 2000000] /- . _
experiences with 1 150.400.000] |Directly Influenceable Costs (DIC) 150.400.000 The Target Costs Gap is
historic products and 25.000.000)  |Product Related Costs (PRC) 25.000.000 used as the primary
; 1.000.000 Development {direct) 7.000.000 T
crossphecked with MD 75000000 W] Marketing drect 10,000,000 |nd|.cator.of the degree
planning 8.000.000] | Service Costs §000.000 of financial target
. v L Manufacturing Costs per unit 66,00 compliance of the
" The Target BOM is = 4808 BOM per unit 50,00 I’Odf).lct
used as input for = C“i pﬁeﬁ'u*nf‘ifefpef il 1858 P
Product Target 5,00 - i =00
Splitting (market view 0| fTarget Cost Gap -4.600.000
I1) in order to calculate 1. 000) LATgeteostep per :
Target Cost corridors 15.000000]  [EBIT (for comparison purpose) | | 10.400.000]
for main modules
e | — T — . SIEMENS

© Siemens COM MD PBM BA — March 2005



Results of the Reverse Calculation for products including sensitivities

Apart from calculating the Target Cost Gap, the Reverse Calculation offers a wide variety of
possibilities to conduct a sensitivity analysis

Reverse Calculation Base Case S oF Hist. ASP TTM delay Volume Volume Volume Volume
- Standard Simulations - Nestor 165 € 1 month 10% +10% -30% +30%
Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle Lifecycle
Total Total Total Total Total Total Total Total Total
|units | 3.500.000 3.500.000 3.500.000 3.500.000 3.200.000 3.150.000 3.850.000 2.450.000 4.550.000
[Target Turnover || 603.000.000] 584.642.848] 533.745.328]  577.500.000]  546.000.000]  542.700.000]  663.300.000]  422.100.000]  783.900.000]
[Price (average) Il 172,29| 167,04] 152,50] 165,00] 170,63] 172,29 172,29| 172,29| 172,29
[Target Profit Total (l 45.225.000] 43.848.214]  40.030.900] 43.312.500| 40.950.000] 40.702.500] 49.747.500] 31.657.500] 58.792.500|
|Allowable Costs [ 557.775.000]  540.794.634]  493.714.428]  534.187.500]  505.050.000]  501.997.500]  613.552.500]  390.442.500]  725.107.500]
Overhead | 7.839.000 7.600.357 6.938.689 7.507.500 7.098.000 7.055.100 8.622.900 5.487.300 10.190.700
Administration 7.839.000 7.600.357 6.938.680 7.507.500 7.098.000 7.055.100 8.622.900 5.487.300 10.190.700
Overhead Il 83.376.500 81.072.677 74.685.039 80.176.250 76.223.000 75.808.850 90.944.150 60.673.550 106.079.450
Development (indirect) 7.700.000 7.700.000 7.700.000 7.700.000 7.700.000 7.700.000 7.700.000 7.700.000 7.700.000
Marketing (indirect) 74.662.700 73.911.897 71.830.184 73.619.750 72331400 72.196.430 27.128.970 17.263.890 32.061.510
Selling Expense 28.160.100 2(.302.821 24.925.907 26.969.250 25.498.200 25.344.090 30.976.110 19.7/12.0/0 36.608.130
SCM Costs 16.642.800 16.136.143 14731371 15.939.000 15.069.600 14.978.520 18.307.080 T1.649.960 21.635.640
Other COGS 6.210.900 6.021.821 5.497.577 5.948.250 5.623.800 5.589.810 6.831.990 7347630 8.074.170
[Directly Influenceable Costs (DIC) || 466.559.500]  452.121.600]  412.090.700]  446.503.750]  421.729.000]  419.133.550]  513.985.450]  324.281.650]  608.837.350)|
Product Related Costs (PRC) 30.870.000 30.870.000 30.870.000 30.870.000 28.824.000 28.483.000 33.257.000 23.709.000 38.031.000
Development (direct) 7.000.000 7.000.000 7.000.000 7.000.000 7.000.000 7.000.000 7.000.000 7.000.000 7.000.000
Marketing (direct) 8.575.000 8.575.000 8.575.000 8.575.000 7.840.000 7.717.500 9.432.500 5.002.500 TT.147.500
Service Costs 15.295.000 15.295.000 15.295.000 15.295.000 T3.984.000 13.765.500 16.824.500 10.706.500 19.883.500
Manufacturing Costs 421.251.600]  421.251.600]  421.251.600]  421.251.600 385.144.320 379.126.440 463.376.760 294.876.120 547.627.080
Manufacturing Costs per unit 120,36 120,36 120,36 120,36 120,36 120,36 120,36 120,36 120,36
[ BOM per unit Il 95,56 95,56 95,56 95,56 95,56 95,56 95,56 95,56] 95,56/
| Variant Adder per unit (l 4,78] 4,78] 4,78] 4,78] 4,78] 4,78] 4,78] 4,78] 4,78]
[ cC per unit I 15,29] 15,29] 15,29] 15,29] 15,29] 15,29] 15,29] 15,29] 15,29]
[ Licences per unit Il 4,73] 4,73 4,73] 4,73 4,73 4,73] 4,73] 4,73] 4,73]
[Target Cost Gap I 14.437.900] of  -40.030.900] -5.617.850] 7.760.680) 11.524.110§ 17.351.690 5.696.530 23.179.270}
Target Cost Gap per unit 4,13 0,00 -11,44 -1,61 2,43 3,66 4,51 2,33 5,09
EBIT (for comparison purpose) 59.662.900 43.848.214 0 37.694.650 48.710.680 52.226.610 67.099.190 37.354.030 81.971.770
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Information frontload and supply of the Reverse Calculation
The reliability of the Reverse Calculation depends on a clear cost, price and volume input

Calculation of Target BOM

= W0O with _
=Target Volume (PLC) =
=Target Price e = Target BOM
=Target Profit i
g = Target Costs for cost categories
= Cost Targets (ngrhead I/11, ﬁ—_l (Overhead | and II, PRC)
PRC, Manufacturing Costs
(all categories excl. o
Target BOM)) o

Calculation of Target Cost Gap

Reverse Calculation Base Case

Lifecycle
To

Units M
= Target Values for T —— — ]
H r % 45.225.000]

cost categories s om) = Target Cost Gap for Base Case
oo = Deviation from Target Profit

[ ——28.160.100]

= First BOM estimation

= Standard analysis Reverse
m,m Calculation
95,56

4,78]
T5.20]

= First conversion cost
estimation

= First license cost estimation

4.73]

Target Cost Gap 14.437.900)

Target Cost Gap per unit 4,13

EBIT (for comparison purpose) 59.662.900)
EBIT in % of T/O 9,89%|
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Standard templates for the Reverse Calculation

The defined templates that are used in the Reverse Calculation process are documenting the
final results.

Calculation Calculation Development of
Target BOM Target Cost Gap scenarios

it e R T L L T
i Vanbels ] W meem e e e

i1

W

Product Target Splitting

Alternatives Alternatives
Calculation Generation Evaluation
Product Target Splitting

— = ———

Reverse

Concept Freeze
Target Controlling \/
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Agenda

" Objective and structure of the training
® General Target Costing overview

®  The Target Costing toolset
® Window of Opportunity and Enthusiasm Model

® Reverse Calculation

® Product Target Splitting

® Alternatives Generation
® Alternatives Evaluation

® Target Controlling
" Integration of Target Costing toolset into the MD process landscape
®  Open questions and discussion

®  Conclusion
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The Target Costing concept

Based on the results of Reverse Calculation and Enthusiasm Model, Product Target Splitting
provides Target Cost corridors for all relevant product modules

Market Research

Window of Opportunity & Enthusiasm Model

Reverse Alternatives Alternatives
Calculation Generation Evaluation

___________ Concept Freeze
N \/ Target Controlling N

The Product Target Splitting:

= provides a methodology to break down a Target BOM for a product at a given Window of
Opportunity into Target Cost corridors for product modules according to operator and end-
user requirements.

= gives clear cost guidelines for the Alternatives Generation and Evaluation on a module basis

Seidenschwarz & Comp. 32 SI E M E N S

© Siemens COM MD PBM BA — March 2005




Overall concept of Product Target Splitting

Three different methodologies complement each other to derive detailed cost information for
modules during the product and module definition process.

Market view

» The Target Costs per module are developed by
translating the requirements of the customer
(end-user and operator) first into product
functions and then into Target Costs for product

modules
Accepted Target Cost
corridors for modules
Internal products view Competitor / supplier view
= Cost structures for each product = Trend analysis and extrapolation derived
segment/class are derived from current from supplier information.
product data and predicted into the future. - Competitor cost structures derived from
Product Reverse Engineering.

Internal and competitor information supplement the market-oriented view of Product Target Splitting

and serves as benchmark. The internal and competitor / supplier view defines Target Costs for
modules that have long development lead times when market information is not available.

Seidenschwarz & Comp.
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Procedure of Product Target Splitting

The costs for the so called Basic Model are subtracted from the Target BOM resulting in the
Distributable Costs. These costs are split into modules according to the customer requirements

A Basic Model is defined and the costs for the Target BOM
modules established (predefined costs) 1 n Costs of Basic Model
2 2 = Distributable Costs
The total costs for the Basic Model is subtracted from —
the Target BOM leading to Distributable Costs that is Traditional approach Use case approach

fed into Product Target Splitting.

Product Target Splitting weighs the Distributable
Costs according to customer requirements.

4 - 5 Distributable Costs
The module costs of the Basic Model are added to per module

the Distributed Costs. Module costs
3 + of Basic Model

Guideline for Target Costs
The result is the guideline for the Target Costs per per module

module.
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The Basic Model

To ensure accurate Target Costs, a Basic Model has to be defined for each price point

Definition:
The Basic Model defines the minimum set of features of a mobile device for a given price point at a

given point in time. This feature set is realized through the use of the most cost effective
components on the market.

Basic Models are price dependant: CRP = Customer Realized Price
A - g
Q.
The set of features that are >275€ | 2@ | BM8 4
considered to be basic depends on 105 275¢ || 25
the price of the mobile device. Zm | BMW/
For this reason 8 Basic Models for >©
g . i 131-195€ || 2= | BM6
the various price points are Sm
defined. 210
Q.
101-130¢ | £@ | BMS
Basic Models change over time: 81100 € E:;% BM4
: : : : T
What is being gon3|dered basic, 6680€ || 22 | BM3
changes over time as the <
. > AN
expectations of the market change. 46-65 € %g BM2 \_
Thus the Basic Model needs to be N =
. . Q.
revised on a regular basis. <m?n 2z | BM1
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From Basic Model to customer specific product
Additional expenditures have to be conducted to support Performance and Enthusiasm Features

B Basic Model

A H A\
Basic Model 1 [ IDistributable Costs
f ® - (derived from PTS)
c
X o
g 5
= 5
Q %)
) 17
&0 S
© Q@
@ 5
Q £
O =
8
o
.
F &L &Y, &S5
¢ & & & & £ O K5
F & & T F LTS F S
T & & O QO FF Y
Fo & e & 3
FE © © & &
Q
As the Basic Model only satisfies minimum As the distributable cost is used to obtain
requirements, the costs for the used modules models for differentiation, the value for those
should be constantly decreased parts should be constantly increased
(cost-down approach) (value-up approach)
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Two alternatives have been created to conduct the PTS market view at MD

In case no PPA results (evaluation of purchasing criteria) is available, a use case approach
offers an effective alternative calculation method

Product Target Splitting market view

ngm
Iraditional two step approach Adapted use case approach
System modules
5 = = k5 =
g 8 2 Usecase| B =4 =
o = g 5 Total Target BOM |2 | ankng | 2 = TH |52
gmentation ] s B J. Basic Model = ﬁ“g Sle|8| o - =23 - =2
o - = 1= o o =
Weighted 2 = Distributable Costs u| 24 o | B|IE|E|E| Elz7 & 128
end-user requirements =50l = w| 5| 5| 5| 5| 2| cled & 39
mggggumUUEEIEmGw
m o £|E aZ % | €
=58 = 6| £ |4 |Ga 2 [2 Use caze 1 T % | ¢
Design % g gg m 5 X
Corwerient size and weight| % H I > §§ SS case T €
s 3
§ Cuzity % s § b Use case 3 o |
PR Loicst Tectnology il To ROy o b b ~ ‘ Use case 4 =1 =
BB 1ot and standby time: % e = —
=g ki Usagef standby time % | Use case 5 9 | £
; ] Increase efficiency il Design Mate ek’ Ferm facior % To be completed in expert e coms 6 B
s I - 1
[ S=n?/recene |/ store weas | % . ) % workshops with il E
ZEEN % £ e % RED experts | Operato % | £
Increase safety % E Music! Audie % Use case 1 ——F % | €
Ease of use % 2 B % x
- l a,
Y% [ %] % Rl 0uttor (robusmessiecation) % e eEn 2 o | €
E [T ——— o Use case 3 0q | €
o .
Busness! PR Sy % Use case 4 % | £
Inberaction with sther devices %
T = Use case 5 04 £
Torsumer pestnazaion’ = - -
Ogeraios customezsticn d Distributed Costs
Reverse Calculation Yo% % | % | % |%|%|%|% Input from YWindow of Opportunity + Basic Model
Total Targst BOM Assigned costs per module and Enthusiasm Maodel
J. Basic Model €‘€‘€‘€‘€|€|€‘€‘€
elefefelelelele]e
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Visualization of Product Target Splitting (market view)

To calculate Target Cost corridors for modules the Product Target Splitting uses a two step
approach

Translating the voice of the market into Target Cost corridors

Product Target Splitting |

Weighted customer _ Product Target
requirements Functions Splitting Il
considering A|B|C|D|E System modules
the segmentation o 112131al5 Target BOM from
for each product ] Reverse Calculation
23| w
I £ E Expert
g ©] | workshops Teln
2 3o £ 9 o Expert
e 29 workshops
&) =2
% |% (% [% |% <
% (% [% |% |%

Target Cost

corridors
per module

modules at a very early phase of product definition and thus 1
guide the following subsequent realization activities. T.b.c. with previous &

competitor products
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Reconciliation of Product Target Splitting for operators and end-users

To consider the relative importance of operator and end-user weighting, the sales split
determined in the Enthusiasm Model is used for reconciliation of the results

PTS I: Operator
Reconciliation

Operator according to sales
A B C D E split

Operator (x% operator/

requirements (1-x)% end-user)
considering the %

Window of Opportunity Weighted functions %
% %1% % 1% | Reconciliation of the results
Functions
PTS I: End-user AIBICIDIE
Functions » Weighting * x% % (% |% [% | %
A|B|C|D|E » Weighting * (1-x)% | % [ % [% % | %
0| o Reconciled
End-user oot °° weight%ng % [% |% |% | %
QOO | O
End-user Qe
. = ()
requirements of 9 O] s
considering the eS| ofse
“need based S0 4 °
A ] o
segmentation =1 ©| X
% |% |% (% | %
(1-X)°/o

% P N— G — s SIEMENS
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Traditional Product Target Splitting (market view) | for end-users

The Product Target Splitting (market view) | for end-users translates the relative importance of
purchasing criteria into the relative importance of product functions

Product functions

g 0
o 2 g | g
End user research (e.g. PPA) = g D LE)
: © c a
Weighted e > s |2l | 8
. ‘D - c o (5 o | S =
end-user requirements ola| 5| el | 8|8 | 8
12| s| 8| E|B 0 |[=wn| O
fe) E E ® =) ()] EC =
= "9 4: +— b O(/) E 4—1-8 %
AR RO
X =
s| S| S| S|2|ew &S5 £
S| < |h| 0|l |al w|ha| O
i 9 : :
Design % Weights for importance
Convenient size and weight| % of product functions
1) .
b=l Quality %
g - Percentages to be
3 5 Latest Technology /o To be completed in expert estimated
y—8-] Talk- and standby time % workshops with
c .
-% 'g Increase efficiency % marketing experts
= rifl Send / receive / store ideas | %
S
= Have fun 9
o /e Input for PTS I
Increase safety %
Ease of use % Rfelatl\ée |mfporta_1nce
of product functions
% | % | % | % | % | %|%]|%| % P
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Product Target Splitting (Market view) Il

Based on the relative importance of functional groups Target Costs for modules are assessed in
a second step

Definition system modules

System modules Comprehensive list of the physical
g g o entities that constitute a mobile
. 2 =
Input from reconciled § > %.g £, phone
PTS | e = X 4 S.2
2 Pl o| 8| | 2|28 >3
ol o|l 5| |l cleEd 2o
o ol | 2| =< o9 o |>0
s c| S| E|l2|EZH £|=8
©C © O o c | .2 Q09 ®WI|YO
V@ ojlo|lao|l=Tgn0®
Make and receive calls %
7 Appeal to user %
S Support imaging 0 -
&= : To be completed in expert Target Costs for modules
Il Support music % workshops with
=} . E .
—3 Provide gamin 0 technical experts ]
T 9aming % Assigned costs per module
@ Provide outdoor and leisure features % N
S messaging % + Cost per module of the
a Basic Model (pre-defined costs)
Support PIM and business applications 0
Offer additional services %
Reverse Calculation %[ %[ % |%|%|%|%|% | % = Target Costs per module
Distributable Cost m Assigned costs per module
istributable Costs
E|E|E|E|E|E|€|€ €
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Modified Product Target Splitting using a use case approach

Based on the identified use cases from the WoO, the Distributable Cost are assigned to the cost
share of the Basic Model per module to determine the Target Costs for every single module

System modules

d
c

>
Bl

< 8, |S
Use case|@ - 236 =
Tota_l Target BOM =2 | ranking |8 S L0 5.9
.. Basic Model 2| gw C |lo|B| w > [ 9 >0
. "l 5c < sl o| 5| &I S5IEY 2|4
= Distributable Costs =T ool ElalE|2 92|20
S| E0 S| wddoc|o|c|2|2|oag & (23
d % | €
Use case 1 ] % | €
X
Use case 2 % | €
Use case 3 % | €
gl Use case 4 | € Target Costs for modules
Use case 5 % | €
Use case 6 % | € A_SSIgned costs per module
via use cases
Operato 0 P
i v + Cost per module of the
Use case 1 —— % | € Basic Model (pre-defined costs)
Use case 2 X % | € - |
Use case 3 L»{ % | € = Target Costs per module
Use case 4 % | €
Use case 5 % | €
Distributed Costs
Input from Window of Opportunity + Basic Model .
and Enthusiasm Model
E|€E|E€E|E€E|€|€|€|€|E€
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Product Target Splitting calculation of results

Target Costs are determined for modules, through applying the relative importance of the
functions on the distributable costs

Results from PTS

Relative Importance from PTS Il | 158% || 00% || 130% [| 123% || 184% || 177% || 211% || o00% || 17%
@
03 3 . _
58 || s@3 : _ i3 5
@ 2 528 s : ky 5 £3 5 g
o9 2= 2 c £ = % ] = =
@m a%a S S a = £< @ a
|Target BOM from RC 98,97 € |
BM 6 59,72 € 18,60 € 0,00 € 320 € 4,42 € 16,45 € 4,88 € 8,27 € 1,97 € 1,93 €
Results from PTS 39,25 € 6,20 € 0,00 € 5,11¢€ 4,84 € 7,22 € 6,93 € 8,28 € 0,00¢€ 0,68 €
Target Costs per module (98,97 € 24,80 € 0,00 € 8,31€ 9,26 € 23,67€ 11,81 € 16,55 € 1,97 € 261€ |
Target Cost Range (min.) 22,54 € 0,00 € 7,25€ 8,11€ 21,47 € 10,41 € 14,77 € 1,69 € 2,24€
Target Cost Range (max.) 27,05€ 000€ || 936€ || 1041€ || 2587€ || 1321€ || 1833€ || 225€ || = 2,98¢€

The Target Cost corridors determined by Product Target Splitting are used to determine the upper and lower limits of

the Value Control Chart
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Information frontload and supply of Product Target Splitting
The reliability of Product Target Splitting depends on transparent and dependable market input

= Target group, key operators
and sales split

= Weighted purchasing criteria

= Weighted functional
operator requirements

» Functional target profile
= Basic Model
= Target BOM

= Target Costs for modules

Seidenschwarz & Comp.
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Product Target Splitting | + Il
(market view)

= Relative importance weighting
of product functions

= Crosscheck of Enthusiasm
Model's functional target profile

= Target Costs for modules

Calculation of Target
Costs Corridors per module

Results from PTS

to0 [ oon [ rmee [ ome [[oen J[ e [ wan J oow

|Re\alive Importance from PTS Il

Back to menu =

ustics

e

Delivery unit =

c needed
TN
s &

asii
o
omp
o s
Display
o
4
Battery

Target BOM from RC 98,97 € I

Basic Model (BM3) [59,72€ 1860€ 000€ 320¢€ 442€ 1645€ 488¢€ 827¢€ 197€ 193€
Results from PTS [3925¢ 627€ 000€ 530€ 498€ 702€ 666€ 832€ 000€ 0,10€

TargetCosts permodule_og97€ || 2487€ || o0€ 850€ 9A0€ || 2347€ || 11.54€ || 1659€ | 107€ 8¢ |
FE) ) & 0% o i i) ) E]

I[mste || ome [ rae [ sae |[ ame [ o |[ e ][ 169€ ][ 22¢€
U zmee | ome [ ewe || tomme || assee || mote || e [ 22€ || ame

[Target Cost Range (min)
ITargel Cost Range (max,)

= Target Cost corridors
for modules
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Key templates for Product Target Splitting

The defined templates that are used in the Enthusiasm Model process are documenting the final
results.

Basic Model Product Target Calculation of Target
Splitting | + Il (market view) Costs per module

st ~zgios
e e \ Resuls flom PTS
>Ir5e | Retv mpotace om P15 oo | ook ]| nsk || m | msw ]| ook ]| 2ize J| oo ][ ta
+=c Deseripiion of Basic Model 5
I oma [Componens cast Back to menu Eg‘g = E <
i P Main Charscleristics: of BN 5 so2ll = : £ = B :
131195 € Core Archizciure 134) . Triband e | = g = B < = =
Bms [ Conneci 1] - —— = = = ——— = =
. gt oo} = Bar phone painted surface
101130 € Camare. 43| Housingret
. 3 i 18.4] = VE&& camera
sra00e L S 28] - esic color display 120160
- [Fousing e, Accousics 7] = Javz games integrated, TargetBOM fomRC___[3837€
25| ur " =3 .
¥ [Basic Model (BM3) [anae || tmooe |[ ome |[ aae |[ ame || taese |[ agse |[ sare || tore || toe
asese | oo R I [Resuls fom PTS Jose || sare || oe |[ s |[ asee || 7oee || eéee || 8¢ || ooe |[ ome
== [Rekal Costy L mode (o€ ||_a4pre ||_ome || save || sdoe | asare || imsee |[ tosee || to7e || ame |
e | £ 0 0 ™ " i ™ 0 E
i = Bt BN S ittt w. Siearene IXEE, Mulw ws ¥ B3R, B9, Sagem MY X7 SE TFIQ, THIC
Shap 515 [ [ zste |[ owe |[ ae |[ sae |[ amase ][ mme [ spie |[ %€ || 22€
[Taret ot Range[max) |0 aee [ owe | ssre |0 mwe || asee [ e [ e |[azs€ | sme

Window of Opportunity & Enthusiasm Model

Reverse Alternatives Alternatives
Calculation Generation Evaluation

ConceptFreeze @[~~~ —~———=—=-=-
\ \/ Target Controlling N
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Agenda

" Objective and structure of the training
® General Target Costing overview
®  The Target Costing toolset
® Window of Opportunity and Enthusiasm Model

® Reverse Calculation

® Product Target Splitting

® Alternatives Generation

® Alternatives Evaluation

® Target Controlling
" Integration of Target Costing toolset into the MD process landscape
®  Open questions and discussion

®  Conclusion
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The Target Costing concept

Based on results of the Enthusiasm Model, indications of the Reverse Calculation and the Product

Target Splitting, the Alternatives Generation supplies input for the Alternatives Evaluation

Market Research

Window of Opportunity & Enthusiasm Model

Product Target Splitting

Reverse Alternatives Alternatives
Calculation Generation Evaluation
Product Target Splitting
—

Concept Freeze
N \/ Target Controlling

N

The Alternatives Generation:

= aims at identifying favorable product, module and component alternatives which not

the cost guidelines set by the Reverse Calculation and Product Target Splitting.

only satisfy the requirements set by the predefined Window of Opportunity but also meet
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Alternatives Generation at MD between technology push and market pull

Generating alternatives for MD means balancing technological developments and feasibility
versus end-user / operator desires while meeting the targeted Window of Opportunity

Technology Push

®  Form the market through
innovation leadership

Market Pull

“Customer value-orientated
innovation” in rapidly changing
preferences environment

®  Trends from investment- and
consumer goods influence mobile
phone market at the rim between
both “worlds”

— State-of-the-art technical

feasibility Alternatives

Generation

®  The technical feasible translated
into real end-user and operator
value drives future usage

<
82 ® Why are we making this product:
<% Position top 3 selling A-Class phone for Christmas business 2005

® End-user (sub-)segment: A, subsegment A2
® Regional market focus: w3 EMEA, x%NAM, y%LAM,
20APAC
® Sales channel split: Operator x% vs. retail y%
88 | ® Key operators addressed: ABC
® Main reference / competitor products: S55 / product A, B, C

® Story  technical successor to: ME 45/ ME 45
. atabc € falling to def € (EOL)

Alternative 1 Alternative 2 Alternative n
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Alternatives Generation throughout the product development process

As the level of detail along the product development process increases, the Alternatives
Generation has to be conducted for each stage with a different scope

CTO process Roadmapping / Malpha process

Alternatives Alternatives Alternatives Alternatives Alternatives Alternatives
Generation Evaluation Generation Evaluation Generation Evaluation

The CTO processes are W Generation and B Generation and evaluation
supported with AG/AE evaluation of product of module/component
regarding: concept alternatives alternatives

Hinnovation alternatives M Supported by Target

HPlatform alternatives Costing

After each generation and evaluation the decision is frozen and handed over to
the next decision process.

Seidenschwarz & COI'II[J.
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Development lead times relation to TTM set the range of alternatives

The different development lead times, time to market and platform thinking at MD set the
restriction of Alternatives Generation and Evaluation

\________Development time from final specification to realization .1 Frozen
Zone
I 18-36 months (depending on_complexity of chande) ________| | Baseband Basis
|18 - 36 months (complex / e.g. transmission vs. 'simple / e.g. application| Software
alternatives| « ~ T T e P CToRToT-CTopomoosbooons \ - Syste m
' ' o g 2 4_m_o_r:|t|3§ ______ G \ Power Asic F K
: : . i 18 - 24 months T A RF solution ramewor
' i . : g ageaithe ' New complex ass. con.
| | | [ e e e T e s DR S S s S
. ; : | ¥ 12 - | Connectivity ,
: Technical 1 Platform : : I:::::::::::?::2::=1=8: m??}!‘i::::::::: : s (WLAN BT) Platform
: interdepeqdenCie | alternatives : : |____:::::::::9:_::1:8:_!!_1:0__']}:'1::::::::::_ : ensors definition
! s limitthe ! ! 16 months Camera
! possible range of ! 0 CErnT R R B T e R -
| alternatives | 1 1. 1 14months Display
:_ N drastic:ally ' ' ' Connectors (F.0,..)
5 5 5 E 5 Charger
f E E i f Gimmick
i i i E i Battery
i i i E i Product | Memory (incl. cards)
| : : i | e | Assembly concepts PrOdUCt
| | | | | alternatives Vibra/Actors conce pt
! ! ! ! ! Card Readers definition
i i i : i Speaker/Receiver
. X X X ' Microphone
a | a s a a
: | | | | M-Beta MO . PL M3 Frozen Zone= 6 months
! ! ! ! ' } : } — ' } } > PS to PL = 1month
45 -39 -33 -27 -21 -16 14 -12 -10 PS OMmonths F:if%%i:cf[n:unrfzﬁ
M-Alpha M1 PS: Production Start

Source of time estimations: PD TS
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Steps of Alternatives Generation for product concepts

Alternatives Generation as a methodology of triggering and controlling creativity and future-bound
thinking needs to be well organized, prepared and executed in order to present feasible results

- n5etting of framework by = What product themes will not be in focus?

- 8 - Window of Opportunity -Whri1ch arle tl?e cr'iDticaI market requirements and respective
© . technical values*

3 T - Enthusiasm MOde_l ) _ *What is the defined cost frame to generate profitable

= o - Cost Module Matrix (incl. target cost setting) product concepts (value driven development)?
o and definition of precise objectives = What are the key questions and “knock-out criteria”

<
-~

. . . . = Which new functional topics do we want to address?

Brainstorming to determine alternative = Are there operator requirements really mandatory?

product concepts = Are thfair different S(')Iutio'ns to Qddresg the key theme?
= What is happening in adjacent industries (trends)?

= Which ideas can be merged or clustered to overall product

Discussion and clustering of generated concepts?
alternative product concepts ideas = Are there aspect missing to define competitive product
concepts?

. . = Do the alternatives fit the precise objektives?
Selection of feasible product concepts = Based on a cross-functional discussion of the whole

by ranking at least top 3 alternatives product team which alternatives are perceived to be the

most interesting?
N[5

Tool application/
procedure

>0 . . * What product themes will not be in focus of product
3 5 Specification of selected product development?

58 concept alternatives * What financial guidelines do we have?

O = = |s the Window of Opportunity/ TTM matched?

d SIEMENS
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Alternatives Generation implementation for product concepts (l)
Besides the Window of Opportunity and the Enthusiasm Model the Cost Module Matrix provides

a mask of remaining alternatives

Setting of framework

Window

of Opportunity

Enthusiasm
Model

1]
i
LR

Cost Module
Maurtix
|

SIEMENS

“Knock-out criteria” }

Seidenschwarz & Comp.
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Definition of precise objectives

Definition of precise objectives concerning
= the target market,

= the target portfolio positioning and

= the product idea.

Definition of precise objectives concerning

= the innovation and themes roadmaps,

= the real mandatory operator requirements,
= etc.

Definition of precise objectives concerning
= the defined target costs on module level,
= possible cost reduction issues,

= etc.

= Technological aspects:
= others:

52
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Alternatives Generation implementation for product concepts (ll)

The Cost-Module Matrix defines the range of possible features and components for the creation
of product concept alternatives

| _ Cost-Module Matrix Nestor *
[Relative Importance from PTS Il | 15,8% 0,0% 13,0% 12,3% 18,4% 17,7% 21,1% 0,0% 1,7%

R T r y ® Functional roadmaps

°°°°°° COLEHEL 0 | I provide a first indication of
T : the relevant module
alternatives at the products’
price range over its lifecycle
— " Component or module
roadmaps indicate prices
S for components over the
e = product’s lifecycle
" -~ " Purchasing also provides
price indications (by
T Eire regarding supplier price
i | i Eted | trends)
®" PTS and RC define the price
bands for the alternatives
under consideration
" EM provides a consistent
2010 22 product story and therefore
21028 narrows down the
e reasonable alternatives
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Alternatives Generation implementation for product concepts (lil)

After review of the relevant material various conceptual alternatives have to be generated,
selected and specified during an AG workshop

Concept

brainstorming

Concept
Discussion &
Clustering

Concept
ranking

Concept
detailing

Objective

= Pool of creative
ideas for product
concepts

Objective

= Structuring of con-
cept ideas in clusters

= Slogan for each
cluster

Objective

= Pre-selection of
concept ideas for in-
depth evaluation

Objective

= Description of
functional
characteristics for
each alternative

Success factors

= Good preparation
and clear objectives

= No discussions

= Big picture thinking
in concepts, not in
details

= Experienced cross-
functional teams

Success factors

= Stay open-minded
even if concepts do
not seem feasible on
the first sight

= Set up alternatives
clusters that base on
market needs and/
or technical reach

Success factors

= Encourage diversity
of selected
alternatives

= Mix of common and
exceptional ideas

= Rational-based
selection

Success factors

= Availability of
experts

= Detailed
documentation of
results

a

PDM as facilitator

Seidenschwarz & Comp.
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(Structured approach of workshop)
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Alternatives Generation implementation for product concepts (IV)

The results of the Alternatives Generation have to be specified in a structured way to allow a
feasible Alternatives Evaluation

Product functions Nestor Nestor Nestor Nestor
support/ provide ... Base Case Design Phone Connector Phone Camera Phone
Make and receive calls Tri band / high talk & standby
(Quality of basic function — 1/0/ Ul/ RF) time

Appeal to user
(Design/ Material / Form factor)

classic & elegant metal
housing

Thinnest (17mm) metal
housing & leather/ rubber

Thicker housing than
base case (21 mm)

Imaging and video

VGA camera, no Flash,
2x digital zoom

1.3 Mpix camera with
3x optical zoom

Music and audio

Common music files supported

MP3 ringtones
supported

Surround sound speaker
system

Gaming

Provide gaming

Outdoor and leisure features
(e.g. sensors)

Not wanted

Enable messaging

Enable messaging

Business applications
(incl. PIM and Sync)

Standard organizer
functionality

Additional services
(e.g. location services)

Not wanted

Visualization
(Display)

176x220, TFT 2,1', 256k

132x176, TFT, 1,8', 265k

176x220, TFT 2,1', 256k

176x220, TFT 2,1', 256k

Usage- and standby time

300 h (Li-lon 750 mAh)

400 h (Li-ion 900 mAh)

Interaction with devices

Slim Lumberg, IrDa

New Lumberg solution

MMC card 32MB

MMC card 32MB

Store data 32MB, MMC slot bundled bundled
Consumer persona".zat'on/ Main operator Ul supported clubbers wristband
Operator customization
Responsibles for Alternatives Evaluation
Strategic and Financial Competitiveness  Competitiveness Technical Resource Time to Market
Portfolio fit fit Operators End-Users Feasibility fit fit
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Information frontload and supply of the Alternatives Generation

The reliability of the Alternatives Generation depends on the quality of market input, and the
scope of the set framework

Framework and objectives

of the AG

= Alternatives for product

concepts (incl. fixed
Definition of precise objectives concerning alternatlves for A prlorlty
= the target market, modules)

= the target portfolic positioning and
= the product idea. . .

= Cost (BOM) estimation
Definition of precise objectives conceming pe rm Od u I e
= the i ion and themes
= the real mandatory operator requirements,

- cte. = Discrepancies in “Steckbrief”
per alternative

Funcionl oadmaps > I

= Cost (BOM) for all modules
and components

Window
of Opportunity

= Target Cost corridors for
modules

Enthusiasm
Modeal

= Generated options for features
and functional targets

Definition of precise objectives eoncemning
= the defined target costs on module level,

Martix

= possible cost reduction issues,
= elc.

Cost Module

In depth description of the

generated alternatives

mt‘::::h:n::; — mm‘;s:;;::em Design Phone Connector Phone
ST Epmre | SamiEo
= Combination of modules imaging s video T .
and components tsi , ol e e = In depth description of the
o Ty s generated alternatives incl.

constituting the generated i = respective responsibles
alternatives ol sonces o

:::;:';nd m:wm :::2:_;1::]: ‘i”ﬁlrj.' |,s,j.sr< 176220, TFT 2.1, 256k 7

Responsibles for Alternatives Evaluation
T TR I CmEme 2N M e
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Key templates for the Alternatives Generation
A set of standard templates is used to ensure a consistent quality of the results’ structure

Framework and objectives In depth description of the
of the AG generated alternatives

Definition of precise cbjectives concemning
= the target market,

E > the target portfolio posiicning and

= the productidea.

Window
Opportunity

an

Definition of precise objectives concemning
= the inngwation and themes roadmeps,

P | = thereal mandatory operator requiraments,
= elc.

Enthusiasm
Model

Definition of precise objectives concemning
= the defined target costs cn module level,
P | = possible cost reduction issues,

= elc.

Martix

Cost Module

Window of Opportunity & Enthusiasm Model
Product Target Splitting
ﬁ
Reverse Alternative Alternatives

Calculation eneratic Evaluation

Product Target Splitting
A
/
| ConceptFreeze [T~ """ 7"7777°

\/ \/ Target Controlling \/
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Agenda

" Objective and structure of the training
® General Target Costing overview

®  The Target Costing toolset
® Window of Opportunity and Enthusiasm Model
® Reverse Calculation
® Product Target Splitting

® Alternatives Generation

® Alternatives Evaluation

® Target Controlling
" Integration of Target Costing toolset into the MD process landscape
®  Open questions and discussion

®  Conclusion

Seidenschwarz & Colnp. 58 SI E M E N s

© Siemens COM MD PBM BA — March 2005



The Target Costing concept

The Alternatives Evaluation uses the input of the Alternatives Generation to identify the best

alternative
Market Research
Window of Opportunity & Enthusiasm Model
Product Target Splitting
Reverse Alternatives Alternatives

Calculation Generation Evaluation

Product Target Splitting
—’—h

Concept Freeze
N \/ Target Controlling N

The Alternatives Evaluation:
= performs a standardized analysis of generated alternatives.

= bases the evaluation on measurable criteria according to which different alternatives are
evaluated and ranked by the use of a scoring model.
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Methodology of the Alternatives Evaluation (l)

Each Alternatives Evaluation comprises 5 working steps, starting with the criteria selection and
concluding with the decision making

Zgﬁggct Module Component
P m alternatives
alternatives

Alternatives Alternatives Alternatives Alternatives Alternatives Alternatives
Generation Evaluation Generation Evaluation Generation Evaluation

Steps

Selection & description of a set of evaluation criteria

Definition of dimensions with corresponding explanation

Evaluation of all alternatives including explanation

EEN GO I O R

Weighting of the criteria

S

Decision making
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Methodology of the Alternatives Evaluation
All alternatives are mapped into one chart, scored and ranked, to determine the most favorable

one
Criteria m Evaluation dimensions Alternatives

User requirements 1 : o R )
[following Customer o ||41% | ' only basic ! D | | performance; | : Sen:] 1,23 2,05
Enthusiasm Model] 2 : Lo Nl Do |
© | Lo B o |
Profitability 5 : ! N :
[deviation from TCG] g— 27% E N o +2me | 1,08 0,81
+ | ! 8 ) |
o|][20% | D | L : 10,60 | || 0,80
O : Lo | o |
> : ” o o |
@ | Lo Lo o |
? 12% | ! X n . 10,24 | [| 0,48
sum 3,15 4,14

B Comparing and finally deciding on the
alternative with highest ranking. B Scoring by multiplying dimensions

: : (-- =1 to ++ =4) with weights (0 to 100%)
B When various alternatives are closely scored,

the fiber curve can help in the decision process. B Ranking by summing all scores per alternative

N S — o SIEMENS
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Criteria catalogue at MD

Predefined sets of criteria guarantee a more transparent evaluation process and a better
comparability of different evaluated alternatives

Sub-criteria Dimensions

Main criteria
(example) (example)

||
" Fipnancial fit Development

e Rl - = New, not yet available
" Strategic fit " Technology / |
| | competences - Externally available
" Market requirements' fit available S -
y g . u i i pre-development
®" Resource feasibility fit . Fieguelon capaclty experience
Development incl. _
" Technical solutions' fit production * + In-house production

experience

preparation time

" Time To Market fit " External resources

For each type of Alternatives Evaluation a pre-defined criteria catalogue is available.
The 6 main criteria are fixed. The sub-criteria can be adapted, but only prior to
evaluation. Once the evaluation started, the criteria are not allowed to be changed.
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Alternatives Evaluation: Main criteria and respective sub-criteria

To conduct the evaluation of the defined alternatives every single relevant sub-criterion has to
be evaluated for every singe alternative

Alternatives Evaluation for Product Concepts

—_— . =
to be filled in SI E M E N S Seidenschwarz & Comp.
 containswrongvalue MANAGEMENT CONSULTING

Criteria |Weight| | Alternative 1 | | Alternative 2 | | Alternative 3 | | Alternative 4
1 |Financial fit

Overall score / weight| | 24% 3,2 2,6 2,0 3,0
| 1.1 JTarget Cost Gap per unit (% deviation of average) 100% 4 3 2 3
--=1|TCG <0 and [TCG| > Target Profit Target profit 44,5 Mio Eur; -1 mio dev. Costs, 0 Eur -0 mio dev. Costs, 1 Eur +1 mio dev. Costs, 0 Eur
-=2|TCG < 0 and [TCG]| biw 30%-80% of Target Profit TCG -18 Mio Eur = 40% licence costs, -2 Eur display licence costs for souround licence costs, +4,5 camera
+=3[TCG < 0 and [TCG| > 80% of Target Profit and -0,5 inductive attena and - sound, + 1,5 speaker and 4 Eur
_ 0,3 for IRDA and 0,5 for Eur memory and + 2,5 USB
++=4|TCG+00rTCG>0 7 dei i ErEe
| 1.2 |Target volume achievement (from WoO) Il 70% | 2 2 2 3
-- = 1|volume not achievable high volume pressure through some volume pressure high volume pressure through no volume pressure: + 5,5%
- = 2|volume at risk missing enthusiasm feature: - through portfolio low enthusiasm feature: -10%
+ = 3|volume achievable 15% canabilization: -5%
++ = 4{volume exceeded

2 |Strategic portfolio fit

Overall score / weight] | 14% 2,5 1,8 2,5 2,8
| 2.1. JFit to selected price point (from WoO) 100% 4 4 4 4
= 1{more than 10% off CX price point is at the upper
- = 2|up to £5% off mid class range of operators
+ = 3[up to £5% off of 100-200 EUR
++ = 4exact fit
2.2 |Fi story/theme to segment (from a1 1 100% | 3 L 2 . 3 —— 3\
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Alternatives Evaluation: Financial evaluation of alternatives

The evaluation of the criterion financial fit is supported by a dedicated calculation by the
Reverse Calculation tool

. Nestor Nestor
Reverse Calculation Nestor Nestor

- Alternatives Evaluation - Design Phone STl i

Base Case Phone Phone

Lifecycle Lifecycle Lifecycle Lifecycle

Total Total Total Total
Units 3.500.000 3.400.000 3.500.000 3.700.000
Target Turnover 603.000.000 585.771.429 603.000.000 637.457.143
Price (average) 172,29 172,29 172,29 172,29
Target Profit Total 45.225.000 43.932.857 45.225.000 47.809.286
Allowable Costs 557.775.000 541.838.571 557.775.000 589.647.857
Overhead | 7.839.000 7.615.029 7.839.000 8.286.943
Administration (.639.000 (.615.029 (.059.000 ©0.260.945
Overhead Il 83.376.500 80.114.314 83.376.500 88.800.871
pDeveropment (TNAITect) /./00.000 ©.600.000 (./00.000 0.000.000
VIarketng (PUIl + SF) 24.662.700 23.958.001 24.662Z.700 26.0/1.997
Sellng EXpense 20.1060.100 2/(.59595.920 26.160.100 29./709.249
STM CTOSTS 16.642.000 10.16/7.291 16.642.600 1/7.995.017
Other COGS 6.210.900 6.033.446 6.210.900 6.565.809
Directly Influenceable Costs (DIC) || 466.559.500| 454.109.229|  466.559.500| 492.560.043|
Development (direct) 7.000.000 5.000.000 7.000.000 8.000.000
Marketing (Push + HQ) 8.575.000 8.575.000 8.575.000 8.575.000
Service Costs T15.295.000 15.295.000 15.295.000 15.295.000
Manufacturing Costs 421.251.600 425.195.840 452.751.600 461.973.120
Manufacturing Costs per unit 120,36 125,06 129,36 124,86
[ BOM per unit | 95,56 100,26| 103,56| 100,06|
[ variant Adder per unit If 4,78] 4,78| 4,78| 4,78|
| CcC perunit Il 15,29| 15,29| 15,29| 15,29|
[ Licences per unit Il 4,73] 4,73] 5,73] 4,73|
[Target Cost Gap Il 14.437.900]| -956.611] -17.062.100| -1.283.077|
[Target Cost Gap per unit I 4,13 -0,28] -4,87] -0,35]
L_[EBIT (for comparison purpose) I 59.662.900] 42.976.246] 28.162.900] 46.526.209] |
[EBIT in % of T/O Il 9,89%| 7,34%)| 4,67%| 7,30%]|
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Results of the Alternatives Evaluation
The Alternative evaluation results of the most favorable alternatives should be communicated in

a standard template

o '5} $ &
£ $/8 /e fd
s LA AN ]
£ ¥ /QF/OL/T g
2 § /e&/e Ve &
Criteria 2 EE L
Financial fit 24% + - - +
Strategic portfolio fit 14% + + ] +
Market requirements’ fit 24% + + |+
Resource feasibility fit 5% 4+ | + | | +
Technical solutions' fit 10% + + -
Time To Market fit 24% + - + +
Sum 100% 2.67 2,18 |2.5142,72
Ranking 2 | 4 3 1
Back to menu
Re-scale
/ﬁ /. Financ_ialfit
/,/ "< Strategic ponfcilio fit
T~ |
4\ ’ />. 'requirean:e;w' fit

Resource feasibility

fit

Technical solutions’

A

fit

Time To Market fit

Product EJanmEhAltemative 1 —— Alternative 2

Alternative 3

—8- Alternative 4

Seidenschwarz & Comp.
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Strengths/ Opportunities

Weaknesses/ Threats

With the 1,3 Mpix
camera (optical
zoom), the product
provides a clear
Enthusiasm
Feature for the price
category below 200
EUR.

The camera
enhances the video
story even more.

Better re-use
possibilities for
future generations /
other products

Less profitable
than Nestor Base
Case.

The 1,3 Mpix
camera (optical
zoom) was only
used in the pre-
development, but
well known supplier
offers same
standards like
already used
cameras.
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Results of the Alternatives Evaluation

In order to communicate the chosen alternative a detailed description and reasoning have to be

delivered
Sum 100°%, 267|218 251 2.72 |
Raking 24|31}

Description of the recommended alternative

Product functions

Camera Phone

Make and receive calls
(Quality of basic function — 1/0/ Ul/ RF)

Tri band / high talk & standby
time

The “Camera Phone” follows the idea of a classical CX phone that
addresses a mass market, but with a focus on more technically
oriented users who prefer to have a high end camera included.

It succeeds the predecessor “Cerberus” and additionally creates
customer enthusiasm by enlarging the multi-media functionalities with a
higher camera resolution and enlarged video functions.

Appeal to user
(Design/ Material / Form factor)

Thicker housing than
base case (21 mm)

Support imaging and video

1.3 Mpix camera with
3x optical zoom

Reasoning

Risk

Suppoprt music and audio

As base case

Provide gaming

Standard Gaming

Provide outdoor and leisure
features (e.g. sensors)

Not required

The 1,3 Mpix camera (optical
zoom) offers a clear USP in the
targeted price segment and
thus allows additional market
differentiation and reduces the
price pressure risk.

® The standard video

functionality / camera limits the
potential for differentiation and
risks to offer a “me too” product
and thus expose it to high price
pressure in the Christmas

Standard messaging MMS
EMS

Enable messaging period.

® Camera and video
functionalities complement
each other very well.

Provide business applications
(incl. PIM and Sync)

Provide additional services
(e.g. location services)

Provide visualization
(Display)

Provide usage-/standby time
Interaction with devices

Standard organizer
functionality

Not required ® The technical risk due to the
new camera should be
minimized by increasing the
development budget for the
camera integration.

176x220, TFT 2,1', 256k

400 h (Li-ion 900 mAh)

As base case

MMC card 32MB
bundled

® The “Nestor Camera Phone”
still has a Target Cost Gap of -
1 EUR that should be closed by
cost management measures.

Store data

Consumer personalization/

clubbers wristband

Operator customization

Seidenschwarz & Comp. 66
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Information frontload and supply of the Alternatives Evaluation

The reliability of the Alternatives Evaluation depends on a sufficient quality of the input
information and a stringent conduction of the process

Financial evaluation

of alternatives

= Reverse Calculation for

i Nestor Nestor Nestor
Base Case e - Dol inona Connector  Camera
BaselCang Phone Phone

cycle | Lifecycle |

Lifecycle | Lifecycle | Lifecycle
Total Total Total

= Per alternative:
*BOM changes

License ohs — = Financial preferability
--icense changes 5 of alternatives

sService Costs e, e o e
=Marketing Costs e — T rsreso—aotoms
=Development Costs

=Target Cost Gaps
for generated alternatives

.437.900] 956,611 7. 00|
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Information frontload and supply of the Alternatives Evaluation

The reliability of the Alternatives Evaluation depends on a sufficient quality of the input
information and a stringent conduction of the process

= Criteria catalogue incl.
sub-criteria

= Bundle of alternative product
concepts

= Financial evaluation of
alternatives from RC

= Targets set in the WoO,
RC and PTS

Seidenschwarz & Comp.

Overall results of the

Alternatives Evaluation (optional)

Strengths/ Opportunities

Weaknesses/ Threats

" With the 1,3 Mpix
camera (optical
zoom), the product
provides a clear
Enthusiasm
Feature for the price
category below 200
EUR.

®  The camera
enhances the video
story even more.

"  Better re-use
possibilities for
future generations /
other products

Less profitable
than Nestor Base
Case.

The 1,3 Mpix
camera (optical
zoom) was only
used in the pre-
development, but
well known supplier
offers same
standards like
already used
cameras.

Detailed description and reasoning

of the chosen alternative

Product functions

Mazke and receive calls
#0uzisty of basic fenction — 10! U RE]

Appeal to user
esign/ Material | Form facter)

Suppoprt music and audio

Provide gaming

Provide outdoor and leisure
features e semsersi

Enable

Provide business applications
el Pibdand Syncy

Provide additional services

25 basecase

Provide visualization
Despiay

176200, TFT 2.1: 256k

Provide usage-standby time

ion with devices

Store data

Consumer

© Siemens COM MD PBM BA — March 2005
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= Decision on best fitting product

concept alternative

= Documentation of results
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Translation of the EM goals into precise maxims for all TC-tools

The defined templates that are used in the Enthusiasm Model process are documenting the final
results.

Financial evaluation Results of the evaluation

Description and
of alternatives of Alternatives

reasoning

o

——

[
e By
o

] o Descri of
" With the 1,3 Mpix = eSS pri e
camera (optical

Window of Opportunity & Enthusiasm Model

Product Targ itting

Reverse Alternatives
Calculation Generation

Product Target Splitting

—

Alternatives
Evaluation

-

\/ \/ ConceptFreeze [~~~ —""———=—"—-"

Target Controlling \/
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Agenda

" Objective and structure of the training
® General Target Costing overview

®  The Target Costing toolset
® Window of Opportunity and Enthusiasm Model
® Reverse Calculation
® Product Target Splitting
® Alternatives Generation

® Alternatives Evaluation

® Target Controlling

" Integration of Target Costing toolset into the MD process landscape
®  Open questions and discussion

®  Conclusion
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The Target Costing concept

Target Controlling aims at securing product performance, profit, cost as well as time to market
goals after the concept freeze

Market Research

Window of Opportunity & Enthusiasm Model

Product Target Splitting

Reverse Alternatives Alternatives
Calculation Generation Evaluation
Product Target Splitting

(= - :
"""""""" Concept Freeze -TT T T T T T T Tt

\/ \/ Target Controlling \/

The Target Controlling:

= ensures an adequate implementation of product concepts — defined by the use of the
Target Costing methodology — after concept freeze.

= controls the defined market fit of the product concepts,
= monitors key business data at predefined intervals
= crosscheck of the congruence between module valuation with market demands.
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Extension of current activities to Target Controlling

The current controlling activities will be extended by the usage of the Target Costing tools
Enthusiasm Model and Reverse Calculation as well as a dedicated change request process

BSF
Platform

Portfolio Shaping &

e Final
. Product detailing .
creation profiling & 1st requirements al'gpg‘j%';tt of Product Realization
(ideal feasibility check & feasibility Pition
roadmap) check
.................... - ol V- . -~ N
Malpha Mbeta Malpha MO M1 M3
Kick Off
Enthusiasm Controlling of usage of defined components
Model f :

(EM) Controlling of products (market fit)

RC for

Reverse price points
Calculation

(RC)

Product
Target
Splitting
(PTS)

. Extension%of existing CR-Iighét process
(Including of impliications on Target Costing Core tools

SCidL‘-‘I‘lSCh“’aI’Z 6"‘ COI‘II[J. 72 SI E M E N s
© Siemens COM MD PBM BA — March 2005




Methodology of Target Controlling

Target Controlling is based on the Target Costing tools Enthusiasm Model, Reverse Calculation
and Value Control Chart as well as a dedicated change request process

Controlling objectives Tasks in Target Controlling

" Implementation of the defined product concept ® Frequent check of operator requirements
Enthusiasm ® Fit to market requirements if changes in market = Freqyent and standardized check of end-user
Model demands or competitive environment occur requirements
® Continuous monitoring of competitor activities

® Monitoring of the set profit targets after ® Update of business cases to evaluate the
concept freeze financial impact of product modifications and

Reverse market changes

Calculation _ _
® Evaluation of possible changes of the product

concept after the concept freeze

® Securing the compliance of modules/core ® Compare products’ actual module cost
Value Control components to predefined cost corridors and structure to the defined targeted module cost
Chart thus to market requirements structure according to market requirements
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Target Controlling: The management cockpit per product

To facilitate the communication with the management, Nestor’s key controlling implications
(shown for M3) are aggregated into a management cockpit

Enthusiasm Model

Target Controlling - Enth Model fulfillment

sk and recaive calls iquality of basifnciin|

[tppeal bo Lses idesion’ matstialiform fackor

[Suppon imaging and ddes

[uppon music and aud

pro e gaming

1o iz outdoor i feates (2 9. snsrs |

[Enatiz messagng

- PRnd s}

Pro il adtiond seris

heage and oy

fpro de isudkzaion idsplay)

frtesacion vith other desces

Reverse Calculation

Target Controlling RC Mbeta Malpha Mo S0 M1 M3
Nestor
Liecycle [ Deviation
Total o Mbeta
Units 350000 E
Target Turnover
Price (average)
[Target Profit Total
[Allowable Costs
Overhead |
Guerhoad I
Development (indirect]
Marketing (Pull + SF) 24.662.700] 24.662.700] 24662 700 24662700
Selling Expense 25.160.100f 25.160.100f 28.160.100f] 2.160.100]
'SCM Costs 16 642.000] 16642 800] 16642 800][ 16642600
GS 621000 6210 00} 6210 00} 6210000
D osts (DIC aws 459 500] [ ses.asos00] [ desatson 265,385,000
Z lated Costs (PRC) 31.670.00) S1o70000] [ staason Sta000] [ 31113000 311300
Development (direct) 000000 5000000 s.01000) 8065000 065,000 065 000
Marketing (Push + HO) 8575 000 857500} 8108 00} 8100000 8100000 8100000
Service Costs 15,2950 15295000 14940000 14940000 1494000
Costs aazotoo0r] [ ass 16s.00] 2ae0000] [ a29.765.000) [ 29765000
ing Costs per unit 12454 127,19 12356) 2279 2279
BOM per unit 1000 1021 1003 so. so.
Variant Adder per it s a a a7 a7
CC per unit 152 152 B Ta7d T
Licences per unt ar 45 a7y 459 459
Cost Gap EYFET ETGET Tat5000) 510000 4510000
Target Cost Gap por unit o8 EX] 057 2 25
[EBIT (for comparison purpose) 1504500 56500 rowoon] [ w 73500 975500
[EBITin % of T/0 6.93%) 5,58%] 7.80%) 8.25%] 8.25%)

Comments / Change Requests

3CE

/./
s o
/ Tie <

-
ce wm
C

€ Sensors & otters
o= aE 10 15 € 21 25 30 H

éa

For M3 the product concept meets its functional
requirements

All Enthusiasm Features are in line with the market
environment

No change requests since the last status report

® Ramp-up volumes will be met

Seidenschwarz & Comp.
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Target Controlling: The Enthusiasm Model as controlling tool

In order to evaluate the degree of fulfillment between the targeted functional profile and the
current phone concept, the Enthusiasm Model is used as controlling tool for Nestor

Target Controlling - Enthusiasm Model fulfillment

3=Target

reached or

Cells change colour, when number is entered Please fill in nearly reached [T )
Operator | End-user Mbeta Malpha Mo Comment
require- require-
Functions ments ments

Make and receive calls (quality of basic function) B B
Appeal to user (design/ material/ form factor) P P
Support imaging and video E E
Support music and audio P P
Provide gaming B B
Provide outdoor/ leisure features (e.g. sensors) NO NO
Enable messaging B P PoC becomes market standard
Support business applications (incl. PIM and sync) B B
Provide additional services (e.g. location services) NO NO
Usage and standby time P | e e pomance e e
Provide visualization (display) E P
Interaction with other devices B B
Store data P P
Consumer personalization / operator customization P B
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Target Controlling: The Reverse Calculation as controlling tool

The IT-tool does not only calculate deviations from the original Business Case but also requires
additional explanations in case any deviations occur

Target Controlling RC Mbeta Malpha MO0 S0 M1 M3
Nestor
Lifecycle Lifecycle Lifecycle Deviation Description deviations Lifecycle Lifecycle Lifecycle
Total Total Total to Mbeta Total Total Total
Units 3.500.000,00 3.500.000 3.500.000 0 3.500.000 3.500.000 3.500.000
Target Turnover 603.000.000 603.000.000 603.000.000 0 603.000.000 603.000.000 603.000.000
Price (average) 172,29 172,29 172,29 0,00 172,29 172,29 172,29
Target Profit Total 45.225.000 45.225.000 45.225.000 0 45.225.000 45.225.000 45.225.000
Allowable Costs 557.775.000 557.775.000 557.775.000 0 557.775.000 557.775.000 557.775.000
Overhead | 7.839.000 7.839.000 7.839.000 0 7.839.000 7.839.000 7.839.000
Administration 7.839.000 7.839.000 7.839.000 0 7.839.000 7.839.000 7.839.000
Overhead Il 84.476.500 84.476.500 84.520.500 44,000 84.548.000 84.548.000 84.548.000
Development (indirect) 8.800.000 8.800.000 8.844.000 44.000||Changes in direct R&D 8.871.500 8.871.500 8.871.500
Marketing (Pull + SF) 24.662.700 24.662.700 24.662.700 0 24.662.700 24.662.700 24.662.700
Selling Expense 28.160.100 28.160.100 28.160.100 0 28.160.100 28.160.100 28.160.100
SCM Costs 16.642.800 16.642.800 16.642.800 0 16.642.800 16.642.800 16.642.800
Other COGS 6.210.900 6.210.900 6.210.900 0 6.210.900 6.210.900 6.210.900
Directly Influenceable Costs (DIC) 465.459.500 465.459.500 465.415.500 -44,000 465.388.000 465.388.000 465.388.000
Product Related Costs (PRC) 31.870.000 31.870.000 31.443.000 -427.000 31.113.000 31.113.000 31.113.000
40.000 EUR extra expenditure to
Development (direct) 8.000.000 8.000.000 8.040.000 40.000f[enable JAVA gaming 8.065.000 8.065.000 8.065.000
467.000 EUR less marketing push
expenditure because of joint
Marketing (Push + HQ) 8.575.000 8.575.000 8.108.000 -467.000||campaign with operator 8.108.000 8.108.000 8.108.000
Service Costs 15.295.000 15.295.000 15.295.000 0 14.940.000 14.940.000 14.940.000
Manufacturing Costs 437.010.000 445,165.000 440.755.000 3.745.000 432.460.000 429.765.000 429.765.000
Manufacturing Costs per unit 124,86 127,19 125,93 1,07 123,56 122,79 122,79
Bigger battery and price decline in
BOM per unit 100,06 102,14 100,88 0,82||chipset 100,31 99,44 99,44
Variant Adder per unit 4,78 4,78 4,78 0,00 4,78 4,78 4,78
CC per unit 15,29 15,29 15,29 0,00 13,74 13,74 13,74
Licences per unit 4,73 4,98 4,98 0,25 4,73 4,83 4,83
Target Cost Gap -3.420.500 -11.575.500 -6.782.500 -3.362.000 1.815.000 4.510.000 4.510.000
Target Cost Gap per unit -0,98 3,31 -1,94 -0,96 0,52 1,29 1,29
EBIT (for comparison purpose) 41.804.500 33.649.500 38.442.500 -3.362.000 47.040.000 49.735.000 49.735.000
EBIT in % of T/O 6,93% 5,58% 6,38% 7,80% 8,25% 8,25%
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Target Controlling: Development of the Target Cost Gap

A dedicated Graphic provides an easy to understand overview about the development of the
Target Cost Gap

Development of the total TCG over time

a deviation

a deviation dgviation SO deviation M1 deviaton M3

B negative

@ positive

Explanation

= The team should give a detailed reasoning for changes in the Target Cost Gap over time.
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The Reverse Calculation as controlling tool at MD I

In case deviations in the Target Cost Gap per unit occur between the relevant milestones, a
detailed graphical explanation is required

Development of Target Cost Gap per unit between M0 and S0

1
0,5

0 1 T T T T T

T ) Development  Service BOM Convergion TCG (SO0)
0,5 1 direct Costs Costs _
@ negative

'y @ positive
-1,5

-2 { |
-2,5

Explanation

Slightly increase of development costs due to higher hardware testing

Service costs could be decreased due to optimized service process

BOM decrease through introduction of a new battery and a price decline in the core architecture of the
phone

Through optimization of the phone concept, the conversion costs could be minimized
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The Value Control Chart as controlling tool at MD

Designated graphics clearly indicate the compliance of the individual modules to the designated
Target Cost corridors

30 € 30 €
BNP (BSF 4 PC
B—con‘po:Lnt/E)x / i
Housing incl.
25€ > Accougtics < 25€ BNP(BSF+PCB
B-co ne
isplay
20 € / 20 € pd
ﬂoa{ng incl.
15 € d 15 € % O Zhceoutties
L
/ ; ©psriay / '
10 € 3 Fa 10€ era
% ectivity ectivity
5€ e 5€ - wepy Dt
Sepgor & other Se tetker
0€ itional 0 € & addiional
processor processor
0 5€ 10 € 15€ 20 € 25 € 30 € 0€ 5€ 10€ 15€ 20€ 25€ 30 €

Explanation

® As display prices are still low for MD due to scale effects in procurement the value share of
this module is still below market requirements, whereas the display specifications meet
market demands
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Information frontload and supply of Target Controlling

The reliability of Target Controlling depends on the quality of its information input

* Final Enthusiasm Model
and Window of Opportunity

= Competitor information
= Actual phone concept

= Financial impact of change
requests

=\/olume, Price(-line)
=Overhead I/ll, PRC

= Regular updates of:
=Manufacturing Costs, PRC

= Reverse Calculation of last
Milestone

Seidenschwarz & Comp.
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Target Controlling
Enthusiasm Model

Target Controlling - Enthusi

= Check of the degree of
fulfillment of functional
target profile

= Management Cockpit
contribution

Target Controlling

development of Target Cost Gap

deviation S0 deviation W1 deviation M3

W necative
0 positive

= Updated Reverse
Calculation

= Explanation of changes in
the Reverse Calculation
between milestones

= Graphical description of the
impact of cost/volume/price
changes
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Information frontload and supply of Target Controlling
The reliability of Target Controlling depends on the quality of its information input

Target Controlling

Value Control Chart

= Value Control Chart (Target
Cost corridors for modules)

= Actual costs for main
modules in defined module
structure

= Value Control Chart
showing the compliance of
actual module costs to
Target Cost corridors

Explanation

= As display prices are still low for MD due to scale effects in procurement the value share of

this module is still below market requirements, whereas the display specifications meet
market demands
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Translation of the EM goals into precise maxims for all TC-tools

The defined templates that are used in the Enthusiasm Model process are documenting the final
results.

Change in

Target Cost Gap Value Control Chart

Compliance control EM

| Target Controlling - Enthusiasm Model fulfillment

| TD:‘
0 T T T T T T T
eviation |Ellla deviation

ilidion S0 devigion W1 devition M3

= Atruguinr Interumi s e cam plience of tie 5 0g e maduie win the Teget Caatcardarn i B
b cleced.

4 = |y c=EE argdavintan e, adetuiind sxpimetion EEitte EEoiig & miedad =B
e g e | xmming o e siEige me e tprees

Window of Opportunity & Enthusiasm Model

Product Target Splitting

verse Alternatives Alternatives

Calculation Generation Evaluation

Product Target Splitting

_ =
"""""""" Concept Freeze

\/ \/ Target Controlling \/
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Agenda

®  Objective and structure of the training
® General Target Costing overview

®  The Target Costing toolset
® Window of Opportunity and Enthusiasm Model
® Reverse Calculation
® Product Target Splitting
® Alternatives Generation
¢ Alternatives Evaluation

® Target Controlling

" Integration of Target Costing toolset into the MD process landscape

®  Open guestions and discussion

®  Conclusion
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Target Costing process integration at MD

To implement the Target Costing tools at MD the integration of all these tools into the
relevant MD processes has to be described

.
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Integration of Target Costing tools into the CTO processes

This aggregated level shows all relevant Target Costing core tools adapted to the CTO
process landscape

CTO2 CTO3 CTO4
Innovation Roadmap Feature/ Technology Roadmap Basic Platform Framework
Window of E Functions
Opportunity|  Waofor ,. roaimep
Enthusiasm Innovations requirement
Model matrix
: Calculate
Reverse Target Cost
Calculation per price
point
Product : ;
Target | Tgrge.tdCOSt
cer » Corridors
Splitting per module
Alternatives R fuﬁgigr:s . Alternatives Generation of PRM fulfillment
Generation strategy with emstmg, new and PPM.pIatforms
Altemat'_ves . Evalg?tlon R fuﬁ(l:ztigas . Alternatives Evaluation of PRM fulfillment
Evaluation . . y with existing, new and PPM platforms
innovations strategy : :
: controlling of
c Tatrgﬁf Cont(;?lllng . functional roadmap
ontrollin >
g innovations aT‘d LT : : :
: requirement matrix A A K
Palpha PO Pl
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Integration of Target Costing tools at MD

This aggregated level shows how the Target Costing core tools are adapted to the
“Roadmapping process” as well as the “Portfolio creation & Product definition process"

Roadmap creation Product 1st feasibility \ Shaping & Fea3|b|I|t
& evaluation Proflllng check Detalllng check

Malpha Kickoff 3 a Malpha MC
Enthusiasm Cross- :
Model Window of _+Enthu3|asm » check EM R Sl::fzi i
ode Opportunity Model T with " EM :
(EM) AG/ AE !
|
!
BOM estimations B :
Reverse g !
Calculation Reverse RC -Target Financial RC for preferred Cro;g ;:(I:"eck |
Calculation - ) » BOM and —ip evaluation ~—» product concept ) > roduct -
(RC) Target Costs Basis Scenario ... of AGs (incl. updates) P !
concept '
| 4 :
Product PTS I/l - '
i market view 1
Target | | Basie @ s |
Splitting —|_ via uPs-I;Sc-ase :
(PTS) :
v i
]
Alternatives Cost- AG of Review :
Generation Module ~—» product o S AroGdf:;t :
Matrix concepts ot .
(AG) concepts !
]
i
]
Alternatives AE of E
Evaluation > produc;t :
concepts
(AE) |
:
\ 4
Target Controlling:
Target ¢ Monitoring TTM
c 9 . = * Monitoring EM
ontrolling « Monitoring RC for product and
Target Costs (for product & modules)
Seidenschwarz & Comp. 86 Sl E M E N S

© Siemens COM MD PBM BA — March 2005



Integration of Target Costing tools at MD
This aggregated level shows all relevant Target Costing core tools adapted to the CTO processes,
the “Roadmapping process and the portfolio creation and definition process

( AE) innovat strategy existing, new and concepts

ions

PPM platforms

Controll controlling of Target Controlling:
* Monitoring TTM
% « Monitoring EM
* Monitoring RC for
product and modules

‘ll A : A A A

Palpha PO P1 Malpha Mbéta MalphaM0/1 M3

I Kickoff
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Agenda

" Objective and structure of the training
® General Target Costing overview

®  The Target Costing toolset
® Window of Opportunity and Enthusiasm Model
® Reverse Calculation
® Product Target Splitting
® Alternatives Generation
¢ Alternatives Evaluation

® Target Controlling

" Integration of Target Costing toolset into the MD process landscape

®  Open questions and discussion

®  Conclusion
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Agenda

" Objective and structure of the training
® General Target Costing overview

®  The Target Costing toolset
® Window of Opportunity and Enthusiasm Model
® Reverse Calculation
® Product Target Splitting
® Alternatives Generation
¢ Alternatives Evaluation

® Target Controlling
" Integration of Target Costing toolset into the MD process landscape

®  Open questions and discussion

®  Conclusion
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Linkage of the Target Costing tools

All Target Costing core tools are interlinked and are to be applied at different stages of the
product development process

Product Target PTSII Reverse Calculation i |
Splitting : :
PTS I Rough concept Calculation of ; !
. calculations & technical Alternatives (modules) | i
First cost T By id d ibl S | |
estimations arget Cost corridors and possible produc | |
A . . . | . .
Window of First ideas Functional 1 Technical alternatives iConcepti Profitably selling
Opportunity alternatives ' to fulfill functional targets SF | Freeze | the product
- ! 53 | !
-|{| and Enthusiasm . ] oot &
£ ; - Alternatives O S |1 Reali- !|  To the Window
2 ' i i Generation (AG)  zation of Opportunity
£ Window i Enthusiasm i Functional I . | :
s of . . + Detailed product concept ! !
: ! Model : targets : ! !
o Opportunity | | | |
S ! ! Alternatives ! 1| Communicating the
] 1 \ . ! 1
O ! | Evaluation (AE) 03 | : product story
: Rough : _ ;‘] 3 | \|  Emphasizing the
,  evaluations | Evaluation of Q%G | | core functions
v Criteria definition 1 “Knock out’ +  technical alternatives i :

Duration of the product development project
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Conclusion Target Costing

Target Costing is a key methodology to secure the profitability by focusing to the four elements
market innovation cost and time to market in an structured and process oriented way

Why Target Costing?

®  The ultimate goal is to strengthen profitability

®  To achieve this Target Costing combines the four relevant elements
¢ Strict market orientation
® Driving necessary innovations
® Assuring a best in class cost position

® Securing Time to market

How Target Costing achieves this goal?

®  Target Costing provides a state of the art toolset to define attractive and
successful products

®  The Target costing toolset is integrated in a structured and goal oriented
Target Costing process

®  This process is well aligned with the general product development process at
MD and helps to streamline, focus and speed up the development time
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