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7 Hammers on China’s global competitiveness
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The big China risk B X4 E X K

Investors are counting on China to keep the global economy chugging while the U.S.
and European economies slow
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IS MADE IN CHINA STILL A VIABLE OPTION?
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Vs the (hina Production miracle over?
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1. RMB appreciation
ARMIAE

>  8.27 RMB/$ then vs 6.92 RMB/$ today — 16% appreciation in 3 years
NR X RIc N8 27THAE R4 K 1#16.92 - — P {HIA16%

»  OEMs beginning to acknowledge 15% Ex rate swing a lot for Suppliers
to absorb
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» RMB vs Euro today — 20% depreciation in 3 years
N BTG 26 =47 1 [ 1A 20%
»  European Customers more willing to grant price adjustments than USA
Customers
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2. Raw material cost increases
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»  Raw Material costs have been increasing at a double digit pace, for
several years
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»  Most new Contracts have an automatic periodic adjustments
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3. VAT Drawback Policy changes
4B H ALy
>  12% drawback for many, not all, low value/high energy products
eliminated
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4. Annual Salary Increase expectation
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»  Direct Employees — 10+ %/year expectations to offset inflation
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» Turnover Consequences — Retraining, Staff shortages, Quality
Mistakes
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>  High caliber Management Personnel 7" &8k 1 & N i

» Extremely high expectations for job scope, challenge, and
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» Many special incentives offered for recruiting strong Candidates
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4. More on finding and keeping good Staff — quote
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. Honda Executive at a recent conference in Guangzhou said:
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“We came to China not because of the low cost labor force, but because of
your huge talent pool...to pick the very best, and train them for our Team”
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5. New Labor Law
B 55 B
»  Paid overtime, full Social Benefits, more stringent dismissal policy
revision
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» A positive step to improve employees rights and benefits
X R G U BCR AR A & A k2D
»  Estimated 20+% additional increase to actual labor costs
WAL IR AT 57 3 A E 38 120%

»  China’s full labor cost still retains an advantage over Western labor
costs but not much anymore against other LCC competitors.
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6. Environmental impact
»  Uniform, all China Companies compliance now required
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»  Positive step to improve environment but with small through-put impact
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7 Hammers on China’s global competitiveness

Xt B EERE S K 7 EE O

7. Cost of oil’'s affect on transportation

» Inter and Intra - Regional shipping cost will be affected by oil price rise
Hiu DX TR AT X P F 3 i e A A 2 52 203l gk A 52 i

»  Sea freight 20%-50% of the cost of getting goods from China to Europe
or USA so affects larger bulky items more than small items

Wiz Bl AN v M B 38 o e 7 5 [ sl iz 9t 1 20%-50%

» Land transportation from California or Mexico to Detroit nearly the same
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»  Better, innovative container utilization and packaging could help reduce
overall transportation costs
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Pure China Company CEO’s comments
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Immediate actions to improve their bottom line
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»  Cut spending
THIBOT L

»  Better Utilize existing Staff
S L A I IRAT B2

»  Reduce Scrap
BEEALG I il

» Get LEAN

»  Talk to Government for help
NS REABIRS S
»  Price Increases

e

the PAC Group




OEM/Tier 1 Sourcing strategy changes
FHL /B T R S ) AR AL

A. Future Contracts quoted Internationally with justification
given for sustainability
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»  Multi-year, Multi-country quotes, utilizing future state cost models to
compare Total Landed Cost to support each Business Case decision
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»  Cost of Supplier development being factored into decisions now as well
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B. Commodities still making sense from China
}\ 7 A»f‘I_EI; l:'I:I =] 3%.\ N

J

»  Higher value items such as Electronics, Module Assemblies, Machined
parts, multiple technology parts, or those requiring extensive post

processing.
AT AT TR, B, HUIN LA, 2AEORFEM, B
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»  Commodities requiring higher tooling or special equipment investment
also makes good sense from China
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OEM/Tier 1 Sourcing strategy changes
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C. Re-sourcing of existing awarded business not easy
IR A N S 34T B 55 SR AN B
»  Re-validation costs and Engineering support
FUFT A UE B AR A SCHF
»  Cost for duplicate tooling often prohibitive
T ALE ) 9l 10 19 A 23t
» Additional SQE resources to work on an old project instead of the next
generation project
FEIHRIIH , A= I H EBRAES I SQE T
» Don’t see major loss of existing awarded business to China Suppliers

but much discussion on sourcing strategies direction for 2009/2010
projects

H R A B AL B B 25 B Rk, (HA R 2 5¢1-2009/2010
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D. International OEM’s search for pure China companies
EH R OEM - $As + 1 [H /v F]
»  Lower cost but often higher quality risk
SEAIR ) BSEAS 1B 2 B e ) Jo XU
» Additional inspection demanded to ensure defect free shipments
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OEM/Tier 1 Sourcing strategy changes
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»  Those successful have 3 distinct features:

XEL R 22 A4 LA R 34N B B R Ak -

A. Have large Domestic Operations so placing export business with
their larger, more developed, existing Suppliers
A IERIIE N 538, B EUH VR 25 BRAS 2 At AT T 1 T RBERECR, Rk
B B AY. R

B. High volume parts for vehicle platforms being launch in China and
other Regions of the world
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C. Parts launched and proven on China vehicles before allowed for
export
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OEM/Tier 1 Sourcing strategy changes
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E. Profound Product Knowledge J&ERIF= fE1HE
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Local Staffs lack detailed Product knowledge and history
3 O3 R/ B 7 i R AR SR T 52

Most International OEMs setting up Technical Centers in China so to
develop Local Design Engineering capabilities

RZHE AL A B SRR DRI A Bt TREfE

All International OEMSs bringing experienced SQEs to transfer their
wealth of knowledge and experience to local SQE Staffs
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Some are sending Local Staff to home units for several months worth of
on-the-job training experience
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F. Priceincrease requests {242k
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OEMs reporting not getting many requests for price increases other
than material and RMB. Local Companies absorbing the other hammer
elements?
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Expect future programs quotes will show full effect of all the 7 Hammer

elements. 7y AT H IR HE 78 70 AL BT 78 0 5 1K 5 0



Closing Comments and suggestions
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To China Suppliers
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There is a tremendous need to “Evolve” to face Global Competitors
who are quoting against your future 2009/2010 business

[ IELE R —HF 4 2009/2010MV &5 A R BR Te 4, AR ST 2 k4L

You need to improve Through-put, Efficiency, Effectiveness, investment
and Staff utilization, and your true operating costs.
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At the same time, quality systems require improvement to change
people’s opinions of China products from one of low cost to one of
guaranteed quality
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Closing Comments and suggestions
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To International OEMs and Tier 1s B2ERENL) A4 — R AL 7

»  China Suppliers will still remain competitive for most higher end
commodities because of huge Domestic demand for similar, and
increasingly higher technology, parts
X RZH S i ah, T EBEN A SE A, RO B YT IXEESE AN,
BERAWrELTE )7 AT B 7 3K

»  Lower costs in China for Tooling and Specialty equipment should reduce
your up-front investment

AR RN IR e 26 R BUATR FR) JleAS BERE ARAT 19k S ST N

»  Expect multiple rounds of negotiations to get what you want from China
Suppliers

A REN P LI, Ry AR B R T ZEATA% R ZENE RS U 2 LR 1 IR

»  Currency valuation, transportation cost, Supplier development costs, rising
material costs...are LCC global problems, not just China unique problems.
MAEAL L, sfpeAs, BENRITRBA, Fiki R R . o o R
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Closing Comments and suggestions
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Final quote: S Z55[iAR:

> “To continue to do the same thing, but expect different results, is

iInsane” — Albert Einstein
C FFLE A — 1 FE, HEEE A AIER, EHE T
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