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1. INTRODUCTION
1.1. Brief description of the Company
1.1.1. Business definition

In terms of global market, the company operatesha industrial equipment sector. The
ERIKS group procures, stores, processes, sellsdatdbutes a wide range of high-quality
mechanical engineering components and providesgalyhideveloped range of related
technical and logistics services.

Its operations are based on a broad and deep kmowhaonarket developments, product
properties, product applications, product procegsiagistics and a corresponding modern
infrastructure. Their ability to offer these sixdm-how domains means that the ERIKS group
is ideally placed to make a positive contributionts customers’ and manufacturers’ business
operations.

The ERIKS group has become a leading, innovatipplgr to defined segments of industry,

fulfilling the twin roles of specialist and totalupplier! Because, it is operating in a

differentiated oligopoly, the firm needs to botlifelientiate and compete on low cost basis
which can only be achieved by reaching high ecomenuof scales and competing on
international markets.

1.1.2. Business domain: needs, customer groups,hiaology

Needs

As a wide range supplier of industrial equipmenBIES meets the customers’ need of
guality procurement on a high level. ERIKS’ knowwhan different procurement areas

provides the customer the possibility to reduce amnchain costs by requesting several
different procurement parts from one capable seppAs European market leader, ERIKS
provides high quality and low risk for its custosier

Customers
ERIKS 90,000 customers can be divided in 4 grdups

(YMaintenance market (MRO - Maintenance Repair@aal), ERIKS products and services
are used directly in the servicing of systems aadiimes.

(iN)OEM (Original Equipment Manufacturers), ERIKBtoducts and services are used in the
manufacture of finished products by the customer.

(iProjects, ERIKS’ products and services aredum one-off, large-scale maintenance of
existing process plants and infrastructure worksomstruction of new ones

(iv)Distribution, Dealers: if existing market arease not covered by our own branches, we
approach local dealers. Export: ERIKS’ products exported to market areas in which our
group does not have its own branches, especiathptain the required volume. In these areas
we approach national distributors and OEMs

! http://eriks.com/en/about-eriks/profile
2 http://eriks.com/en/products-and-services/custemer
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Technology

Regarding Technology, ERIKS provides an innovatbasis, in which it develops new

solutions for and with the customer. Innovatiomext to Know-how the second main soil

ERIKS’ success is based on. Product innovation theucustomer supported development
process is achieved, so is process innovation,taubke collaboration between the several
different areas ERIKS operates in.

ERIKS’ technologies focus on 8 core activities thee Sealing technology, Power
transmission, Flow technology, Industrial plasticBpols and Maintenance products,
Electromechanical services and Condition monitqrihgierance rings and Tire technology,
Technical and logistics services. (Annual repo@&0.4)

For each of this technological division, the grasi@active and performing on 6 knows how
domains which are Market, Product, Application, ©uszing, Logistics processes and
Infrastructure optimization know-hot¥vKnow-how is increasingly becoming an ERIKS’
product. Application engineers increasingly actcasengineers in the development of new
products and new applications among the custorfgrsw-how and innovation are the key
words for further development of the ERIKS grdup.

1.1.3. Business Mission (Goals and targets)

On a global level, the group’s main missions cdngisachieving and keeping a leading,
innovative and international position on its maskeTherefore, ERIKS has adopted a cluster-
oriented approach by building up a decentralizeghwizational structure on a geographical
focus. This enables the company to perform a setgdeapproach of its customers as well as
of its products which provides each individual camp of the group with flexibility,
innovation and high service quality to serve tloeistomers and strengthen relationships with
manufacturers ERIKS focuses on 6 know-how domding.2/29), market (supply +
demand), product, application, product-processingistics and knowledge to optimize the
group’s infrastructure, and they believe that thase the templates of the group’s success.
Each company of the group initiate actions in otdeachieve the group’s objectives and each
individual project is part of the global strategftdfilment.

Mission

From the previous statements, it is possible tmtdate the following mission statement for
ERIKS Company. The group wants to achieve a glpkedence and recognition in all its core
activities. Therefore, ERIKS has to keep develspmarkets, increase its cluster market share
and follow market trends to continue competing.

Goals

Strategically, the group aims to develop from ditranal distributor into an industrial service
providef. In the upcoming years, the group will continugedkpansion both through organic
growth and acquisition and will meet the objectifized for the years 2007 to 2009 aken

® http://ERIKS.com/en/products-and-services/six-kAmw-domains/

* http://[ERIKS.com/en/press-releases/2007/ERIKS%@@a620nv%20-%20Financial%20results%202006.pdf
® http://eriks.com/en/about-eriks/mission

® http://eriks.com/en/about-eriks/eriks-group-nv

" http://eriks.com/en/presentations/ERIK S%20groupft2620-
%?20presentation%?20extraordinary%20general%20meéfgf%20shareholders%20november%2013%20200
6.pdf

8 http://eriks.com/en/about-eriks/eriks-group-nv

® http://eriks.com/en/about-eriks/objectives/#tal2®5
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from ERIKS' website, those goals refer to commédyciarganizational and financial
objectives (following information all belong to tiheference 7).

() Commercial objectivesERIKS wants to be innovative, reliable and flégilto its
customers. The group also wants be reliable andoperative partner to its manufacturer.
Therefore it is necessary to achieve a strong mati@e and big volume.

Build up leading market positions in Western andt@é Europe
Achieve a top 3 market share in all core activities

Offer an extensive range of its products

Possess an offer know how in order to be innovative
Expand activity in the USA (buy-build strategy)

Maintain South East Asia activity

OO0OO0OO0OO0O0

(i) Organizational objectivesERIKS believe that modernity can be achieved toyiging a
cooperative, solidarity friendly and collegial wagkvironment.

(iiFinancial objectives

O avg. Sales growth of 10 to 15%
O EBITA of at least 15% of net capital invested
O net debt/EBITA ratio of over 6
O earning rise of 5 to 10% per share
O 50% result dividend payout
Targets

In the annual report for 2085(p.3/10), Mr Van Der Zouw, chairman of the exeegaitboard
and CEO of ERIKS pointed out the weakness and tthinea have been identified in the 2005
SWOT analysis (p.2/10). The insufficient market e@age in Europe and the fact that the
group is not yet engaged in all clusters on allecactivities will be the basis for future
decision-making.

The actual main European markets are Germany, &raf€, Benelux and Spain. The group
needs to develop and expand its presence (and imgpimfrastructure) and acquire a top3
market position to achieve a strong operating area.

To sum up, the missions of the group mainly focnsgeographical segmentation, organic
growth, expansion through acquisition, and custsfreatisfaction through quality, wide and
deep range of products, innovation and high sereieel. The goals ERIKS wants to achieve
belong to its global strategy of development: exinag the activity in the core businesses,
geographically, and in the market share. In ordeadhieve those goals the companies will
focus on developing relationships with manufacwirand meeting customer’s specific
expectations as well as it will give emphasizerdrdgrating new acquired companies.

1.1.4. History, legal form, status, standing, pregje
Eriks was founded in 1939 as a family company atadtesd out in 1940. The company

supplied the diary industry in the area of Alkmedh valves and rubber seals. The growth of
Eriks progressed step by step. In 1977 the compasyquoted successfully at the Euronext

1% http://eriks.com/en/ava/ERIKS%20group%20nv%20-
%20Minutes%20General%20Meeting%200f%20Sharehold204%28620November%202006.pdf
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Amsterdam Share Exchange. The Eriks group nv staxt¢. The Eriks group nv expanded
into three continents USA, Europe and South-Easa.A& network was built up. In 1994
ERIKS began with the acquisition of companies inrzy, Belgium, Netherlands, Poland
and the UK.

The Eriks group nv is (a Naamloze Vennodschap) &tpublic limited-liability company.
Today the ERIKS group has become a leading, innevaupplier to defined segments of
industry, fulfilling the twin roles of specialishd total supplier.

ERIKS Group nv Timeline

F dati f ERIKS LR Al

oundation o i el

Alkmazr, The Foundation of ERIKS ol ol D e

Netherlands, family Germany and Malaysia. Act»;gitieé caba % 2006:

bwned busiess, 1977: 2001 Scholten, Netherlands. Acquisition:

: T Acona-Hydraulic-Syste

Listing on Euronext Acquisition: me, Germany; Motwa,
Amsterdam Stock Mangelsdorf & Schotz, Passerotti,
Exchange Market and Germany; Bruhamij, Poland; Turpen, USA;
Foundation of ERIKS NetherlandsHydromek, Wyko Holdings Ltd.
France. Belgium. UK.

1939 1977 1994 2001 2002 2003 2004 2006
1979:
Foundation of ERIKS 2004:
Singapore. 2002:
1956: Acquisition: Metalen
Acquisition: Baudoin Verhoestraete,
Foundation of ERIKS 1988: group, Belgium. Belgium; Freudenberg
Belgium. Simirit, Netherlands;
Foundation of ERIKS Steinebronn
USA. Industrietechnik,

Germany.

2006:

Foundation of ERIKS
Poland.

Currently the Company consists of over 50 group mames with branches in 13 countries.
The Eriks group supplies over 90,000 industrialtaoers (business-to-business) and has
around 600,000 products in stock, purchases thas#dwide from over 1,000 qualified
suppliers and manufacturers and sends out appredyramillion shipments every year. The
geographical focus of the group's activities ighie Western and Central Europe, where 94
percent of its sales are achieved.

1.1.5. Organisation / culture

ERIKS group nv is the Dutch holding company of augr of technical distribution companies

and is listed on the Official Market of the Eurohémsterdam Share Exchange (‘Euronext
N.V.) The ERIKS group wants to be a modern, inmbxe and performance-oriented

employer, creating a work environment that will tone to be characterized by cooperation,
solidarity and collegiality.

The Executive Board starts from the assumptiontttetompany is a long-term collaborative
partnership of various parties involved. For tlestson, the Executive Board of ERIKS group
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nv has a duty to weigh up the interests of alliparinvolved (the stakeholders). But our
number one consideration will always be the coriynof the enterprise and the creation of
stockholder value. This must obviously be done witthe confines of the rules of society
(legislation, norms and values, and ethical statgjarEriks’ code of conduct requires the
ERIKS group to carry out its activities honestlyarypenly, with respect for human rights and
the interests of the group's employees.

The ERIKS group has a corporate culture aimed alizieg attainable goals announced
clearly beforehand to those directly involved. TBp@arency in verbal and written

communication characterizes the ERIKS organizat@@imange in its widest sense is a fact of
life in modern business. The management of Erikshganies must succeed in controlling
those changes. The informal organization of the KERIgroup and the short lines of

communication between management and employeesargaar uniform values that the

employees of the ERIKS group seek to apply.

Eriks code of conduct, agreed with the works cdsnaets out the basic principles of the
norms and values of the ERIKS group. Eriks requaleemployees to comply with the code
and encourage them to report to management imneddiéthrough a whistle-blowing

procedure) any breach or suspected breach of e @oother rules in force at the ERIKS

group.

Employees are not blamed if the ERIKS group failsvin contracts because of adherence to
the code of conduct. Similarly, information prowidéo management about suspected or
actual violations of the code of conduct will nadvie any adverse consequences for the
employee who supplied the information. Failure bserve the code of conduct is regarded as
a violation of business integrity.

Neither group management nor local managementvegtainy notifications of violations in
the year under review.

As a supplier of a high-quality range of technicamponents, the ERIKS group is obliged to
conduct a sound environmental policy. Both in it8nooperational management and in
product development, the ERIKS group remains caotigtaware of environmental aspects
and their influence on the environment. New insghthanging social standards and
environmental laws are monitored closely. Eriksougy companies collect and dispose of
various waste streams, like paper, oil and residuatierials, in a responsible manner. As a
group Eriks responds actively to existing and faetwegulations in its relationships with

manufacturers and customers with regard to theldewent of products.

For almost all Eriks’ product groups, Eriks devedo@w products, under its own brand name
and in consultation with the manufacturers, witheav to avoiding emissions and leaks in the
process industry. Eriks’ employees are able to dcawtomers' attention to alternative

solutions.

The management of the companies of the ERIKS gisugncouraged to sit on technical
interest organizations and to contribute to losagial and cultural events. Our human
resources policy includes maintaining contacts veithools and training institutions. The
purpose of these contacts is for ERIKS to contahtot the technical content of educational
courses. As part of our human resources policy &mtain contact with schools and training
institutions. The purpose of this contact is forlER to contribute to the technical content of
educational courses.
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Its operations are based on a broad. The holdingpaay acts as a strategic parent company.
It performs the role of capital provider, initiatomotivator, implementer, monitor and
coordinator of the strategy developed for the ERBgt8up. The holding company ensures
that added value is created for the group in @tato its individual companies. This means
that the management of ERIKS’ group nv is interigiwvolved in defining and detailing the
strategy of the various clusters and companies.

A decentralized organizational structure givesdbmpanies the flexibility, inventiveness and
guality they need to serve their customers propamly act as a partner to manufacturers. The
ERIKS group has been divided into clusters in otderontrol the envisaged organic growth
and growth through acquisitions, below is a ciathows us Eriks organization structure.

ERIKS group nv.
Executive board

Executive board (Supervisory board)

Business development
MIS & organization
Treasury and taxes
Human resources

ICT

Risk management
Investors relations

International Product
management

| | | | | | | |
ERIKS ERIKS ERIKS ERIKS ERIKS ERIKS ERIKS ERIKS
Belgium C.EU Germany France NL UK USA SE. Asia

To sum up, ERIKS’ culture can be found also inoitganizational culture and represents one
of the company’s key factors of success. It is sgag/ to consider that aspect when
expanding the activity.

1.1.6. Main financial performances?

ERIKS recorded revenues of €941.1 million during tiscal year ended December 2007, an
increase of 74.7% over 2006. ERIKS achieved ithédmsg results ever and realised all its
financial and commercial objectives. Further speaifons follow:

+ Increase of € 350.8 million due to acquisitiondisea in 2006 and 2007
+ Decrease of € 1.8 million due to the disposal tivdies

« Decrease of € 2.9 million due to lower currencyrexge rates

+ Organic growth of € 59.7 million or 11.1 percent.

The ERIKS group realized a gross profit of €82.Hiam in 2007 compared to the year 2006
it increased by 70.7%. The net profit of ERIKS gmsed between 2006 and 2007 from €27.8

™ http://eriks.com/en/about-eriks/eriks-group-nv
12 all figures are come from or calculated from armeport 2006
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million up to €43.7 million. This was an increadeb@.4%. Expenses reduced the gross profit
by almost 50%. This is due to depreciation, likévgare with €9.9 million, amortization of
intangible assets of €5.2 million, tax which acdednfor the biggest proportion of the
reduction of the profit by €16.9 million and alseclause of financial movement of financial
instruments which accounted for €10 million.

In the past five years ERIKS has experienced amemtis growth in Sales. This is visible in
the graph. There are two reasons for the incréast.of all, the ERIKS group benefited from
increased industrial activities in all countriesesthe company is present. And secondly the
strategy of ERIKS convinced its customers. The deyer of this enormous growth was the
acquisition in 2006 of the British company Wyko Hiolgs Ltd. Mainly due to this
acquisition major changes have taken place in thakolown of sales by core activity and by
customer group.

It is only possible to give information Net Sales
about the ratio for the whole ERIKS (by cluster in million €)
group because there is no detaile a0
information of the clusters given. As
calculated from ERIKS' press releas:
from February 2008, about ERIKS| 300
financial results 2007, the key financia 2sg
ratios using the simple Dupont are thi
following:

350

= Belgium
“®Central Europe
Vv Germany
“A"France

= Netherlands
UK

*Usa

150 X South-east Asia

200

L

(IROS (Return on Sales), is the net profi 100
of €43,7 million divided by the turnover
of €949,1 million, which makes it 4.6%
for the entire ERIKS group. Comparec © R R

with the 5.2% of 2006 it is a decrease ¢ 2003 2004 2005 2006 2007
0.6% points.

50

(INROT (Rate of Turnover), turnover €949 millionvatled by total investment €635 million is
1.5. This is an increase of about 67% compare®®® 2when the rate of return was just 0.91.
(This shows that ERIKS’ increasing ROT implies legpense for a higher net profit.)

(iROI (Return on Investment), multiplication dROS (4.6%) with ROT (1.5) 6.9%.
Although the return on sales has declined by apprately 12% last year the return on
investment has increased by 47% due to a hugeaseref the rate of turnover (+67%). The
higher return on investment in 2007 shows that ERIK more profitable than in the year
before. The reason for the change of these finanatos is that total asset increased by
6.5%, while turnover increased by 74.7%

ERIKS has a very good and strong financial perfercea 2007 turn out to be a very

successful year for the company. According to ER[{S&ss release “was it a fantastic year
for the ERIKS group”. The ERIKS group achievedhighest results ever and realised all its
financial and commercial objectives that it had.

1.2. Brief description of the actual situation

1.2.1. Problem definition
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() In accordance to the group’s strategy of depelent, ERIKS reached its goals for 2006
and has now become European market leader indgters@he 6 acquisitions made during
this year enables the company both to expand ostiegi clusters (Germany, Belgium,
Netherlands) and to enter the UK market. In thasprelease from*IMarch 2007° (p3/11),
the amount of sales by cluster clearly shows tipartgion of the activity in the different
geographical areas. The relative weakness of thistBrthe French and the Eastern Europe
position (each below respectively 8%, 5% and 1%ukhbe considered very seriously.

(i) At this point, the group has to focus on maintng, strengthening and developing its
market position on each cluster, especially newised and weak ones (UK, France, Eastern
Europe, USA and South East Asia). The challengkbeilto keep a regular development and
expansion rate and to be able to maintain highityuahd strong relationships on the same
time. Therefore, it will be necessary to set uplearc strategy adapted to new market
conditions.

(i) The core business of ERIKS takes place in s and Central Europe where Eriks
achieves 94% of its sales. More and more compamessigrating from Europe to low wage

countries. So that is why the market is shrinkimdeurope. ERIKS needs to consider further
East market entry in order to keep its competitagmn

(iv) ERIKS uses a modern ICT (information and comioations technology) system. But
not all of the companies that belong to ERIKS imesame kind of system.

(v) ERIKS’ main competence is the full support thiferent industries out of one hand. By
buying market share rapidly, ERIKS runs the riskimfge loss. This could be caused by
capacity bottle necks, which do not reflect ERIK@&ndards in domestic areas.

(vi) To become even more successful on world b&RIKS has to enhance their stand up
speed. Once a region is entered, the full ERIKSf@ar should be available. This would
provide positive image transfer and thus a easeket entry.

(vii) According to ERIKS’ organization structurdne company is being operated vertically by
the parent company, thus the subsidiary in eachntcpucould not make its decision
independently, and this will result in an inflexablvorking condition regards to the local
situation for the local managers. Due to the high#erence in needs of customers the further
you move from your domestic markets, a certain llefeself-determination could help
developing.

(viii) In the 2006 annual report, the ratio for tNet debt/EBITDA is 3.1 percent, compare to
the year before, it was only 0.8 percent, ERIKSgrarance on generate income by loan is
not as good as before, from the finance prospestai problem that has to be solved.

1.2.2. Plans and expectations

According to the statements made from the 2006 alnmport* (p5/11), key points for the
year 2007 will continue to follow ERIKS’ global ategy.

() In a first step the integration of 2006 acqdi@mpanies and their organic development
will provide the group with new products, servieesl widened know-how, as well as it will

13 http://eriks.com/en/press-releases/2007/ERIKS%@u¥620nv%20-%20Financial%20results%202006.pdf
14 http://eriks.com/en/press-releases/2007/ERIKS%@quf620nv%20-%20Financial%20results%202006. pdf
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enable procurement coordination and reduce invgrdad stock in the European clusters.
This represents the main matter for the upcomiragy et still further acquisition should be
considered.

(i) From an internal point of view, enhancementpodductivity should be achieved through
logistics services expansion and emphasized groywkcy (toward communication,
employees, share/stakeholders ...)

(iif) The other aspect that should rapidly be addedl is related to ERIKS’ global competitive
level. Further investigations should be led to aehion overview of global markets but
ERIKS should seriously consider further strategiovenin Asia. This represents the main
aspect on a long term basis.
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2. EXTERNAL ANALYSIS
2.1 Market analysis
2.1.1. Market definition

To define the enormous scope of the market fordwldr seals, it is worth a brief look on the
market for hydraulics in general. A certain defont of hydraulics quotes: “engineering
science pertaining to liquid pressure and flbvin industrial usage this means, that hydraulic
s are used to pressure liquid to transfer mechiapmaer. This sort of engineering is wide
spread and we see it used diverse on in the maBkdidozer, cranes, forklifts, shovels,
electrical tools, etc. are mainly supported by lhwiic power. The majority of airplane
control surfaces work on hydraulic basis, and,toatnention, the entire scope of producing
machinery. After that quick overview at the usehgtiraulics we can estimate the scope of
demanders for hydraulic seals.

The market for hydraulic seals covers a wide raoigerorldwide industry. Due to the fact,
that hydraulic seals are used in almost any mechbmachine to seal high pressures, the
market faces a world-wide scope, no matter in whigvelopment phase the potential
customer’s country is. Even though such a sealratheer small component in a mechanical
module, it is highly substantial and is difficuth exchange. A common used concentric
approach?® for defining the market will clarify the differepierspectives to look at:

Total population

Potential market

Available market

(Targeting
will be
focused
later in the
report)

This model helps to understand the narrowing uphenspecific levels of demanders. In the
case of hydraulic seals it is obvious that the fiex will be narrowed down extremely after
the first restriction. That is the restriction aférest in the product. Thus, coming from tfle 1
tier TOTAL POPULATION, we can reduce our market ROTENTIAL CUSTOMERS,
which are all possible manufacturers of productsictv have hydraulic modules, integrated.
Even if the amount of potential customers has dedp@pidly after step one, we see only
little reduction of possible customers, after naing down to tier 2, AVAILABLE
MARKET. This tier is defined by the potential custers who can actually afford this

15 \www.noria.com/dictionary/default.asp
18 http://lwww.netmba.com/marketing/market/definition
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product. Because of the significant importance #mel compared little unit costs, most
certainly each manufacturer of hydraulic componégites seals in account when calculating
the price of his end product. Thus, the differeheenveen potential customers and available

market is rather little. After this reduction oftimarket the criteria of the market are based on

strategic targeting of the company. Consequentéyywil focus on this later.
2.1.2. Market form
The market of hydraulic seals has several chaiatits; which lead to the conclusion of

facing a differentiated oligopoly. Despite of soimregularities, the aspects are quite clear as
shown in spreadsheet about market structure t{pes

D— PURE DIFFERENTIATED PURE
MONOPOLY | 1 160poLy | oLiGopoLy COMPETITION
No Of ) one few infinite
suppliers
Entry Barriers high restricted low none
j PeruCt uni o homo G dlfferentlatlon homo eneols
Variety 1 B and substitutes 8
Promotion not important minor essential not important
Channel ; ;
okl mighty strong weak little to none
Price 3 ;
C.b"rr;p:et:it-ien' none important unimportant
Price-Elasticity e depending on .
o. Demand depreidsonnect =dideinend substitutes very elastic
sole supplier LoeFRont focus none
PP better services
~ Major
Marketing. stay unique services segmentation minimal
Objectives

A few to many suppliers supply a market with reséd entry barriers. These result most
importantly out of two major reasons, which areoateentioned by M. Port&t Firstly

economies of scale and secondly little possibditie differentiate. A new entrant in the
market cannot provide production on the levels cl the incumbents are producing. This
would result cost-disadvantage.

Hydraulic seals are products on which you haveeratéstricted possibilities to differentiate.

Of course there are differences in size and alshape, e.g. seals that might be developed for

only one or few customers, but these parts of ttegket are already covered by the
incumbents. The product variety, as stated beforather limited. Even so promotion, due to
the little number of suppliers, is essential. Hydiaseals are sold only on a B2B-basis and
almost always directly from the producer to thetooser. This means high control over
distribution channels.

L. WAMS, Syllabus 031, HES Amsterdam, November2200
¥ M. PORTER, Competitive Strategy, Syllabus 031, H&ESsterdam, November 2001
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Due to restricted possibilities of differentiatiom,price competition is avoided. This would
result in margin cuts, which are already on thisidaot rather high, as we will point out later
in this report. The price elasticity of demand shdvinked demand. This is a consequence
which results out of the fact that you buy sealsnormous numbers. Hence, if the price rises
to a certain level, you will drop demand kinkingammpletely.

The competitive advantage and the major marketoajsgare on the focused view upon this
market restricted and give little possibilitiesajerate. This will be covered and proved later,
as we will see, ERIKS fulfils the mentioned direcis of differentiation and service providing

in his several other key areas and most certamtie full service packet and combination of
these things.

To conclude, the market of hydraulic seals is anoat perfect example of a differentiated
oligopoly.

2.1.3. Market development phase

The phase the market is in right no
is the mature phase. The produg
offered in this market are all wel
known and widely sold. Innovation
within the market are mainly smal A
innovations to adapt existing
products to further fulfil the
customer needs. Although there arg
lot of new products being develope]
these products are on-deman
meaning that they are special mag
for a customer to fulfil a specific
demand.

Lrava loprment
mtrescduelios

arowth

aales

There are however some big chang -
in the supply side of the market Time Mot BA cun
These changes are not major abourt

the products or services being offered but aboatdbmpany structures. Companies are
working more together so they can work more effitie and thus lower the costs. Like

ERIKS group, that consists of almost 50 companiegking together worldwide other large

companies are also looking at partners to expagid tharket share. This means that smaller
companies are either being taken over or beconteoparlarger organization. The individual

companies tend to specialize more in a specifia anaking sure that there is no large
competition within the company itself but more Higlspecialized companies within the

group. This makes sure they have a lot of knowledgkknow-how on all different are&s.

The demand side this market shows constant developron the one hand the industrial
demand for hydraulics and therefore also for sisat®t at all declining as we will see later
on. Also the economical rise in Asia and also Easkurope, Russia, India, Latin America
etc. require high levels of support in this bustnasea. Hence the graph of the product life
cycle, which is almost similar to the graph of tharket development, will flatten as shown

19 \www.eriks.com & www.yahoo.com

/170 20



IDM VH2 ES03, May 2008 Karolina Deptula 520287
Team 1 Clio Beraldin 519722
Amat Ros Y Hildebrand 521443

with the red line. Due to the problem of substitiitey of hydraulics in building, robotics and
other industries mentioned before, this flatteninlyj continue and consequently the declining
of the market is, postponed.

2.1.4. Type of customers (current/potential)

Companies in the chemical, pharmaceutical, foodtelbhnology, mechanical engineering,
semiconductor, oil refining, construction and offstrand metal industry are using hydraulic
seals, they are the end users. Hydraulic sealsvigak in machinery.Of course, these
hydraulic seals are not always being sold to thé esers directly; it has several types of
customers that can be divided into 3 large markgtrents:

* OEM: The hydraulic seals are used in the manufactdrdinctshed products by the
customers; it is possible that the customer has tiven brand name on the hydraulic seals.
Original Equipment Manufacturers refer to many wsidies. Most important are the
aeronautical industry (Airbus of Europe, ATR of iiea/ltaly, Boeing of the United States,
Bombardier of Canada and Embraer of Brazil ...), dnéomobile industry with both auto
manufacturers (General Motors, Ford, Toyota ...) anthponents manufacturer (Bosch,
BBS, NGK, Pagid, Ferodo ...) and electrical switchge@S Industrial Electric
Manufacturing IEM ...¥°

* MRO & PROJECTSMaintenance Repair and Overhaul or Direct maemee market. In
this market, hydraulic seals and services are dls@dtly in the servicing of systems and
machines. It concerns mainly plants’ MRO marketcraft's, aerospace sector’s % .22
(ADAC Luftfahrt Technik - Helicopter Maintenance darRepair; Aeronexus Technical -
Aircraft Maintenance and Support Solutions; Aerotéircraft Wheel-Hub Repairs, Landing
Gear and Hydraulic Components; AMaintenance Estonia - Aircraft Line and Base
Maintenance, Component Maintenance and Engine&angices; Aviation Technical Centre
of Almaty International Airport- Aircraft Maintenance and Aircraft Component and
Structural Repair Services; Avio - PW100 Engine mf@nance, Repair and Overhaul
Services; Exeltech - Aircraft MRO; Finnair Techdicervices - Airframe Maintenance,
Component Support, Landing Gear Overhauls and Engmd APU Support; HYDREP -
Aircraft Landing Gear, Hydraulics, Wheel and Brakaintenance; KLM - Airframe, Engine
and Component Maintenance; MTU Maintenance Hannoevéfaintenance, Repair and
Overhaul (MRO) of Commercial Aircraft Engines, Mai and Industrial Gas Turbines;
Priority Aero Maintenance - Line and Base Aircrdfaintenance; Structural Monitoring
Systems - Structural Vacuum Monitoring and InspectiTAROM - Aircraft Maintenance
and Services; TMW - Aircraft Engine and Airframe rfjmonent Maintenance 23).
Hydraulic seals and services are also used forafindarge-scale maintenance of existing
process plants and infrastructure works or constmicof new ones (Business Jets,
HeIicopggrs, Regional Jets, Turboprop Aircraft,i§inéers, Long Haul Passenger Jets, Space
Craft ...

* Distributor: There are two kinds of distributors: (i) Localatke for market that is not
covered by suppliers own branches; (ii) Nationatridbutors export the hydraulic seals to area
that is not covered by the suppliers’ branches.ayp@n increasing number of distributors

2 http://en.wikipedia.org/wiki/Original_equipment_msacturer

2 http://findarticles.com/p/articles/mi_hb3078/is 0B04/ai_n18807236
2 hitp://lwww.airshow.ru/expo/19/list.htm

2 http://www.aerospace-technology.com/contractorsiteaance/

2 http://www.aerospace-technology.com/projects/
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and wholesalers appear on the Asian market in engepuntries (china, Indonesia, Hong
Kong and India) whereas export markets are stitealed toward the Western world,
North/South America and Western/Eastern Eur6pgCANON Hydraulic Pumps And
Machines Trd; Bulbos Geny; Shinak Hydraulics; Shainsoda general trading & cont. co.;
Executive trading services 29).

Customer types
Customer OEM MRO Distributors
segments
Relationship B2BE
Profile International corporations, global/large sized companies
Originally from Europe
Geographic areas and US but outsourcing Europe & US Mostly Asia

to Asia ...

Flexibility in product's Reliability & quality of

features the product Cost attractive deviece

Specific need

Increasing need of
maintenance and
Emerging industries increasing need of Asia development
specific maintenance on
customized products

Potential demand
growth

To sum up, main customers of the gasket and sealssiry belong to international
corporations and large industries and they areepsibnal customers (B2B businesses).
Hydraulic seals customers are all related to ermging, suppliers try to sell the hydraulic
seals to as many as possible end users by dividangustomer groups clearly and expand its
customer base, such as supply more service to #wetam market or go into new market.
Potential customers refer to every emerging brarfichdustries

2.1.5. Market size (actual, penetration, potential)

The gasket & seals industry is divided into cleadgntified geographical clusters. Most
relevant are the US, Japan and the Western Europaekets.

The US Gasket, Packing, and Sealing Device Manufiact Industry’s revenue for the year
2007 was approximately $6.6 billion, with an estieaagross profit of 32%’ In comparison,

total European market for the similar product (gdsk& seals, and other types of sealing
devices) is estimated to be worth approximatelyf’he US market, in other words about
$3.3 billion. It is sometimes unclear whether Jagsanor European market follows the US'’s.
However, Japan gasket & seals industry can be ahto be situated between $3.0 & $3.5

% http://www.alibaba.com/showroom/O_Rings_Distribistbtml
% http://gulfbusiness.tradeholding.com/default.agfian/viewcompanies/buyers-importers-distributofsings/
2" http://www.marketresearch.com/map/prod/1653710.html
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billion. Together, US, Japan and Western Europe usindor 70% of global market of
hydraulic seals and represent current markgts.

Next to those long established markets, growin@sauch as Asia and especially China
represent an enormous and fast coming market patefthe enormous increase in
manufacturing industries stemming from this aregregents a potential market
approximating in size and sales the US-AmericaBst until now, China’s market only
accounts for less than 10% of the worldwide market.

Remaining 20% of the total market of gaskets analssare divided between Eastern
European countries (estimated to be a bit less @) which offer both penetration
opportunity and attractive growth potential, andhest emerging industries in Asia and
Oceania such as India, Taiwan, and Thailand, Sorgaptc. Additional markets should be
considered especially in Latin & Central Americal a&ifrica but they currently only account
for about 5% of worldwide gasket & seals industry.

Based on those estimations, we estimate the tetskey & seals industry worldwide to

approximate US$20 billion with a clear trend towasgpansion (in terms of geography and
sales volumes). To sum up, please refer to thevimtig graph.

Current market size and estimations

Global actual market = US$20 billion ! Penetration market =
: US$5 to 8 billion

Potential market :
{ US$5 to 10 billion
5% : |

Eastern Europei
ous :

i
|
10% :
i
33% i
W Japan |
18% B Westem Europe !
O Asia :
‘ . :
:
:
:
:
L

B Eastem Europe
B Others

China

17% 17%

As additional information, the gasket & seals manepresents a strong example for global
sourcing supply market. Relying only the marketiezanland figures, stating that import was
valued at $2 billion US dollars from 102 countraex the industry also exported $1.9 billion
US dollars worth of merchandise to 164 countries,can consider that mostly every country
and most industries are involved in this specifarket as part of the supply chain.

2.1.6. Demand situation (initial, replacement, addional, potential)

Hydraulic seals and O-rings customers are profaatsoof the industry and targeted groups
belonging to B2B sectors. The global demand forrawtic seals (O-rings) is dependent on
the demand and sales in “end-users” markets andbeadescribed as relatively stable
regarding the aftermarket for industry products.

Patented in 1937 by Niels ChristenSerD-rings have been first introduced in the market
during the Second World War. The device was comsti® be “critical war-related”, and the

%8 http://www.economist.com/countries/USA/profile. &falder=Profile-Forecast
29 http://en.wikipedia.org/wiki/Niels_Christensen
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US government over-passed related patent rights esmadbled companies to manufacture
regardless from intellectual propeffy? In fact, initial demandfor seals stemmed from the
war industry (just as many other innovations) ahé product was used in military
applications:? Gradually, O-rings found a place in the industhgtiraulic sector and later
replacemenfollowed in other public and private automotivedanachinery branches of the
industry and continued to develop over all emergmdustries to build up thadditional
demand. Today potentialdemand is oriented toward geographically new itrdalssectors
(especially China), which represent new potentiastemers having as well increasing
potential needs.

With about $2.03 billion demand US Demand evolution (80s’-2008)
the mid-80s market “shake-odt" .
situation  provided favourable 73 il
conditions for industry further 7y y /1'(‘ ’
developments. During the last tw ¢} i 1°

F.3
decades (90s up to now), th5

demand for gaskets and see
knew a regular growth whick ¢t
continued to increase into th ;]
early 2000s. After a slight declin
from $5.41 billion to $5.37 billion *|
between 1998 and  199¢1t
shipments of gaskets and see, : : : :
grew to a record $6.09 billion ir  mess 200 203 208 2010
2000. 3 Considering the

continuing growth ($7.3 billion in 2083, US demand for gasket & seal- which can be
benchmarked for global demand forecast — is expecteeach $8.6 billion in 2068 and to
maintain a 4.3% annual growth rate. Latest foreaashcrease up to $9.1 billion demand for
201C". To sum up, you can refer to the graph showingrémed of demand evolution on the
US gasket and seals market.

=1 US shipment ($billion)
==§==Demand & Expected demand

The successes in this sector have lead to inciggggiemanding expectations of the demand:
additional product offering thanks to wider and gkgeranges of products as well as special
“pack offers” and higher flexibility in productiomevised technologies and extended product
application (... and more specific requirements suash “one stop shop” distribution
possibility’®) represent minimum competitive advantages to ®etde the current market
conditions.*® To sum up the demand is gaining increasing infleesver the gasket and seal
industr%/0 in areas such as product development, yotamh processes, marketing, and
pricing.

30 http://www.oringsusa.com/html/history_of o-ringsih

3L http://en.wikipedia.org/wiki/O-ring

%2 http://www.hydraulicspneumatics.com/200/Issue/AeiiFalse/6562/Issue

3 http://university-essays.tripod.com/industry_lifete.html

3 http://www.referenceforbusiness.com/industriestfareMiscellaneous-Plastics/Gaskets-Packing-Sealing-
Devices.html

% http://linkinghub.elsevier.com/retrieve/pii/S135®900887668

% http://www.isd.org/pdffisdinsiderwinter05

37 http://www.mindbranch.com/catalog/print_productgegsp?code=R154-1657
38 http://www.wye-valley.co.uk/news_o_ring.htm

%9 http://www.hydraulicspneumatics.com/200/Issue/AeiiFalse/6562/Issue

0 See reference 2

/170 24



IDM VH2 ES03, May 2008 Karolina Deptula 520287
Team 1 Clio Beraldin 519722
Amat Ros Y Hildebrand 521443

“The continued shift in demand toward better-perimg products will have a mixed impact

on long term growth, since the higher prices thpsmlucts command is offset by their
extended useful lives. (...) Motor vehicles will ramdhe largest market for gaskets and
seals, due to the wide range of under-hood and bedlng applications in vehicles. Demand
for gaskets and seals in motor vehicles will risecinmore rapidly than between 1998 and
2003, although at a rate below the overall marKéte industrial machinery market is

expected to see the most rapid growth in demaraugir 2008, rising 6.4 percent annually
from a weak 2003 basé

2.1.7. Segments (typology, criteria, size, geograph

Because of the wideness of the industr . .
targeted, it is necessary to have a segmerGeOI'aphlc segmentation of

approach of the gaskets and seals market. | . T .
approach might be demand segmentation productlon and distibution
parallel with product/offer segmentatior

which can itself adopt different forms i

accordance to the internal strategy of ee Ty ——

actor. However, it follows industrial marke . No
segmentatio‘ﬁ (as opposed to consume  middle East £

market segmentation) in terms of dema

(B2B) and focuses especially on geograpl

rth America

and behavioural segmentation of tf

demand®. Considering the numerous potenti  Asia-Pacific
customers and their differences, a Top-doy

approach is required.

Canada

Japan

Most common  segmentation  follow Europe

geographical criteria: market size, industiy

intensity, end-users dynamic markets, and produetuirements (climate>hot/cold
temperatures).

Following geographical segments should be considéterth America (US), Canada, Japan,
Europe (France, Germany, ltaly, United Kingdom, iBp&ussia, rest of Europe), Asia-
Pacific, Middle East, and Latin Americ4.

Another possible demand segmentation remains bgeeiing the product’s features and
characteristics: national/industry/sector standdqB&S 1806 England; DIN 3771 Germany;
SMS 1586 Sweden ; AFNOR 47501; France JIS B24qigrJ#éSO 3601-1 International ...),
product size (thousands of sizes available —stasdand customized®®, product (raw)

material (type of elastomer, rubber, Buna-N (N&iNBR), Viton® (Fluorocarbon), Silicone,
Chemraz®, EPDM / EPR, Kalrez®, Encapsulated (FEP P&A), Teflon® (PTFE),

Neoprene®, Fluorosilicone, Urethane, AFLAS®,*®#) and sealing application type (Static

L http://www.isd.org/pdf/isdinsiderwinter05

“2 http://en.wikipedia.org/wiki/Market_segment

3 See reference 8

* http://www.the-infoshop.com/study/go15238_hydrauioc.html

5 http://www.superseal.hu/al/catalogs/busak+shartaizwy. pdf (p. 48 to 117 / 138)
“5 http://www.eriks.be/fileadmin/eriks.be/documere#idfs/254106_1.pdf

" http://www.superiorseals.com/orings.asp
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Seals, Reciprocating Seals, Oscillating Seals, fRd&eals, Seat Seals, Pneumatic Seals,
Vacuum Seals, Cushion Installation, Crush InstaifatRod Wiper Installatiot).

— Product segmentation

v
h 4

Norms & standards BS 1806; DIN 3771, SMS 1586 ; AFNOR 47501...

More than 300 000 references

Y

Product size

h 4

¥

Product material Elastomer, Buna-N , Fluorocarbon, Silicone ...

v

h 4

v

Sealing application type Static, Reciprocating, Oscillating ...

But this type of segmentation is hardly quantifealZind so difficult to estimate and to
establish a strategy for. The type of product does enable effective demand/product
segmentation.

Anyway, a more affective way of segmenting the dednaould be to run a sector oriented
approach of the customers. Relying on the overwi@vhave now acquired on the market,
and information taken from different companies lilstsector, it is possible to build an
industrial segmentation of the demand accordirentbusers markets.

Three of them account for more than 90% of totahaed — transportation equipment,
industrial equipment and machinery, and electrszplipment —. Sales to original equipment
manufacturers (OEMSs) represent 40% of revenue #ednraarket sales an additional 60%.
Transportation equipment, including automobilesthis largest OEM customer, accounting
for 40 percent of total sale¥.

Other industries concerned are: Mobile HydraulicmPonents; Aerospace and Defense;
Earthmoving and Construction Industry ; Automoti@ector/Transportation Equipment;
Industrial Machinery Sector; Farm Machinery Sec@it;and Mining Sector; Marine Sector;
Materials Handling Systems; Original Equipment Miacturers; Replacement; Rubber Anti-
Vibration Mounts; Sound Insulation; Window FrameRoofing Systems; Off-Road
Equipment; Appliances & Household Products; CompéteOffice Equipment, chemical
processing; Pharma&food; Semiconductor (>°§*>2

In China for example, engineering machinery industpresents the most important industry
consumer of the gasket and seals market takingapyn1/4 of total demartd.

“8 http://www.gulfcoastseal.com/downloads/ord5700.pdf

“9 http://www.referenceforbusiness.com/industriestarbMiscellaneous-Plastics/Gaskets-Packing-Sealing-
Devices.html

*0 http://www.eriks.be/fileadmin/eriks.be/documere#tidfs/254143. pdf

z; http://www.the-infoshop.com/study/go15238_hydrauioc.html

http://www.marketresearch.com/product/display.asp@pctid=1467601&xs=r&g=1&curr=USD&kw=_&view
%3 http://www.marketresearch.com/map/prod/1653710.htm
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End-users segmentation

10%

O Transportation equipment Transpartation

! : . equipment; 30%
O Industial equipment & machinery ‘
O Electrical equipment
OOthers . .
Electrical equipment;
30%

Industial equipment &

E.g. China focus machinery; 30%

End-users demand segmentation

in China
25%

B Engineering
machinery
industry

O Rest

2.1.8. Market Growth®*

The hydraulic equipment market is influenced by tbowing key factors: by maturing
markets, advancement of technology, high volumeclmses by OEMs and pressurized
margins.

The global market for hydraulic equipment is prtgelcto cross US$ 8 billion by 2010.
United States is the largest market worldwide, tvam estimated US$12.5 billion in 2007.
Europe is the second largest regional market fabbly Japan at third position. Collectively,
US, Japan and Europe account for about 70 peréehe @lobal hydraulic equipment market
as stated by Global Industry Analysts, Inc. Thebglaand regional markets are expected to
grow at CAGRs ranging between 3% and 7%. Asia ekatuJapan is the fastest growing
market at a CAGR of 6.9% through 2010. The USA wit stay for long the market leader
because China is following immediately. China’sremoy is steadily growing. China's GDP
growth is forecasted to slow down but will remammpressive easing from 11.4% in 2007 to
9.9% in 2008 to 8.4 % in 20F2.In comparison the USA GDP will slow in 2008 to %2
from an estimated 1.8% in 2007. But growth willaeer in 2009. *° Hydraulic pumps and
motors market is the largest segment with salesnatd at US$11.9 billion in 2007.
Hydraulic cylinders market is projected to recor@AGR of 6.2% through 2010. Hydraulic
valves which represent the second largest segnseexpected to reach US$ 13.1 billion by
2010. The US gasket & seal demand has grown ipdReyears steadily.

> http://www.prweb.com/pdfdownload/540585/pr.pdf
5 http://www.economist.com/countries/China/profifea@folder=Profile%2DEconomic%20Data
*° http://www.economist.com/countries/USA/profile. &falder=Profile-Forecast
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US Gasket & Seal Demand US demand for gaskets and seals, is

o expected to increase 5.0 percent annually

(including price increases) to $8.6 billion
5000 in 2008.Gains will accelerate from rates
// achieved between 1998 and 2003, largely
o 4000 g—— due to an improved outlook for many
o types of industrial machinery and
§ 3000 ././/. :EZ;ZEtS electrical/electronic equipment that utilize
S s gaskets and seals. Increases in motor
£ vehicle production, while not as dramatic,
1000 will also help drive growth, particularly
since motor vehicles account for nearly
0 | half the gasket and seal markéfThe
L w08 e global marketplace is fragmented and
Time (in years) characterized by several well-established

players as well as small niche players.
Market participants include Freudenberg-NOK, Niarffieals Inc. and Trelleborg Sealing
Solutions and others®

2.1.9. Trends

Market

The size of the hydraulic equipment industry isited to the development of the industrial
output. The labour intensive industries relocateotber parts of the world. Demand in
developing countries is growing, while in mature rkeés demand arises mostly from
replacement parts and accessories sector. Thetipduentinues to trend towards higher
concentration of market players with full-line méaeturing by a single supplier becoming
the norm.

Technology

The trends in the hydraulic sealing industry tedbgy are: (i) Further development of
material properties — resulting in longer prodifet, (i) Offering of Systems instead of only a
single seal; (iii) Further development of manufaicty machines — to be able to customize the
seals. Further development of material propertissially seals were especially designed for
either water or mineral oils. But in the hydraueal industry a material was found that can
resist both water and mineral oifsThe company Smirit developed this substance. \tHith
new attributes the seals can be used in more tistrope domain. Further more the material
out of which the seals consist is becoming morerante improved. The seals are becoming
more heat resistant and they tolerate more pres3ine improvements result in a longer
product life. Offering of Systems instead of onlgeoseal: Companies offer a complete
System — and not only a single seal. CompaniesTlieleborg Sealing Solution try to find
solutions for the problems of their customers. Bat just for a single customer but for a
general problem with which every hydraulic cylindsrfaced.®® Further development of
manufacturing machines: New computer numeric comrachines are becoming developed

> http://www.isd.org/pdf/isdinsiderwinter05

http://www.globalspec.com/FeaturedProducts/SearshlRe? Criteria=Hydraulic%20Seals%20and%20Pneuma
ticko20Seals&advancedsearch=0&and=0&timeframe=0&jfl&aeealist=&StartRow=21
*http://www.globalspec.com/FeaturedProducts/DetailfBDivisionofFreudenbergNOK/Disogrin_7695_and_9
250 for_Fluid_Power_Seals_/54475/0?fromSpotlightgdi@FromBricklet=1&fromAreald=2492

%0 http://www.tss.trelleborg.com/infwww/en/news-pressvs/News-details_2859.jsp
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to be able to fulfil customer needs and wishesfagtor example machines that are able to
produce customized seal design up to 2.5 méters.

To sum up the trend in the hydraulic seal industiipwards further development of materials
and machines and towards offering a solution imstdanly a single product.

2.1.10. Critical success factors

In order to survive in this maturing and high comitpee market, it is important to understand
the critical success factors. Critical successofacare also called key success factors and
substantial to know for successful penetration wiaaket.

As D. Aaker points off, there are two major categories of key succes®rgcstrategic
necessities and strategic strengths. Necessitietdmstantly form advantages even so it is
in this particular market a requirement to haveh& company wants to be successful. Thus,
others may also have it. Lacking it would be a taftgal weakness and could finally result in
losses, hence withdrawn of the market. On the dthed, the strategic strengths can be assets
or competencies which build an advantage regaralingr competitors.

Strategic Necessities

In the regarding market of hydraulic seals, onedsee have a flexible production proc¥ss
Standard O-Rings lack differentiation and are cquoeatly unattractive for customers who
have specific needs.

A high potential R&D department and therefore sidint research facilities are needed. Even
if end-producing e.g. O-rings is rather simplesijust the top of the iceberg. One has to be
able to predict more accurately potential failufglastomer) before they occur (in relation to

sealing failures caused by temperatures chafjgby seeking seal-life prediction analysis

know-how.®

A third critical strategic necessity would be athggrvice level and sufficient stocks. Both are
assets and competencies which are in this markstantial. Due to the width and the depth
of product range and references, managing invessoto balance storage costs and
availability is a crucial competence. In other tsrndeliver better service and better
technology at lower cost®

Strategic Strengths

Innovation — what seems to be crucial in most itdairanches, also counts for our market.
Innovation is the key to new markets or simplifibé possibility to do something in a way,

which has not existed before. For our specific ragrthis would mean for example to create
new materials, which could stand higher temperat{peoduct innovation). Other possibility

is a new kind of service which is unique and thamefcreates high value regarding auxiliary
use (service innovation).

®1 http://simritna.com/news/article.asp?ArticleNbr22200714281849

®2D.A. AAKER, Strategic Market Management, Wiley (20

%3 http://www.wye-valley.co.uk/news_o_ring.htm

% http://query.nytimes.com/gst/fullpage.html?res=BEBDA1238F937A15751C0A961948260
% http://www.hydraulicspneumatics.com/200/Issue/AeiiFalse/6562/Issue

% http://en.allexperts.com/q/Rubber-2470/Hi-Davidking.htm
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Another strategic strength results out of one ef tfentioned necessity. A production line
which is easy adaptable to different kinds of padurequires a high level of engineer
expertise, thus it might need high investmentsyolfi are the only one on the market who
provides these kinds of assets, it forms a stratetyjength and will therefore most likely
result in a substantial competitive advantage.

2.1.11. Additional issues

The first aspect to be considered refers to themal up-coming developments in the
gaskets & seals industry. “Seal materials candmepounded to enhance specific engineering
properties for specific applications.” R&D in magdr (envelope) area provide with
sustainable competitive advantage and increasede vaf the device. Polymer area for
example has been researched for the past few ye@rsdeveloped into a more than 20
engineering polymer range available tod¥ylt gives brief overview of potential strategies
that are the most likely to be followed in the nfew years.

The second aspect is related to informative souocethe gasket and seals industry. Two
professional organizations are associated with ghsket and seal market: ((pasket
Fabricators Associatior gasket cutters and industry suppliers who cargether to discuss
problems within the industry and to develop possibblutions to those problems. The
organization also develops industry standards &2/yechnical handbook as well as a
guarterly newsletter). (iilFluid Sealing Associatios international trade association (mostly
US) which aims at "serving as the point for worldeviefforts to improve the manufacturer's
understanding and application of fluid sealing desi and to promote a safe, clean
environment."®

2.2 Customer analysis

In the gasket & seals industry, 90% of total demeafdrs to three markets: transportation
equipment, industrial equipment and machinery, atettrical equipment. Within those
customers, OEMs account for 40% of total revenubereas aftermarket sales build an
additional 60%. Transportation equipment, includiagtomobiles, is the largest OEM
customer, accounting for 40 percent of total s3les.

Gasket & Seals demand
10%

O Trans portation Equipment
30%
O Industrial Equiptment & Machinery
30%
O Electrical Equipment

B Others
30%

®7 http://www.hydraulicspneumatics.com/200/Issue/AeiiFalse/6562/Issue

®8 http://www.referenceforbusiness.com/industriestiarbMiscellaneous-Plastics/Gaskets-Packing-Sealing-
Devices.html

% http://www.referenceforbusiness.com/industriestfarbMiscellaneous-Plastics/Gaskets-Packing-Sealing-
Devices.html
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Gasket & Seals sales reverme OEM sales revenue

40%

u OEM O Aftermarket B Transportation O Others

60%

2.1.1. Characteristics

Transportation EquipmeniTransportation Equipment refers to manufacturersqfipment
for transportation of passengers and cargo by laimdind water. It includes motor vehicles,
aircraft, missiles, space vehicles, ships, boatslyoad equipment and others such as
motorcycles and snowmobiléSWorldwide relevant companies are Ford Motor cdstam,
General Motors, Super Steel, New Venture Gear, Cimsimc., Bombardier, Delphi, Borg-
Warner, Valeo and Orion BUS. Most of those companies are old large-sized public
companies operating in oligopolistic markets. Thera clear predominance of for long time
founded US companies in the automotive industrye Tdrgest share of them represents
public companies quoted on stock-exchange markets.

Industrial Equipment & Machineryindustrial Equipment & Machinery refers to farmda
construction machinery, manufacturing machinerytatmerking machinery, commercial
machinery, and general machinery such as engindspamps. It also includes heavy
machinery such as bulldozers, dredging machinegayers, self-propelled back fillers,
backhoes, aggregate spreaders, construction pkwgspower shovels, as well as forestry
equipment? While some products, such as tractors or heaeesfinished products, others,
like motors, are components used in further pradoctand some, like textile looms, are
custom-designed for a particular manufacturing @ss€ World leaders are Caterpillar,
Komatsu and Deer & Company which alone represeoutali/3 of the total industrial
equipment and machinery industry worldwideAgain most of them stem from the US and
they are quoted on stock-exchange.

Electrical Equipment Electrical Equipment refers to power, distribati@and specialty
transformers, switchgear, motors and generatorsrahcbtrial control$> Current main actors
are Alstom, Schneider Electric, General Electrign&ns and for short founded ABB Asea
Brown Bovery.

To sum up, major customers worldwide can be divioked three industries, but still have
many things in common. Please refer to the follgaable.

O http://www.census.gov/epcd/ec97sic/def/D37. TXT

" http://www.nylovesbiz.com/NYS_Home_To_Businesstisitly Clusters/transportation.asp

2 http://www.referenceforbusiness.com/industries/Maery-Computer-Equipment/Construction-Machinery-
Equipment.html

73 http://www.marketresearch.com/product/display. psp@uctid=1681166&xs=r

" http://www.referenceforbusiness.com/industries/Maery-Computer-Equipment/Construction-Machinery-
Equipment.html

"> http:/ffindarticles.com/p/articles/mi_m3617/is_P9%nnual/ai_14259798
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4

y

bl Leadmg Industry Country Foundation Okl Revenue
comianles form
Ford Motor Automotive USA 1903 Public | US$179.3 billion (200
ompany
Power generation ang
Alstom rail transport France 1928 Public €14.208 billion (2007
manufacturing
Bombardier Aerospace & Railways Canada 1942 PublidJS$14.7 billion (2006)
Valeo Automotive France 1923 Publig €9.8 hilli@®02)
General Motors Automotive USA 1908 Publig US$18lidri (2007)
Orion Bus Bus building USA & 1975 Private
Canada
Cummins Inc. Diversified machinery USA 1919 Public US$11.4 billion (2006)
Borg-Warner Automotive parts USA 1880/1928 Public  S$4.3 billion (2005)
Mostly US old
Characteristics Domm:_:mC(_a of the |and generally founded Most_ly Large-sized / global
automotive industry Western . Public companies
. companies
companies
Caterpillar Inc. Heavy Equipment USA 1925 Publi¢ US$4(42.88%b|II|on
Komatsu . . .
International Ltd. Heavy Machinery Japan 1917 Publig US$13.41 bil{@e05)
Deer & Company Heavy Equipment USA 1868 Public US$2(42.(())(E)3%b|II|on
Mostlv industrial old Estimated to be
Characteristics | o> Y - Mostly US | founded | Public US$300 billion
eavy equipment . )
companies worldwide
Electricity &
Schneider electrig automation France 1836 Public US$14.6 billion (200
management
Power generation and
Alstom rail transport France 1928 Public €14.208 billion (2007
manufacturing
General Electric Conglomerate USA 1878 Public US$1?§’636% billion
Siemens Conglomerate Germany 1847 Public €87.35nh{2006)
ABB Asea Brown| Power technology & | Switzerland . -
Boveri industrial automation| (& Sweden) 1988 Public US$24.4 billion (2006
Old
Most] founded
. Automation y companies| Mostly Large-sized / global
Characteristics . Western . ;
dominance : (mostly Public companies
companies
XIX
century)
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Traditionally related
to people
transportation and Public, | Oligopolistic markets:
industrial equipment Originally large few very big actors
- Us & » ; ;
Common (plants) but switch to Western traditional sized dominate the markets
Characteristics more complex Euronean & Old companies but lately emergence of
industries through pee founded | quoted on| ventures and alliance
: companies .
technological companies| stock- to balance old
development exchange| established structures

(aerospace and electri
improvements)

The gasket & seals industry customers are predarttyneery powerful companies not only
in their own industry but also in the world econorfifieir activity is crucial and determining
in the world’s transportation and industries whigpiarantees their power. In this context,
those customers are very demanding to their supplie terms of quality, consistency,

reliability and delays.

2.1.2. Requirements

O-rings are used as sealing devices in the diffeggres of industries previously mentioned,
which means that customers’ requirements are giffimiaall types of industry.

= +

+

Product

Quality

Reliability

Technical capacity

Large & deep range

Availability

Flexibility

Customization

Maintenance and after sale service

XXX XXX [X | X |+

Place

Location

Lead time

x

Promotion

Product image

Brand image

Corporate image

Price

Selling price

Promotions & discounts

Loyalty rewards

Physical evidence

Packaging

Internet

Signage

Process

Transparency

Security

Performance

People

Relationships

Loyalty

X

Nevertheless, the most important criterion for ¢istomers are related first to the quality of
the product (security and reliability), then to tHexibility of the product (in terms of
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adaptability, range and customization) and finallyferms of delivery time (in relation with
today’s customers’ markets requirements).

Due to the use of O-ring as sealing devices, tiwra crucial importance placed on the
perception of safety and reliability, especiallyidwing the O-ring failure on Challengét.
Not meeting minimum quality requirements could l¢éadiramatic consequences. Therefore,
the brand image (history ...) and related reliabiltylecisive in the decision-making process
of the customers.

Moreover, from the adaptability of the device wikpend the associated performance and
level of security. That’s why ranges (in terms zies material, colour ...) and customization
also belong to the minimum requirements that custsmare seeking. In addition, the
flexibility of the product provides the customerstiwlong term solutions and constant
improvement possibilities of his activity, whichntis through the high service level to
enhance customer loyalty.

To sum up, O-ring customers require excellent ggalnd product reliability, high flexibility
and short lead tim&. Those represent the minimum requirements in theside making
process.

2.2.3. Buying behaviour

Different from the common needs of each type oftausr, the buying behaviour will be

more influenced by the customer’s use of the sgalievice than by the product’s features
themselves. In other words, when fulfilling all nmum requirements, customers will focus
on surrounding services and context most adapt#étetospecific needs.

Specific needs differ from OEM, MRO and distribwt6t The buying behaviour of the
customers refers to the process of decision-maHihis process in contrast to the behaviour
of the customers is mostly similar for each typewastomer except as regard to the original
need.

Recognized O-ring need |  Differs from OEM, MRO and distributors due to different
(hydraulic sealing need) strategic motivations
v
Search of supplier — Only few large actors dominate the market
v
Evaluation of available |  Differentiated oligopoly: service, image, consistency,
options loyalty reward, integrated supply chain
.
O-ring purchase
.
Post-purchase behaviors — If expectations are met = loyalty, if not switch to competitor

The typical decision making process described is thible is strongly dependent from the
original need of each type of customer. This isré@son why buying behaviours differ from
one customer type to another.

78 http://www.fas.org/spp/51L.html
" http://www.oringswest.com/ & http://www.ableoringsm/ & http://deshmukhrubber.com/product.htm
8 Refer to 2.1.4.Type of customers in part 2.1.Ehdkanalysis
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EXTERNAL FACTORS

-Groups: strategy within a
corporation can influence the
choice of supplier (country of
origin can be associated with
reliability)

-Situation: especially
geographical situation to
decrease lead times

INTERNAL FACTORS

-Perceptual: Image and history
of the finm and relationship is
determinant

-Attitude: Because of the nature
of the market, long lasting
relationships are predominant
-Knowledge: customers have a
complete knowledge of O-rings

MARKETING

-Product quality & reliability
belong to minimum
requirements

-Price should be adapted to
order volume and discounts
made against loyalty

-Place is relatively important in
terms of lead time

-B2B so relatively low relevance
of promotion but brand /
corporate image can be decisive

OEM MRO Distrib.
Marketing + - ++
Internal factors ++ + +
External factors 4 + ++

To sum up, customers buying behaviour mainly depdnaim their specific needs. OEM
customers are more likely to focus on long lastielgtionships, as opposed to distributors
who will seek low prices and big volumes. In cost®RO tend to emphasize the flexibility
of the product as well as personalized brandingalch case, the decision making seems to be
associated to “Major Re-Purchase” behaviGur.

2.2.4. Buying roles

The purchase of O-ring, in other terms the use ealiisg technology for the described

customers implies many responsibilities due to riature of the device and its use. This
means that purchaser do have an important role wiaking the decision that could have

consequences if it is not think enough. The questaised here refers to the understanding
and the awareness of the customer of this roleymiy O-rings.

Considering the norms and security/quality requeets for this product, it seems that the
buying role of all the customers is clearly undaeost and those product choices are carefully
studied. Even though it also seems that this aveasems quite new and follows different

failures that occurred in the last 50 years. We ttemefore assume, that purchasing roles
understanding are being structured over the yeaus,probably more awareness could help
decrease O-ring failures due to bad use or nontedapodel.

In terms of sales parties, the power seems to belothe seller of the device because first, it
is a necessary items in many industries and manu&s are the one able to customize the
product. The balance of the power between the asehand the buyer only reverse in case
of bad publicity such as O-ring failure in the méaturer history.

9 http://www.knowthis.com/tutorials/principles-of-m@ting/consumer-buying-behavior/types-of-purchase-
decisions.htm
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2.2.5. Buying patterns (usages, frequency)

OEM

Those customers are using O-rings as integrated pfra manufactured product
(transportation ...). As the production is a contimsigprocess, demand coming from OEM
should be regular in terms of time. The deliverypwstd be organized according to the
forecasted volume of production. On the other hasdyroduction forecast should be done for
a limited time depending on the industry conceractraft: from 5 to 15 year; automotive:
from 1 to 2 years; ...), there is a relative cycéeision of order specific to each customer.

MRO

Those customers are using O-rings as part of tiveceghey offer to their customer. It means
that buying frequency is more random. As they ass possible to forecast their needs, they
are more likely to order less quantity accordingpecific activities.

Distributors
Those customers are selling sealing devices theasdh this case, orders are made in large
volumes and with regularity (once a month for exenprhe volumes always depend on re-
selling forecasts of distributors according to tltksmand.

2.2.6. Key customer motivators (KCM)

Considering general KCM, it is possible to provide following table:

- - - = + + +
* Pre-and post-sales effectiveness X
 Ease of doing business X
 Product quality X
* Overall reliability X
 Performance in selected areas X

The first obvious KCM refers to the unavoidable che¥ sealing device. As part of the
production process, purchase is above all a neégessi

The second KCM refers to the expressed desireenttistomer to build (OEM), provide its
customers with (MRO) or distribute (distributorg)am optimum safety level. This belongs
mainly to the strategic behavior of the companycdmpany following a cost leadership
strategy is less likely to purchase high qualityalisg devices than those seeking
differentiation and security.

The last main KCM to identify is the desire of tbestomer to optimize the usage of the
sealing device through better adapted product festult refers in this case to product
flexibility and customization/innovation possibylit

Regarding now KCM according to customer type, anoviging the previous statements

made in 2.2.3.buying behavior, it is possible talgre specific most important KCM for each
type of customer.
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OEM MRO Distributors
Availability and short lead Product range and price
Product reliability and | time (consistency for own (best product for Iowest'
KCM flexibility (0% defect rate| clients) and adaptability of fice and large & dee
and security image) product (specific P 9 P
customers’ needs) ranges)

1%

2.2.7. Seasonality and cyclicality — not applicable
2.2.8. Brand/Corporate awareness and brand/corporatloyalty

As previously stated, product features, involvingldy, reliability, consistency are minimum
requirements to the purchase decision. It meartstiieafinal decision should depend from
some other factor. Corporate as well as brand angasecan be considered as relevant factors
contributing to the supplier choice and loyalty.

Because of the oligopolistic market, corporate awass in B2B relationships (for customers)
and brand awareness (for the end buyer) are vemerbol in the gasket and seals industry.
Long established companies benefit from a stronggemin terms of quality and reliability.
Moreover, they are more likely to provide high leaad flexible associated services due to
their experience. On the other hand those few sengphave many similarities and seeking
for differentiation is very complex and requiresgtnilevels of investments. Therefore
competitiveness is rude and customers are likefyutosuppliers under pressure by switching
from one supplier to the other according to progidpportunities. This means that loyalty is
likely to be high if suppliers keep constantly ®¥®customers’ satisfaction level.

2.2.9. Additional issues

As it has been stated throughout the customer sisalgpng lasting relationship with suppliers

represent a determinant factor in the purchasinggss. As it will be explained in further

analysis, most of the established suppliers are folshded companies operating in

differentiated oligopolistic markets. This last ebgtion points out the fact that because of
this particular structure of the industry, switch supplier are less likely to happen.

Nevertheless, it also implies that in case of failof the sealing device, it will be very

difficult to reverse the negative publicity.

2.3. Competitor Analysis
2.3.1. Competitive Levels

Starting the industry wide competitor analysis, sheuld have a look on the several different
competitive levels of competition. As seen befarethe customer analysis, specific needs
differ regarding the importance for the customé@snsequently, on the manufacturer side, it
is important to know, which are major areas to fodu order to compete. The generic
guestion of where does ERIKS compete with othemsbeaanswered with:

* Product qualityWhich quality does the product have?

* Product differentiationMass-production or tailor-made?

* Brand recognitionts the company known widely?

* Market shareWhere does the company stand regarding my comgs&tito

» Service qualityWhat services are offered as auxiliary productroaddition?
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* Financial capabilityHow easy can the company react on crucial develogsfie
* AdvertisementHow is the company or the product promoted?

Many more could be mentioned here. Even so, nobfathem play the same role in this
particular market. A ranking of levels will alreadljow generic and substantial factors for the
competition.

Product quality
Product differentiation
Service quality
Financial capability
Iarket share

e Brand recognition
- G

As seen in the graph and in previous parts (se.p.2nost important is product quality,
because customers in seals markets rely heavitfuoability and constant performance. Even
so, the seal itself will never build the centretloé customer’s products; it is the other way
around. Thus, product differentiation is almosinagortant as the product quality itself.

Nevertheless, the seals and gasket market is ketifght upon. Competing companies
measure as third crucial competitive level theiviee quality. It has been obvious, that
customers prefer the competitor, if their produats surrounded by a convincing service.
This service could include installation, maintergrdisposing etc.

2.3.2 Concentration of strategic groups

A competitive group is a group of firms, that: @Gyer time pursue similar competitive
strategies; (i) have similar characteristics) iiave similar assets and competerifies

One widespread similarity throughout the indussryhie fact, that major competitors position
themselves as global brands, which control sewenalll suppliers which used to have strong
brand recognition in their particular domestic nedrlAfter some time, those small companies
have been taken over by today's main players in rierket. So this is where the
concentration of strategic groups is seen first.

Secondly, as we will also see it later in the rgporost competitors offer a wide range of
industrial supply in several parts of industry. Daeheir strategy to be a A-supplier, meaning
covering a high percentage of total company suplyide spread portfolio is needed.

Despite some niche competitors, most of the mampstitors, as we will se later, show
similarities. Even though, due to there differeottfolios, one goes more into automotive, the
other concentrates on industrial machinery, assetcompetencies differ.

2.3.3 Competitive behaviour

8D. AAKER, Strategic Market Management, 2007
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Speaking about industrial contracts, it is widghyesd, that these deals cover huge amounts
of money and on the other hand a very valuableseor trade. Thus, every competitor looks
thoroughly after its sales. Even so, the advertesgntraffic in this market is rather small,
consequently an open battle to win the customesiehs not seen.

Nevertheless, due to the long lasting decisiongnathoosing a supplier for e.g. O-rings, a
tough competition is carried out on the enquiryele€ompanies know, when being asked to
give a reasonable proposal, their main competgaal$o asked at the same time. Hence, a
silent pricing battle could occur. To avoid thaijpganies very strongly try to convince with
by-products, such as service, warranties, logissieevices.

Differentiaion ~_________________
A i E
o i :
= : oo ;i
2 : i Existing competitive
% . | behavior
. g Sy ) IS S S
et Competitive behaviors
g on penetration markets
G
>

» Cost leadership
Relative costs

To sum up, the competitive behavior is not at atifoontative. To say it is cooperative would
be way to over-exaggerate, but still, the main @taydo not interfere hard in the competitors
area.

2.3.4. Extended Rivalry

Extended rivalry can best be described by the “Sicheompetitive forces” by M. Porfér
The basic model presents us the following:

8 M. PORTER, Syllabus 31, HES Amsterdam
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High bargaining power
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Substitute s

Rapid innovation

«

For a closer look about the specific five forceghe seals and gasket market, one should
name different forces and see how they work in plaaticular industry.

Specific example

Explanation

Companies work close to
average cost minimum, th
possibilities to compete in

pricing are limited, and thustrong. As seen before, the
aggressive competition is avoided;

companies compete on
differentiation via service.

Due to slow industry growth and g
lack of differentiation, the internal
erivalry between the main equally
balanced competitors is rather

even so, the fight for customers'
choice is high.

Special rubber material is
needed for high quality
seals, the supplier could
come up with the plan of
threatening their customer
to reach a higher price.

big investments (such as maching

providing raw materials, logistical
services etc. The possibility of prig
pressuring by the suppliers is
limited.

The premarket is rather basic. The

174

ry

etc.) are already done. Suppliers are

e

Rate of

influence
Rivalry among
existing firms +++
Bargaining
powerof +
Suppliers
Bargaining
power
of Customers e

Due to the availability of a
competitor, who sells a
product with similar
characteristics
(homogeneous), customer
will bargain with
companies.

Again, competitors try to convince
with full-service packets, to avoid
pricing discussions. Nevertheless
ghey do know that the competition
does not sleep and offers similar

products.

This is a strong force in this market.
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| An Asian competitor supported by a
S .

$trong investor could enter the
market and show substantial
competitive advantages in costs and
also better distribution throughout
emerging economies.

Instead of hydraulic crane
Threat of CATERPILLAR could use
substitute soly electrical power.

products Possibly innovation brings
up substitutes in the future

Less important, but not to
ignore. Depending on the
powers which have to be
transmitted, hydraulics
could be substituted by
electrical powers. But in

As seen before, entry barriers are
high, and to enter in this market ig
highly risky, due to well established
incumbents. Even so, as shown in
the example above, regarding

.| emerging markets, the companieg
most areas has hydraulic : .
> our market should not ignore this
power transmission proved

as extremely effective. threat.

Threats of
new entrants ++

n

2.3.5. Entry-, Exit- and Mobility Barriers

Often before, the topic of barriers in this markas occurred, last to show a possible threat of
new entrants.

Entry barriers

As shown before, incumbent companies on this mdr&ee well established and are mostly
competing among themselves. To enter only the spwsket, already requires high

investment and in addition a high level of know hdw threat competitors. So, even if a
company wants to enter in only that particular pamtry barriers are obvious.

Even more you can see high entry barriers, whentgke into account, that, as we will see
later when describing competitors portfolios, dlitlee main players in our market offer a a
broad range of products, where sealing plays retithjor role. In addition to that and as we
will see on ERIKS later, the key to be successfuhis market is to offer a wide and in depth
scope of services around your products. Today'sstrcal demand is way more than buying
solid manufactured good, which are used and aftest thrown away. Installation,
maintenance, finance, disposing, training for eiygés etc. are often additional business
parts, where competitors in this market have eistadd processes and therefore build another
entry barrier.

To sum up, entry barriers in this market are highthe one hand regarding investments to
actually being able to produce on the same level,an the other hand know how in specific
areas is substantial to a possible market entry.

Exit barriers
Regarding to D. Aak&f, exit barriers are crucial to the ability of witlaving from a market.
He names five points to specify possible exit leasri

(i) Specialized assets, representing little valoece you withdraw from that particular
market:

8 D. AAKER, Strategic Market Management, 2007
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As seen in the entry barriers discussion, to oparathis market requires high investments in
assets such as machinery and equipment. If youthatraround it is more than obvious, that
once you want to withdraw from that market, thegiom arises how to use these assets. In
our specific market, it is rather difficult to makee of it and also to get rid of it. Thus, this is
the first obvious exit barrier.

(if) Fixed costs, such as labor agreements, legt®esDue to the enormous size of incumbent
companies (as we will se later), labor or leasiogriularies of specifically the sealing markets
are not very strong, if you compare it to the prthe entire business.

(i) Relationships to other business units as etidacilities etc.: Later in the report it will be

shown, that companies like ERIKS offer a wide scopendustrial services and products.
Sealing systems is one of them. Thus, reducingtiope of your portfolio is damaging the
rest of your business. Consequently a withdrawaukhbe considered wisely and therefore
this can be seen as exit barrier.

(iv) Government and social barriers: Social basriare always given, when your company
has reached a certain size. Unions and of cousse cdmmunities of the regions you are
producing in have a high interest on the ongoingirmss. Even so, due to the global
positioning of the main players in this market, gamental and social barriers are minor.
ERIKS, for example is situated in the Netherlanus, has subsidiaries all over the world,
which reduces of course points of conflict with govnents.

(v) Managerial pride or emotional attachment: Mammpetitors have established in this
industrial market over a long period of time. Doeseveral takeovers, incumbents achieved
their high economic success. Regarding their lastpty which evolved mostly out of family
owned businesses, it is obvious, that these corapamill have emotional attachment to the
industry. Thus we are facing also this exit barimethis particular industry.

To conclude, this industry faces a lot of the dlzdsexit barriers. Nevertheless, you see a lot
of mobility, which leads directly to the topic ofomility barriers.

Mobility barriers

These kinds of barriers are borders which keep emmeg from developing diversification in
markets, such as for example, high entry barriersub- or related markets. This is not the
case in our market. As we see, the main playeersiiy intensely to provide a wide range of
services. Also the provision forward integratedvees shows little importance of mobility
barriers. Nevertheless, the businesses have achibeewide spread portfolios after long
development, thus, neglecting mobility barriersatal would be too much.

To sum up, you can refer to the following table.

Entry Barrier Exit Barrier Mobility Barrier
high, due to - classical exit barriers se¢iNone
- high investments in and not easy to overcome | Companies diversify to
specialized assets - companies react withescape exit barriers
- strong incumbent diversification and expansion
competitors

Focus on Gaskets & Seals industry main actors
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In order to go in further details into the compmtianalysis, it seems necessary to operate a
more specific approach of the main actors of thekga& seals industry. Until now, the most
important aspects of the competitive environmentehbeen presented. The next part is
dedicated to selected competitors of the markdtding ERIKS, subject of this study, and
targets a general overview of operated competgivategies. In a first step, the analyze will
focus in addition to ERIKS on SKF, Federal MoguldaRreudenberg, which have been
chosen for being the company’s most direct compstifThe result of this analyze will enable
to draw an accurate overview of the competitiveiramvnent at a strategic level.

In the worth $20 to $25 billion gasket & seals igstty, only a few actors are sharing the
largest market share. Also considering short terradasts which announce an increase up to
US$30 billion for the worldwide market, about 4@gps, most of them from the old Western
World seem to be relevant.

Applied Industrial Technologies Incorporateq  Gore (WL) & Associates Incorporated ElringKlinger AG RA International Limited

Ashton Seals Limited Henkel KGaA Emerson Electric Company RBC Bearings Incorporated

Caterpillar Incorporated Holm Industries Incorporated EnPro Industries Incorporated Sabo Industria e Comercio de Autopecas Limitada
Chestarton (AW) Company Interface Solutions Incorporated Federal-Mogul Corporation Saint-Gobain

Cooper-Standard Automotive Icorporated  Ishikawa Gasket Company Limited Flexitallic Group Incorporated SKF AB

Cooper Tire & Rubber Company Kaydan Corporation Flowserve Corporation Smiths Group plc

Dana Corporation Metzeler Automotive Profile Systems GmbH  Frenzelit-Werke GmbH & Company KG Total SA

DESC SA de CY Nippon Valqua Industries Limited Freudenberg & Company Toyoda Gosei Company Limited

Eaglepicher Holdings ncorporated Parker-Hannifin Corporation GDX Automotive Trelleborg AB

Econosto NV Performance Products Industries LLC Gore (WL) & Associates Incorporated Zhejiang Cathay Packing & Sealing Company Limitec

However, identified leading competitors are Freumeg, SKF, Federal Mogul and Cooper

2.3.a. ERIKS
2.3.a.6. Name, facts, size

Eriks group nv is group of technical distributioongpanies procures, stocks, processes, sells
and distributes a wide range of high-quality engrreg parts and provides a highly
developed range of technical and logistics senit&siks was founded in 1940 in Alkmaare,
Netherlands. ERIKS consists of more than 4,300 eyaas, over 60 operating companies,
and has a presence in 13 countries on 3 continERHKKS’ activities are divided into eight
clusters, which each serve a specific market area.

The current range of products is divided into eigre activities:

Sealing technology

Power transmission

Flow technology

Industrial plastics

Tools and Maintenance products
Electromechanical services and Conditiomitaring
Tolerance rings and Tire technology

Technical and logistics services

L I

In 2007, the ERIKS group realized sales of € 94%i0ion (2006: € 543.3 million), an
increase of 74.6% which is at the top of the exgtemts range of € 940 to € 950 million as

8 http://www.bharatbook.com/bookdetail.asp?bookidt®publisher=
8 http://eriks.com/en/about-eriks/company-profile/
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announced on 15 November 2007. All clusters oBRE&S group fulfilled expectations. The
ERIKS group serves over 90,000 customers in alhddras of industry, including chemical,
pharmaceutical, food, biotechnology, mechanicalirexeging, semiconductor, oil refining,
construction, offshore and metal. In the group vatiguish between the following types of
customers or purchasing profiles:

ERIKS 90,000 customers can be divided in 4 grdups

(i) Maintenance market (MRO - Maintenance Repaie®@aul), ERIKS products and services
are used directly in the servicing of systems aadhimes.

(i) OEM (Original Equipment Manufacturers), ERIKBoducts and services are used in the
manufacture of finished products by the customer.

(ii) Projects, ERIKS products and services areduse one off, large-scale maintenance of
existing process plants and infrastructure worksomstruction of new ones

(iv) Distributionn, Dealers: if existing market ageare not covered by our own branches, we
approach local dealers. Export: ERIKS productsaported to market areas in which our
group does not have its own branches, especiatiptain the required volume. In these areas
we approach national distributors and OEMs

Eriks’ geographical activities focus is in Westamd Central Europe, where 94% of its sales
are achieved. Eriks also has branches in the U8/ Santh-east Asia.

Sales by cluster
4,40%

7,30% O Netherlands
B Belgium
39% = Germany

B UK
B USA

20,20%
m SE Asia
B France
O Central Europe

23,30%

2.3.a.7. Market shares and relative MS

The market share of ERIKS group nv in the sealsstig is protected and not available. The
upcoming part will show where in the world Eriksnigking its biggest sales. It is possible to
withdraw from the following table that ERIKS hasrearket share of more than 25% in the
Netherlands, so that it can be assumed that Esikise market leader in the Netherlands for
sealing technology.

Regional market shares by core activity:

& http://eriks.com/en/products-and-services/custsme
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Core

activity Electro

mechanical
. . Tools and .
Sealing Power Flow Industrial ; services
L . Maintenance
technology transmission technology plastics and
products e
Condition
monitoring

Tolerance Rings
and Tire
technology*
Rencol+
WYKO Tire
Technology

Country/re
gion

Belgium

Central
Europe

Germany
(western
and
southern
Germany)

France
(northern
and
western
France)
The
Netherland
S

UK

USA
(region of
the
companies)
South-east
Asia

++

+++

++

++

++

+++

++

++

++

+

++

++

++

+++

+++

+++ = >25%
++ = 10-25%

+=<10%

— = core activity not parttbe cluster's range

2.3.a.8. Market position: standing, reputation, pratige
Eriks has more than 25% of regional market shaneshe Netherlands in the sealing
technology followed by Belgium and the USA (regiohthe companies) with about 10%-
25%. In the rest of Europe and South-east-AsiksHras a regional market share of less than
10%.
The company works closely with their manufacturens product development and
manufacturing specifications. ERIKS only selectsnafacturers with ISO 9001:2000
certification to guarantee its customers the beatity and security.

2.3.a.9. Behaviour: 4Ps policy
Price
The pricing in the seals industry it is rather @ael Eriks provides specialized seals as well as
mass product seals. So that one can say thatitteerpight differ depending on the product.

Product
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ERIKS offers Sealing Technology, Power Transmissiétow Technology, Industrial
Plastics, Tools and Maintenance Products, Techmindl logistics Services, Electrical and
Mechanical Engineering Services, and Specialishiielogy

Promotion
The promotion of hydraulic seals companies is cafeofocused.

Place

The ERIKS group currently consists of over 50 grazgmpanies with branches in 13

countries. The geographical focus of the groupts/dies is in Western and Central Europe,

where 94 percent of its sales are achieved. ERIE& laas branches in the USA and South-
east Asia (Singapore and Malay<i%).

To sum up SKF behavior in the different Ps, thigagdsheet helps to focus:

4Ps Policy
Product Innovative, high quality
Price High, striving for cost reduction
Place Expansion
Promotion Corporate focused
People Innovative, highly trained

2.3.a.10. Distribution proportion, ratio — not appicable
2.3.a.11. Goals and generic strategy

Eriks group aims to develop from a traditional disttor into an industrial service provid&r.

In the upcoming years, the group will continueeitpansion both through organic growth and
acquisition and will meet the objectives fixed foe years 2007 to 2008. The ERIKS group
wants to be the innovative, reliable and flexiblgier of choice in line with the defined
mission. To its manufacturers, the ERIKS group wdntbe a reliable, cooperative partner
with sufficient market share and volume, serving #ntire industrial market based on its
extensive technical and logistics know-how. The ERIgroup is striving to achieve the
following objective&®:

* to build up leading market positions in Weastand Central Europe

* to take a strong market share (in the tom3ll core activities in its range in all regions
where the group has its own branches.

* to offer an extensive range of high-qualitgchanical engineering components.

* to possess and offer a high level of know-temaas to be an innovative supplier.

* to have a balanced spread of sales acrossdite customer types (purchasing profiles) of
‘Maintenance’ and ‘Original Equipment Manufactutd@EM) to control its risk profile.

86
87
88
89

http://eriks.com/en/about-eriks/profile/
http://eriks.com/en/about-eriks/eriks-group-nv
http://eriks.com/en/about-eriks/objectives/#tal2®5
http://eriks.com/en/about-eriks/objectives/#tal2®5
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* to expand our current activities in the USBufy-build’ strategy).
* to maintain our activities in South-east Asiganically.

2.3.a.12. Financial position

ERIKS recorded revenues of €543.3 million in 200&imgy the fiscal year that ended
December 2006, an increase of 21.1% over 2005.0pkeating profit of the company was
€43.8 million during fiscal year 2006, an increade22.3% over 2005. The net profit was
€27.8 million in fiscal year 2006, an increase Bf%®6 over 2008° In 2007 Eriks recorded
sales revenues of €949,1 million. The ERIKS grogmdiited from increased industrial
activities in all countries where the company igegent. At the same time our customers
appear to appreciate the strategy and market agipafahe ERIKS group. Market positions
were strengthened in all regions.

Sales for the year 2007 amounted to € 949.1 mjleamincrease of 74.7percent compared to
2006 (+ € 405.8 million).This increase can be fertspecified as follows:

1000 — Increase of € 350.8 million due to
acquisitions realized in 2006 and

900 2007

800

— Decrease of € 1.8 million due to the
disposal of activities

700
600

500 i e
WNeisals(n decrease of € 2.9 million due to
400 lower currency exchange rates
300
200 — Organic growth of € 59.7 million or
o 11.1 percent.
0

2004 2005 2006 2007

Realised sales can be broken down as follows (omsl):

By cluster 2007 2006 |Change in% |Organic growth in %
Belgium 151 126,7 19,2 12,9
Central Europe 5,8 13 - -
Germany 117,5 109,7 7,1 7,1
France 16,4 22,8 -28,2 -3,6
Netherlands 237,1 2119 11,9 10,9
UK 3775 39,4 . -
Europe 905,3 511,8 76,9 10,8
USA 35,8 23,8 50,6 19,4
South.east Asia 8 7,7 4 7,3
Total 949,1 543,3 74,7 11,1
2.3.a.13. SWAD
%0 http://www.datamonitor.com/companies/company/?@idB7B5D-7B4A-4928-9D56-
58BBE1D34D6C
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Effect on FEDERAL Influence on
MOGUL performance

Strength|Neutral[Weaknes
+ = -

High +| Low -

1/ Marketing

Image X X
Reputation for quality XX X
Reputation for service XX X

Accessibility to raw materials X X
Familiarity with market XX X
Market share X
Market size X X
Market growth X X
Pricing strategy X X
R&D X XX
Innovation XX XX
Positioning X X
Domestic distribution XX XX
Export distribution X XX
Ease of entry X X
Geographical proximity X X
Sales force X X
Advertising & promotion X X
2/ Financial
Cost of capital X
Financial stability X XX
Profitability X XX
Return on equity X XX
3/ Manufacturing
Facilities X X
Economies of scale X X
Capacity of production increase X X
Ability to deliver on time XX XXX
Technical & manufacturing skills XX XXA
Costs X XXX
4/ Organisational
Leadership X X
Dedication of workers X XX
Flexibility, adaptability X X
Administration skills X X
Ability to respond to changing conditions X X

The previous table enables a detailed overviewntrnal and external contexts influences.
But a more targeted analyse is required to haveetterbunderstanding of the concrete
strengths and weaknesses first, and of the thaeat®pportunities on the other hand.
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Therefore, please refer to following graph.

; N ™
Strengths: Weaknesses
-Long established group - Alot of acquistions,
Logistics expensive, high
‘Financial stability investments
Modermn Infrastrucutre

- AN S/

2.3.b. Federal Mogul
2.3.b.6. Name, facts, size

One large competitor of ERIKS is the FEDERAL MOGWorporation (“FMC”). FMC is
one of the largest suppliers for mainly the autoweotndustry and therefore in direct
competition to the part of ERIKS sealing businesthat particular industry.

Federal-Mogul Corporation is an innovative and diifeed $6.3 billion global supplier of
quality products, trusted brands and creative gwiatto the automotive, light commercial,
heavy-duty truck, off-highway, agricultural, marjmail and industrial markets. The 50,000
people of Federal-Mogul located in 35 countries@lgxcellence in all they db

Federal Mogul World Headquarters is situated intSoeld, Michigan, USA and leads a

global network of engineering and technical centerghe U.S., Europe and Asia. As

premium supplier of products, services and solstitm original equipment manufacturers
(OEMs) that use quality components in their velsicend automotive systems, and to
aftermarket customers who sell Federal Mogul’'s 8raame replacement parts through repair
shops and retail outlets.

Federal Mogul structures itself in four main busses. The fifth is the corporate level which
is the management of the widely diversified corfiora *2

. Vehide Safety
FEDERAL MOGUL
Sealing Systems

FMC's sales in 2006 reached 6,326 million US $.SEhsales are divided as followed:

Aftermarket Products

L http://www.federal-mogul.com/en/OurCompany/
2 FEDERAL MOGUL annual Report 2006, CORP/MI/10-K02/2007
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H Powertrain
[l Sealing Systems

[JVehicle Safety and
Performance

[ Aftermarket
Products and

Sealin g Services
Systems
8%

As clearly seen, sealing systems are all in allimompart of Federal Mogul's portfolio.
Nevertheless, regarding overall sales, these 8Wstind for $ 476 million. In regards of
FMC’s overall sales, sealing systems part decliightty, as seen in the following
spreadsheet.

Year Net sales (in Millions) Sealing Systems (in Millions) | %

2002 $5,157.30 no information

2003 $5,522.90 no information

2004 $6,174.10 $503.00 8.15%

2005 $6,286.00 $476.00 7.57%

2006 $6,326.40 $476.00 7.52%
Size

FMC employs 41,300 full time personnel world-wideMC owns 201 facilities of three
different kinds in 35 countries; Manufacturing amechnical centers, distribution and
warehousing, and administrational offices.

Federal Mogul Facilities Worldwide
Sales and Administration

Distribution and warehousing
M Manufacturing & technical centres

90 +
80 4
70 1
60+
Number of 50
Facilities
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As you can see clearly, the major part of the mactufing business of federal mogul is still
situated in North America and Europe.

2.3.b.7. Market Shares and relative Market Share

2.3.b.8. Market Position
FEDERAL MOGUL has a strong name in automotive syppdustries. Its aftermarket
business is represented by 25 brands, which operdtesir strongest market areas. Federal

Mogul Corporate is active in several countries angbys throughout its brand landscape a
excellent reputation.

Even so, Federal Mogul is majorly active i
its domestic market, the US. 44% ¢
corporate wide sales were achieved in t
United States, if you include Mexico an
Canada, North America stands for 50%
the total sales. Second place is Germa
(18%), then follow other Europear
countries, as you will se in the grap

below™.

Federal Moguls Sales 2006

USA
Mexico
Canada

M Germany

M France

B UK
Other Europe
Middle East
Africa

M Asia

M South America

Federal Mogul's popularity also derive
from its recently 100 year business jubile
After founding in 1899, FMC built up a
consistent mixture of growth and

innovation. In the 1950s, FMC started to go gldiabhcquiring several businesses in Europe.
This created a well-known widely operating netwarkl is still the basis of their success.

Over the years FMC achieved several industry awardsich as AAPEX New Products
Award, AAPEX Automotive Communication Award, 2007ugplier of the Year from
National Pronto Association.

2.3.b.9. Behaviour concerning the 4 Ps

Product

As seen before in this report, competitors strigavily towards product differentiation and in
addition service byproducts. Thus, innovation argenuity play a major role. This is exactly
what Federal Mogul achieves. Close to customerldpaeent and innovation in products and
services.

Price

The pricing in the entire market is rather unclevoided competition and tailor-made
products force the providers to first quote a prafeer profound negotiations with the
customer. These conversations are also neededlfiib the individual needs, hence, the
customer won’t be confused about the late outcontieeoprice.

% FEDERAL MOGUL annual Report 2006, CORP/MI/10-K02/2007
* http://www.federal-mogul.com/en/Media/Awards/
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Federal-Mogul is as a well known and well estaldtslcompany likely to have comparably
high prices. Its position as market leader, whittkrorefers also to cost leadership might be
doubted, due to main production facilities in lalsost-high regions.

Place

Solidly based in their domestic markets and Germaegeral Mogul strives to further global
expansion. Industry-wide the distribution chanregis directly B2B, sometimes, concerning
OE-After sales, their products are offered in OEaRer. This is where the widely spread
brand landscape of FMC comes into account. Wittloeitn, FMC would likely face issues
concerning brand recognition.

Promotion Driving theFuhe
Federal Mogul presents itself as a strong partnethé entire
automotive supply chain. Always also referring t® domestic
brands, Federal Mogul clearly understands itself wadely
known. This can be seen in this advertiseffigas published ol
AUTOMOTIVE NEWS EUROPE, ENGINE TECHNOLOGY
INTERNATIONAL, VEHICLE NEWS, etc.)

Also clearly pointed out is, that regarding poweaair,
electronics, mechanics, braking etc. FMC is opensupply
almost every part a customer could require. Thisvgs the
before mentioned well-established reputation arair thexible
capabilities.

People

Not originally in the 4P-theory, but still importais the %' P which is people. Especially in
the focused industry, where innovation plays a magte, it is worth to have a look on topics
such as individual challenging, corporate behagtor

For FMC, an open, team orientated philosophy iy weportant. As holder of over 4,200
patents world wide, FMC knows to appreciate intéllal assets which are created by their
employees. Thus, FMC takes high care upon pergefatlon and a work force which lives
best-practice culture throughout all business areas

To sum up FMC behavior in the different Ps, thiseadsheet helps to focus:

4Ps Policy (and extended 7Ps model)
Product diversified, innovative, highly reliable
Price High, striving to cost reduction
Place Expansion, B2B-Relations, brand-supported at extail
Promotion Corporate focused, self assured and promoting ploeential
People Challenging, innovative, team-orientated

2.3.b.10. Distribution, proportion, ratio — not apgdicable

% http://www.federalmogul.com/en/OurCompany/Compang®@iew/Advertising-Collateral/
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2.3.b.11. Goals and generic strategy

FMC is willing to create global profitable growtly keveraging new sustainable competitive
advantages. To fulfill this goal, FMC's strategysists of the following primary elemefits

* Focus on core competencies to provide global etaskare and cash flow growth

* Provide value added products through leading waiwe technology, modules and systems
to customers in all markets served

* Extend the Company’s global reach to supportGEM customers penetrate new markets
and acquire new customers. The Company is parlgultocused on furthering its
relationships with the Asian OEM while strengthenmarket share with US and European
OEMs

* Leverage the strength of the Company’s globarafiarket leading brand positions, product
portfolio and range marketing and selling experts® distribution and logistics capabilities.
* Utilize the company’s leading technology resosrde develop advance and innovative
products, processes and manufacturing capabilities

* Aggressively pursue cost competitiveness in alksibess segments by continuing to
consolidate and relocate manufacturing operatiansbést cost countries, utilizing the
company’s strategic joint ventures and alliances] aonsolidation and rationalization of
business resources and infrastructure.

To sum up, the generic strategy of Federal Mogul fierfectly in the described market
environment: product differentiation, further glblexpansion while strengthening domestic
core competencies and, where as this part is th& oracial and especially important for
Federal Mogul, reducing costs in all business padtss last and substantial strategy direction
is, regarding expansion plans of FMC relativelyse®ble and achievable. For expansion are
higher capacities inevitable. Thus, building up maaduction facilities with highly effective
work performances will rebalance the production kmekr its costs.

2.3.b.12. Financial position

Fimncial relevant indicators (in USS million) Financlal analysts
Current assets 7179,1
6300+ = |
Short term liabilities 4821
300 1 ' Working Capital 6697
4300 11 Total sales 6326,39
O Total sales
3300 1 Total costs 62929
O Netloss ROI 0,53%
230011
Current assets 7179,1
I O Share of sales rehated o
1300+ Seals markets Short term liabilities 482,1
300 ' i— ("™ Liquidity 14,89
i T I I Total sales 632639
7004 = ’
Equity 328
-1700 . . . . . . -
2002 2003 2004 2005 2006 ROE | -192,90%

% FEDERAL MOGUL annual Report 2006, CORP/MI/10-K02/2007
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(mellion8) 2002 2003 2004 2005 2006
Total sales $515730 £5522.90 5617410 | $6285,00 | $6.32639
Total costs $499680 | $524530 | $522120
Netloss -$1628,90 18950 | -$33400 | -$33420 | -$54960
Equity -536,00 -$38,10 -832,.80

Due to a lack of detailed information, it is nomgle to explain this negative financial
situation. Assumptions show that this is the restila long time of unhealthy growth. Too
long the company acquired new assets with borrawedey, which led into a lack of equity.
This underlines the company’s strategy, which haseftect through upcoming years, to
reduce costs dramatically and reduce liabilitiedevbuilding up equity.

2.3.b.13. SWOT

FEEfIfDelglt?g\T_ Influence on
MOGUL performance
+ = - High | Low
1/ Marketing
Image X X
Reputation for quality XX X
Reputation for service X X
Accessibility to raw materials X X
Familiarity with market XX X
Market share X
Market size X X
Market growth X X
Pricing strategy X X
R&D X XX
Innovation XX XX
Positioning X X
Domestic distribution XXX XX
Export distribution X XX
Ease of entry X X
Geographical proximity X X
Sales force X X
Advertising & promotion X X
2/ Financial
Cost of capital
Financial stability X XX
Profitability X XX
Return on equity X XX
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3/ Manufacturing
Facilities X X
Economies of scale X X
Capacity of production increase X X
Ability to deliver on time XX XXX
Technical & manufacturing skills X XX
Costs XXX | XXX
4/ Organisational
Leadership X X
Dedication of workers XX XX
Flexibility, adaptability X X
Administration skills X X
Ability to respond to changing conditions X X

The previous table enables a detailed overviewntrnal and external contexts influences.
But a more targeted analyse is required to haveetterbunderstanding of the concrete
strengths and weaknesses first, and of the thaaat®pportunities on the other hand.

Therefore, please refer to following graph.

2.3.c. Freudenberg
2.3.c.6. Name, facts, size
One of the most important actors of the gasketsaads industry is Freudenberg Group.

About the company

The Freudenberg Group, owned by some 300 heirheaofdunding father Carl Johann

Freudenberg, comprises 13 Business Groups operatiegpendently on various markets all
over the world. Founded in the middle of thé"1&ntury, the group now operates in 53
countries where it supplies seals, vibration cdnttechnology components, filters,

nonwovens, release agents and lubricants to alallost the world’s automakers, and other
branches of industry, such as mechanical and m@agineering, the energy and chemical
industry or the medical and pharmaceutical se&mmall share of their products is sold to
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final users under the vileda®, O'Cedar® and Wettek@nds'’' The following table
describes the company management strucfure.

Freudenberp structure
| I
Vibration , Houscheld
control Ronsovas produts
tedmology
I | 1
Frouduberg s
axdvirtion NOK Reuknibey Viraoudc Burgram
etk | | TSR - o inclsties

Hrope

Focus on Seals and Vibration control business area

Freudenberg produces seals and vibration contmponents for many sectors of industry.
The automotive industry is the largest customeupgirng. The Business Area is divided into
four Business Groups that can be seen on the pegi@ph.

(DInternational business is characterized by aselpartnership with the two Japanese
companies NOK Corporation (seals and vibration rmrtechnology) and Eagle Industry
(mechanical seals). It is the largest Business inuhis Business Area, offering complete
sealing solutions for customers in the automotivé general industry sectors (Brand Simrit).
Vibration control solutions are available for maaatirers of agricultural and construction
machinery, rail vehicles and machines. (ii)Like Uétenberg Seals and Vibration Control
Technology, Freudenberg-NOK General Partnershiplsgp seals and vibration control
components to customers in the automotive induatiy other industry sectors, focusing on
the American market. Vibracoustic offers anti-viima components and complete solutions
to customers in the automotive industry. (iii)Ore tAmerican market, the products are
manufactured and marketed by Freudenberg-NOK GEnBatnership under the
Vibracoustic brand name. (iv)The Burgmann IndustriBusiness Group produces and
markets mechanical seals, expansion joints, magoetiplings and special automotive seals
worldwide. On the international stage, the compaogperates with the Japanese seals
manufacturer Eagle Industry under the name of EBgtgmann Industrie$.

Size

Freudenberg’s most important customers are in thienaotive, textile and clothing, and
construction industries. With 28,500 employees apréhroughout the 53 countries, the
Freudenberg Group reports sales revenues of al@®st billion (approximately US$4.4

billion) in 2003. The group invested €140 milliompproximately US$157 million) in

7 http://www.freudenberg.com/ecomaXL/index.php?di€X_EN_portrait
% http://www.freudenberg.com/ecomaXL/index.php?4i€©_EN_management_structure
% http://www.freudenberg.com/ANNUALREPORT2006/coriteantent/unternehmensgruppe/index.html
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research and development in 2003, with almost meﬁlle in that ared° Freudenberg

Group companies are active in the following mark2@96):

Sales structure by sector

41% Automotive OEM

12% Mechanical & plant engineering

12% Final users

7% Textile & clothing

6% Construction

4% Medical & pharmaceutical

4% Energy & chemicals

[T

10% Other industry sectors

From this graph and the previous given figuress possible to deduce that the company’s
business area -seals and vibration control compgenegpresents about 60% of total sales or
US2.65 billion. In fact, total sales in the yeadanreview amounted to 2,693 million Euros

(2004: 2,346 million Euro)®?

Operating areas
Sales by the Freudenberg Group have risen in
all regional markets. Highest percentage  10%

growth was reported in South/Central America 7% 25%
(partly currency related) and Asia. Once again, o Gemany
the region accounting for by far the largest o EU

share of Group sales was the European Union B US

(excluding Germany) with a share of 33 perce o B Asia
(2004: 34 percent), while the share of sales9R”° 8 others
North  America and Germany remained D

unchanged at 25 percent. The share of Group 33%

sales in Asia was 7 percent (2004: 7 perc€nt).

Sales repatrtition is described in the previous lgrap

To sum up, please refer to following table in 253Competitive overview.
2.3.c.7. Market share and relative MS

Freudenberg market shares represent highly protéctermation that is kept hidden. First it
is very difficult to define the appropriate mark#te to the wide range of product and
business areas; moreover it seems to be a strategjie not to make that information public.
Anyway, some information is available such as idl#@&ermany) market share standing at
more than 50%. Additional information can be foumd the upcoming table in

190 hitp://www.sap.com/platform/netweaver/pdf/CS_Frenluerg.pdf
108 hitp://www.freudenberg.com/ecomaXL/index.php?$i€© EN_markets

102
http://www.freudenberg.com/ANNUALREPORT?2005/conteagebericht/entwicklung_geschaeftsfelder/index.
html

103 hitp://www.freudenberg.com/ANNUALREPORT2005/corttagebericht/umsatz_ertragslage/index.html
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2.3.15.Competitive overview!” But according to the observation made and the eomyp
profile we can assume that the company remainsaddr and challenger positions in most of
its markets and business areas.

To sum up, Freudenberg group can be regarded @shieader or as challenger of the gasket
& seals industry. Consequently, relative marketeienot really relevant to mention.

2.3.c.8. Market position: standing, reputation, pratige

As described in the presentation of FreudenberghatHannover Exhibition HIM, the
company is a long-standing technology leader in fiel of seals and nonwovehS.
Freudenberg has acquired a reputation as a Tedy@pecialist for seals and vibration
control technology and holds a leading positiothia field of automotive interior filterS? It
has also acquired a reputation for the high stahdhits training thanks to a strong emphasis
on employees’ involvement and satisfactioh.

Moreover, the prestige of the group is seatedsii®84 created foundation, which enables it
to get involve in social life above its commeramature. Freudenberg is especially active in
the integration of migrant families and culturalnamiities in a society that has become an
immigrant society, and warding off hostile and distnatory reactions encountered by these
groups, in promotion of democratic culture, therggaisite for peaceful social coexistence
through encouragements in democratic learning aasgponsibility in schools and
communities as well as fighting against extremmdtuences, in support of young people,
particularly the socially disadvantaged, encountgedifficulties between school and working
life and in the re-integration of the psychologigall into working life and the working
environment and creation of an awareness of theblpms'®® Having such convictions is a
very strong and powerful mean in building a compangge.

To sum up, the company benefits from a long lastisigong established positive and
gualitative image and reputation. Its position be tarkets it is operating in represent a
proof of reliability which highly appreciated by stomers.

2.3.¢.9. Behaviour: 4Ps policy

Freudenberg 4Ps policy can be briefly resumed lasifo

4Ps Policy (& 7Ps extended model)

Product Constant innovation & divers_ificati_on, value addiog
customer satisfaction

Price Minimum cost for best quality

Place Trust in foreign emerging markets & geographicglansion

Promotion Strong company identity seeking for leadership

People Entrepreneurial freedom & respect and trust

2.3.¢.10. Distribution, proportion, ratio — not apgicable

1% hitp://www.bundeskartellamt.de/wDeutsch/downloaélfpusion/Fusion04/B3-112-03. pdf

195 http://www.fair-pr.com/hm08/exhibitors/freudenbdrnl

196 http://www.freudenberg.com/ecomaXL/index.php?$i€©_en_press_archive_detail&udtx_id=1952
07 http://www. freudenberg.com/ANNUALREPORT2006/coriteantent/lagebericht/05. html

18 hitp://www.freudenberg.com/ecomaXL/index.php?$€9 EN_foundation
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2.3.c.11. Goals and generic strategy

As a family business, Freudenberg is known fositstainability and long-term development.
Global quality standards are the Freudenberg Gsowglin objective, and especially so in
regions in which explosive economic growth appdéardominate events on the market, and
probably also the company's principles of actiVify. Freudenberg is operating a
differentiated strategy and since 1934, seals avlded products have been custom-designed
to special dimensions for its custom&'s.

Concretely, the company fixes long term strate@alg} The nature of the market as well as
the company’s history and financial structure eesbit very good knowledge of the
environment, which represents the most importasibfan customers satisfaction.

According to Porter’'s model of generic competitsteategy, it is difficult to clearly position
Freudenberg because it is following all the strigi®gt the same time.

Low Cost P_roduct
unigueness
Industry Gasket & seals | Cost leadership
wide industry strategy
Market . Cost leadership
O-rings
segment strategy

This is a typical case of hybrid strategy describethe book Logistics and Supply Chain
Management, from Christopher.

The typical Freudenberg strategic behaviour casurmemarised according to the following
graph.

In brief, both the strategic seek and the compamperences have contributed to minimize
price in the production process. Freudenberg has dest leadership strategies at the start of
its economic growth.

However because this policy has been successfiilbarause the competitive structure of the
market does not enable to propose lower prices Hnandenberg’s, a strategic move toward
differentiation has been adopted.

Even though the company should keep low costs kevkéep its competitiveness. The same
behaviour can be observed in each segment of tin@aioy. The strategic adaptation of each
segment is more related to expansion and targeting.

19 see to reference 10
10 hitp://www.freudenberg.com/ecomaXL/index.php?$R€9 EN _history_diversification
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Gaining competitive advantage

Value advantage 4
Logistics leverage oppertunities G°A'_-=
- . superior
-Tailored services customer
- value at
- Reliability less cost
- Responsiveness

Investing in process innovation yields greater benefits

Product excellence
% 100
(%) ® .
/ Cost advantage
Revised o o
emphasis Logistics leverage opportunities
/ - Capacity utilization
Value advantage - Asset tumn
A Current
emphasis - Synchronous supply
i Service Lon s
High Service
leader
leader
Process excellence (%) 100
Low ommoliky Cost leader
market
Low High N

Cost advantage

2.3.c.12. Financial position

Considering the balance sheet and the income sateoh Freudenberg Group, the analysis
shows the financial stability of the compahty.

Financial relevant indicators

6000+
5000+ —
—
O Total sales Umilion)
4000 —
O Consolidated profit
3000
0 Eouity
2000771 B Seals and Vibration Control Technology sales
10001
C T T T
2002 2003 2004 2005 2006

Working capital amounts €619.9 million (Current etss €1835.4 million & Short term
liability= €1218.5 million). With a consolidatedgdit (2006) of €219.1 million, the company

1 hitp://www.freudenberg.com/ANNUALREPORT2006/cortfeantent/finanzbericht/03.html
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operates a ROI of 4.5%. Considering the in 2008sted €140 million, the company shows a

2.3.c.13. Strengths, weaknesses, advantages, digadages

Effect on Freudenberg IIVERES @
performance
Stre+ngth Nelitral ea_knes High +|Low -
1/ Marketing
Image XX X
Reputation for quality X X
Reputation for service X X
Accessibility to raw materials X X
Familiarity with market XX X
Market share X
Market size X X
Market growth XX X
Pricing strategy X X
R&D X XX
Innovation X XX
Positioning X X
Domestic distribution XXX X
Export distribution X X
Ease of entry
Geographical proximity X X
Sales force X X
Advertising & promotion X X
2/ Financial
Cost of capital
Financial stability X XX
Profitability
Return on equity
3/ Manufacturing
Facilities
Economies of scale
Capacity of production increase
Ability to deliver on time XX XXX
Technical & manufacturing skills X XXX
Costs
4/ Organisational
Leadership X X
Dedication of workers XX XX

M2 hitp://www.freudenberg.com/ANNUALREPORT2006/corttdnwnloads/GB06_kompl_UK_160507.pdf
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Flexibility, adaptability X X
Administration skills X X
Ability to respond to changing conditions X XX

The previous table enables a detailed overviewntrnal and external contexts influences.
But a more targeted analyse is required to haveetterbunderstanding of the concrete
strengths and weaknesses first, and of the thaat®pportunities on the other hand.

Therefore, please refer to following graph.

HELPFUL HARMFUL
& &
¢ @
[Long time established group [Relative low income due to

‘Financial stability and high estnents

investments [Broad segmentation

INTERNAL

[Strong qualitative image

[Market leading position

2.3.d. SKF
2.3.d.6. Name, facts, size

One of ERIKS competitors is the SKF Group. It issarf the leading global suppliers of
products, solutions and services in the area campgrirolling bearings, seals, mechatronics,
services and lubrication systems. The Group's semwffer also includes technical support,
maintenance services, condition monitoring anchingi.

AB SKF, Svenska Kullagerfabriken AB, is a Swedisimpany and it was established in 1907
in Goteborg, Sweden and has today 120 productites i& 24 counties. It consists of more
than 140 companies and employs 42,888 pt

_ o .
worldwide. Division Sales in %

SKF's business is divided into three divisit W
Industrial, Automotive and Service. E: Service Dr
focusing on specific customer groi B industial
worldwide. The divisions are independ: o hen:.
however, in that they constitute a huge me Division
within the SKF Group with products, servic

know-how on offer to each other to enable

of the divisions to serve its final customers.

The Industrial Division, is responsible for salesrtidustrial original equipment manufacturer
(OEM) customer and for the product development@moediuction of a wide range of bearings
(in particular spherical and cylindrical roller begs, angular contact ball bearings, medium
deep groove ball bearings and high precision bgsgyjnubrication systems linear motion
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products by-wire systems and couplings. The dinidias four specialized business areas:
Aerospace, Railways, Lubrication systems and Aaina& Motion Control. The Division's
sales will represent some 32% of the Group's sales.

The Automotive Division, is responsible for saleshie producers of cars, light trucks, heavy
trucks, buses, two-wheelers, house-hold appliammser tools and electric motors and also
for sales to the vehicle service market. The divisievelops and produces bearings, seals and
related products and service solutions. The pradiumtiude wheel hub bearing units, taper
roller bearings, small deep groove ball bearingslss special automotive products and
complete repair kits for the vehicle service marKéte Division's sales will represent some
35% of the Group's sales.

The Service Division is primarily responsible f@ales to industrial aftermarket, mainly via a
network of some 7,000 distributor locations. Theigion also supports customers with
knowledge-based products and service solutionsptonze plant asset efficiency through
consulting and mechanical services, predictive ameventive maintenance, condition
monitoring, decision-support systems and perforredrased contracts. The division also
deals with logistics and distribution for both tB&F Group and external customers. The
Division's sales will represent some 33% of theupi® sales.

The turnover in 2007 was SEK 58,6 billion this esponds to $8.7 billioh'®

SKF AB

Three-year review divisions/segments (in SEK million)

MSEK 2004 2005 2006 2007 $

Industrial Division
Net sales 12.527 14.750 17.083 19.266 17176

Service Division

Net sales 14.216 16.115 17.678 19.597 17984
Automotive Division

Net sales 15.972 17.423 18.255 19.617 17869
Total 42715 48288 53016 58480 53029

As seen in the table SKF sales went in the preweass continuously up in all divisions. The
market demand for SKF's products and servicespgeagd to be higher for the Group. The
demand is expected to be higher in Europe, sigmflg higher in Asia and Latin America
and relatively unchanged in North America. The dedn&gs expected to be higher in all
divisions. Seals are one of the five products 81&F offers. SKF does not give any specific
numbers about the sealing production, but seatsgeb the Automotive Division, so that we
can assume that because the number of sales ahivig®n goes up the seal sales also go up.
Another sign for the higher demand in the SKF camypia the acquisition of the industrial
seals company, Economos Austria GmbH, in the y8a6 2and the acquisition of the shares
of the leading North American seals company Mactofeolyseal Inc**

2.3.d.7. Market shares and relative MS

13 http://www.skf.com/portal/skf/home/about?conterl05061&lang=en

14 http://www.skf.com/portal/skf/home/about?contertl87516&lang=en
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Since 2006 SKF is slowly becoming the marker leddehydraulic seals in North America
of seals. In 2006 SKF has acquired 51 % of theeshaf the North American seals company
Macrotech Polyseal Inc. And will acquire the renman49 % in the next three years.
Macrotech is a leader in fluid power seals basedhalyurethane (PU) technologies and
engineered plastics (mainly PTFE - PolyTetraFludihgtene) for the industrial customers in
the US market. The product range comprises mamggiion molded PU hydraulic seals. The
biggest customer segments are fluid power (maigtrdulics) and process equipment. Some
95% of Macrotech's customers are to be found in Nogth American market. This
acquisition strengthens SKF's position in indubtgeals by bringing to the Group new
products and new technologies. Geographically, SKEbal organization will also be able to
bring Macrotech's products to markets outside NArtterica'*®

And through the acquisition of 100% of the shareE@nomos Austria GmbH from Salzer
Holding GmbH SKF is strengthen its market positinnindustrial seals. Economos has a
global presence, with Western Europe being its maanket. The company is headquartered
in Judenburg in Austria. Economos operates thraughe than 20 subsidiaries around the
world and its extensive distributor netwdrk.

Further information about the market share of SKRhis industry is not traceable because
the information is highly protected.

To sum up, SKF is strengthened its market positibthe seal industry by acquisitions of
leading seal companies in North America and Austria

2.3.d.8. Market position: standing, reputation, pretige

SKF has been designing various bearing applicateoré products to meet the customer
demands. Moving away from stand-alone bearing peitgineers at SKF are working closely
with their automotive clients to come up with easgnewable, serviceable as well as cost
effective solutions like various types of hub begrinits and sealing solutiof¥.

SKF is working with Six Sigma which is a systematitd disciplined approach to achieving
excellence in all new and existing processes. lansimportant part of the continuous
improvement process within the SKF Group and arahtlevelopment from TQM, Lean, 4Z
and other improvement programs. Six Sigma is abiaé#ting stable processes throughout the
extended enterprise® During the year of 2006, SKF received a numbeaweérds and forms
of recognition for its work with Six Sigma. For erple SKF India received first prize in the
IMTMA-Siemens Productivity Championship Award iretfrirst Productivity Summit 2006
organized by Indian Machine Tool Manufacturers' dgesstion (IMTMA). SKF India was
also awarded an Honorary Mention for their "BreaghBeyond Constraints” project in the
Lean Six Sigma award category of European Six Sigrtellence awards by the IQPC, the
International Quality & Productivity Centre. SKF OETom Johnstone was recognized as
well with the ISSSP European Six Sigma Leader awardhe ISSSP, the International
Society of Six Sigma Professionals, for his workhwiommitting the company to continuous
improvement. Tom Johnstone is the first Europeaparate leader to receive the prestigious

115
116
117
118

http://vsmus-origin.skf.com/usa_english/node54«ag}=493
http://vsmus-origin.skf.com/usa_english/node54xag=555
http://articles.jimtrade.com/1/72.htm
http://www.skf.com/portal/skf/home/about?contertl§2904&lang=en
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award and shares the honour with well-known CE@h sas Jack Welch of GE and Charles
Holliday of DuPont:*

SKF is certified global management environmentiftesite 1ISO 14001 and with the health
and safety certificate OHSAS 18001. SKF operatibase been approved for quality
certification in accordance with either ISO 9000 9000.

2.3.d.9. Behavior: 4Ps policy

Price

The pricing in this industry is unclear. SKF is almestablished company which from the
very beginning focused intensively on quality, t@ichl development and marketing. The
results of the effort in the area of research aavetbpment have led to a growing number of
innovations that has created new standards andonaslucts. It also offers the exact sealing
solution that the customers need. So that SKkedylito have high prices.

Product

SKF offers a wide range of products. Including Set
Bearings and units, Lubrication systems, Mechat®@nd

Services. Since 1990 SKF offers a wide range ofsdea

example, Automotive seals, Axial shaft seals, Hytica
seals, Radial shaft seals, and Static seals.

Bearings Lubrication

Seals and units systems

Mechatronics Services

Promotion

SKF offers one of the most comprehensive assorsneintechnology and competence that
can offer customers results beyond their expectatiSupported by SKF growing strength in
the technology platforms, and their strong netwark industry, segment and product
specialists, and the innovate shared culture of Kiployees around the world, they can
offer one of the most comprehensive and truly dlaiffers of any company. SKF works to

show their customers, and the world, the true powfetheir experience, expertise and
creativity.

Place
nL _1_:.; _E?" i oy -
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e 7 %
P - E.ﬁ .
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ek 0 T \ONA
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http://www.skf.com/portal/skf/home/aboutpaf_dm=gu&paf_gear_id=600030&contentld=448121&
action=viewDetail&lang=en
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SKF has 120 productions sites in 24 counties. hsists of more than 140 companies
worldwide. All the locations of SKF are visible the world chart beneath. Most of SKF
locations are located in Europe but SKF can bedoam every continent of the world. This
way SKF is able to be close to its customers ferstipply of both products and services.

To sum up SKF behavior in the different Ps, thigagdsheet helps to focus:

4Ps Policy
Product Diversified, innovative, high quality, technicalhdtopment
Price High, reduction of maintenance costs
Place Expansion
Promotion Customer focused
People Trust, respect, recognition and team-oriented

2.3.d.10. Distribution proportion, ratio — not applicable
2.3.d.11. Goals and generic strategy

SKF is operating a differentiated strategy. Sin@®QL SKF is operating in the sealing
industry, which started with the acquisition of tldicago Rawhide company. SKF is
offering integrated solution to their customers.

SKF has several goals:
() To equip the world with SKF knowledtf8
(i) To help to achieve maximum return on reliabilityéstment**
(iii)To be a preferred company for custontéfs
(iv) To transition companies that are acquired intogiobal, universally recognized SKF
brand and to ensure customers the same high Iéladity and service they have
enjoyed previousf>

2.3.d.12. Financial position

SKF recorded revenues of SEK58.6 billion (approxima$s.7 billion) during the fiscal year
ended December 2007, an increase of 10.4% over. db@6operating profit of the company
was SEK7.5 billion (approximately $1.1 billion) déhy fiscal year 2007, an increase of 12.4%
over 2006. The net profit was SEK4.6 billion (appnaately $0.7 billion) in fiscal year 2007,
an increase of 6.4% over 20586.

In recognition of the financial stability of the @up, the capital structure targets are also
revised and envisage a gearing of around 50% aredjaity/assets ratio of around 35%. This
will still ensure the financial flexibility to endd the Group to continue to invest in good

120 http://www.skf.com/portal/skf/home/about?conterl04505&lang=en

121 http://www.skf.com/files/510096.pdf

122 http://www.skf.com/portal/skf_id/home/news?contdrtl87720#

123 http://www2.chicago-rawhide.com/

124 http://www.datamonitor.com/companies/company/?p#tiEB5FB1-1681-48A1-BC94-080D85AB5272
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opportunities to strengthen the business, whilentaaiing a strong credit rating. On 31
December 2006, the earning was 39£%.

Income statement (Y)

50,000

40,000
30,000
20,000
10,000

0

2000 2001 2002 2003 2004 2005 2006

Net sales, MSEK

2.3.d.13. SWOT
Effect on FEDERAL Influence on
MOGUL performance
Stre+ngth Neitral Wea_knes High +| Low -
1/ Marketing
Image XX X
Reputation for quality XX X
Reputation for service X X
Accessibility to raw materials X X
Familiarity with market X X
Market share X
Market size X X
Market growth X X
Pricing strategy X X
R&D X XX
Innovation XX XX
Positioning X X
Domestic distribution XX XX
Export distribution X XX
Ease of entry X X
Geographical proximity X X
Sales force X X
Advertising & promotion X X
2/ Financial
Cost of capital X
Financial stability X XX
Profitability X XX
Return on equity X XX

125

http://www.skf.com/portal/skf/home/investorspaf =shared&paf _gm=content&paf gear_id=600033
&included=http%3A%2F%2Finvestors.skf.com%2Fmain $i3Fp%3Dshare%26lang%3Den
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3/ Manufacturing
Facilities X X
Economies of scale X X
Capacity of production increase X X
Ability to deliver on time XX XXX
Technical & manufacturing skills XX XXX
Costs X XXX
4/ Organisational
Leadership X X
Dedication of workers XX XX
Flexibility, adaptability X X
Administration skills X X
Ability to respond to changing conditions X X

The previous table enables a detailed overviewnt#rnal and external contexts influences.
But a more targeted analyse is required to haveetterbunderstanding of the concrete
strengths and weaknesses first, and of the thaeat®pportunities on the other hand.

Therefore, please refer to following graph.

- N O N

Strengths: Weaknesses:
-Long established group *Not so long in the market
-High quality products - Market through aquistion
*Financial stabhility
*Innovative

AN N /

2.3.14. Additional issues
All the competitor and competitive analysis is lthee the fact that there is no up-coming or
latent possible or serious substitution mean on rierket of gaskets and seals and
particularly, concerning O-rings. Anyway, it is iongiant to remain aware of a possible
unexpected change in the industry such as a praduoecvation. But as far as the industry is
concerned, there is absolutely no sign of evideficeich upcoming threat.

2.3.15 Competitive overview

Deducting from our research we estimate the folhgwnarket division:
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Casket & Seals industry worldwide: Competitive overview

Estimation provided by competitor analysis

11% B Frewdenhery
B SkF

B Federal Mogul
b O Couper

O v s abound 30
companies

Pugh e

60°%

#
.

ERIKS market share in the Netherlunds

17%

B ERIKS
O Oihers

B World Le ading companies
(Deseribed in compatitor
analysis)

B National level leader

B (Mhers

As said, due to a lack of specific information, @aanot prove these numbers. To sum up our
findings about ERIKS’ competitive environment, deaefer to the following table:

|  ERIKS | Freudenberg | SKF | Federal Mogul |
Country
| Netherlands | Germany | Sweden | USA
Legal form
Nv (naamloze Limited partnershi :
vennootschaap : Public , .
. _"1(Kommenditgesells , Public Corporatiof
dutch public Corporation
o chatft)
liability company
Foundation
\ 1940 \ 1889 \ 1907 | 1899
Structure
5 strategic businej 4 strategic areas
8 core activities _ 1 3 Divisions (mostly in
areas: .
automotive
Sealing Seals & vibration
technology,Powe control technology . .
transmission,Flo\ (about 60% of totg Industrial Powertrain
technology sales revenue)
Tgchnlcal arld . Nonwovens Automotive Sealing Systen|
logistics services
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Industrial plastics,
T(_)ols and Household products  Service Vehicle and Safet
Maintenance Performance
product:
Electromechanic
services and
Con_dltl_on " Aftermarket
monitoring, |Specialties & othefs - luti
Tolerancerings solutions
and Tire
technology
Revenues
Sales: €949.1 | Sales: US$4,4 Sales: US$ | Sales US$ 6,326
million (2007) billion (2003) 8,7billion million
Employees
\ 4 300 \ 28500 | 42,888 | 41,600
Operating areas
(% of sales) 3 continents 54 countries 24 countries 35 couwstrig
Europe 94% 33% - 42%
*Germany 20,2% 25% - 18%
Netherlands 39% -
US / North America 4,4% 25% - 50%
China / Asia 1,4% 7% - 3%
Rest of Europe - 4% - -
South/Central i 4% i 3%
Americe
Africa/Australia - 2% - 1%
Automotive Division - - 35% -
Industrial Division - - 32% -
Service Devison - - 33% -
Market share
. Freudenberg
[ EE ] Bausysteme 50% ]
Europe - 53% -
More than 30%
(65% of IT spineff
*Germany - market) - -
(80% Freudenberg
Bausysteme)
US / North America - - 20% -
China / Asia - - 15% -
Latin America - - 5% -
Ps policy
. . . . . Diver'sified,' diversified
Product Innovatl\{e, high Cons_tant !r_mO\_/atlon mnqvatlve, hl.gh innovative hiéhly
quality & diversification | quality, technical L
development reliable
Price High, striving for High, striving for coq Hig'h, reduction of High, strivin'g to cos
cost reduction reduction maintenance costs reduction
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Trus_t in foreign ) Expansion, B2B-
, emerging markets & , :
Place Expansion X Expansion Relations, brand-
geographical )
: supported at retaile
expansion
Corporate focused, Corporate focused
: Strong company self assured and
Promotion Corporate focused identity seeking for Customer focused promoting their
leadership potential
. . Entrepreneurial Trust, respect, Challenging,
Innovative, highly » . .
People : freedom & respect| recognition and | innovative, team-
trained ) )
and trust team-oriented orientated
Company goals
Company

Expansion, profif

development and

contribution to |FXPansion, to he

Expansion, profit

customers
general
development
Generic strategy (key points)
Expansion & | Differentiation & | Innovation & expansion and bul
: . . . L up in low cost
Innovation innovation Differentiation :
countries
SWOT
.Long Financially , .
Reasonable establishment, got .. | Diversified, strong
S ) ) " . stable, establishg
[financial position| image, strong | . brands
. © lwidely
market position
.. | Very diversified | Inexperienced ir
Brand recognitio . : : :
W . segmentation angthis particular high costs
Imostly national 2
high investmentgmarket
Increasing demand and market opportunities
T Level of competitiveness, rapid changing marketttoons, rise of raw
material and transportation costs

2.4. Product situation (industry wide)

2.4.1. Core, Actual, augmented

The O-ring “total product” can be broken down ittioee key parts®.

Core benefits

The core product itself is the benefit the custoneeeives from using the product. O-rings
offer sealing capacity (friction properties) andapthbility to mechanical processes,

machineries and engines. O-ring core benefits Her dustomer are a reduced power loss,

reduced board areas and an integration that adaressnplexity?’

Actual product

The consumable product is the O-ring itself andeagsgnts the main good the customer is

purchasing. But the actual product includes alsthéw product decision. Those can be

126 hitp://www.knowthis.com/tutorials/principles-of-mi&ting/product-decisions/components-of-a-produiet.h
127 hitp://www.apec-conf.org/2004/APEC04_SP3-4_IR.pdf
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described through three main aspects. A Very higdlity of raw material and features, an
excellent security level expressed through reliat@etifications according to customer’s
industry requirements (ISO/TS 16949: 2000 — Autdweofndustry®® 1SO 9001: 2000 —
Water distribution) and to specific national norg@ermany DVGW-W270 & KTW®
England WRAS/WRC; US NSF Org. for plastic & rublmeaterial$®%), and a wide range of
product available (size, application, color, ma®ri*

Augmented product
The augmented O-ring product includes guarantedswamranties both coming from legal

requirements and company’s certification (and at®mnpany’s image and reputation),
associated customer senfite accessibility, which represents the perceivedevalf product
availability and lead tint&>, and complementary produtts

To sum up, please refer to the following graph.

The three levels of a product - TOTAL PRODUCT: O-RING

CONSUMABLE @&, CORE BENEFITS
PRODUCT: O-ring device

... ACTUAL PRODUCT

Reduced power loss -- AUGMENTED PRODUCT

Xgﬁ Reduced board areas Security
. excellence
quality Integration addresses

complexity

Range: raw material, size,
color, application types

2.4.2. Classification

The classification of hydraulic seals is a veridifit and confusing subject due to the wide
range of the device and also because of its inetyosition within mechanical proces$&s.

128 hitp://www.maxim-ic.com.cn/pdfserv/en/pr/TS1694@rfication_062106.pdf
129 hitp://www.geberit.be/Geberit/Inet/be/wcmsbef filsfé/usr-pdf-
Cahierdecharges%20Geberit%20Mapress%20Inox%2004-
2005.pdf/$file/Cahierdecharges%20Geberit%20Mapr@8abx%2004-2005.pdf
130 http://www.ecvv.com/product/vp827967/China-o-ribig-html

131 See also 2.1.7. Segments

132 5ee following 2.4.6. Service practices

133 See also 2.2.2. Requirements

134 see following 2.4.9. Adjacent products

135 http://www.menallyinstitute.com/02-html/2-11.html
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Because of that reason more than 600 subcategorie/™ vechancar
of seals can be categorized according for exanople t

their chemical compositioh® However it iS gy eT——
commonly accepted that O-rings belong to tic — —

category of hydraulic seals within the mechanical S Hydraulic seals
seals, which themselves are defined under

mechanical components’ |_ pu—

2.4.3. Product form/class

There are various methods of classifying mechanseadls. One of them refers to the
product’s forms.

() The rotating sealThe springs/ bellows rotate with the shaft.

(i) The stationary sedlhe springs/bellows do not rotate with the shatft.

(iif) The inside mounted sedll components are in the pumping fluid.

(iv) The outside mounted seélone of the metal components are in contact thighpumping
fluid. Most designs clamp to the shaft rather thiamg set screws that damage ceramic or
glass coated shafts.

(v)The single sealt has only one set of sealing faces.

(vi)Dual seals More than one set of faces are installed in &tyaof configurations.

(vi) The unbalanced seallhe seal faces are subjected to full system hyidramd surge
pressures in addition to the spring pressure.

(viii) The balanced mechanical sedlhe design allows the seal faces to see only dl sma
portion of the system hydraulic pressure.

(iX) The elastomer type of sealitilizing an o-ring, wedge, chevrons or a U-cwith the o-
ring type having the most advantages.

(x)The metal bellows sea\ll elastomers have been eliminated from thegtesi

(xi)The cartridge sealThe seal is mounted on a sleeve that can beesttorthe shaft from
out side the seal chamber.

(xii) The non-cartridge seallhe seal attaches directly to the pump shaftemva, or in some
cases, against a shaft shoulder.

(xiii) The split sealln a true split seal all the seal componentssati¢ in half so that the seal
can be installed without taking the equipment agawbber components are not allowed to be
glued together as this would cause a "hard spotérfering with the free movement of the
dynamic elastomer.

(xiv) The solid sealThe equipment must be disassembled to instalehé

(xv)Motion seals. They have larger internal clearances along witffemint spring
arrangements and wider hard faces to compensatext@ssive radial and axial motion. A
radial movement capability of plus or minus 1/8'n{&) would be typical.

(xvi)Pump SealsManufactured for 3/8 inch (10 mm) packing sp&®eme designs will go
into 5/16" (8 mm).

(xvii) Original equipment seal designghe type you get if you don't specify a spedifiand
and model number.

(xviii) Off the shelfuniversal seal designs. Designed to fit intotthenest, shortest space and
still meet the necessary operating conditions. Mwst non-fretting designs with universal
materials installed as standard.

136 hitp://lwww.mcnallyinstitute.com/02-html/2-11.html
137 http://productsearch.machinedesign.com/researaiamécal_components/seals/hydraulic_pneumatic_seals
138 http://www.mcnallyinstitute.com/02-html/2-11.html
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2.4.4. Product life cycle stage

According to the previous researches and relyintherestimation we made concerning the
demand and market situation and growth, it is fbssb provide the following PLC grapfy’

Product Life Cycle

Sales in bl
ales in bin $ 1939 - 1980s: 0-Ring PLC

30 US opens patent for
20 industrial of O-rings
in military applicationg.
Enormous demand,
strong growth

1990s - today
Applied in industries
worldwide

Further-growth:
Due to economical environment
(e.g. China) and technological

development

First patented 1937

Introduction Growth Maturity Decline Withdraw  time

The MATURITY stage for the O-ring product is veryoptable: (i) low costs: well
established market (ii) sales volume peaks (iigréase in competitive offerings (iv)
proliferation of competing products (v) brand diffatiation, feature diversification.

2.4.5. Assortment

O-rings have a very wide range of references. hglidbout assortment refers the product
segmentation that has been discussed inar?¥ Segmentsf the analysis. According to
previous observation, it is possible to refer te following table for an overview of O-ring
assortment. For further information about O-ringesi (which can be recognized as main
changing requirement), you can refer to the O-sizg chart:*°

139 hitp://lwww.marketingteacher.com/Lessons/lessonhptt & see als@.1._Market analysis
140 hitp://www.superiorseals.com/oringtech.asp
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O-ring assortment

Norms & Size Material Application
standards type
Elastomer type Static Seals,
300,000 rubber, Reciprocating
International/Nati references Fluorocarbon, Seals,
onal Industry/ (standards, Silicone, Oscillating
Sector / customized, Chemraz, Seals, Rotary
Company country specific Teflon, Seals,
specific measurement Neoprene, Pneumatic
unit) Fluorosilicone, | Seals, Vacuum
Urethane ... Seals ...
International/National /
sthgrgaSrgLs Industry/Sector specific / ,g ,L ‘g
Company specific
300,000 references
. (standards, customized,
Size country specific ® ? ®
measurement unit)
Elastomer type, rubber,
. Fluorocarbon, Silicone, s g S -
Material Chemraz, Teflon, Neoprene,
Fluorosilicone, Urethane ..
Static Seals, Reciprocating
Applicatio Seals, Oscillating Seals, < ® hd
n type Rotary Seals, Pneumatic
Seals, Vacuum Seals ...

2.4.6. Service practices

Providing the result of the market analysis, wewkrtbat the market actors operate hybrid
strategies which mean that beyond seeking cosetship they have to differentiate their
offer. As O-ring ranges are quite similar to theokehindustry, main differentiation can be
observed in the servicing policy of suppliétsThose services refer to the augmented part of
the product as described in p&#.1. of this section. Following are some examples of
practiced services: Handbooks, O-ring kits (brafkdedraulic packing, floor matting ...), kiss
cutting, product customization, testing (analyticainsultancy ...) 12143

2.4.7. Branding policy

Even if some old established brands have acquikedriawide qualitative image and can add
value to the product it is integrated in, manufestsi using O-ring prefer to be able to use
their own branding so as to provide their custom@h a final one branded product

increasing this way the excellence image associaitd their own brand. However when

looking at product (machinery or plant equipment de¥cription, it is common to recognize
original brand production of each separate elemiéris shows the importance of branding of
O-rings.

To sum up, O-ring branding policy has two levelsstrthe production company’s branding
which get its importance in the quality reliabiliby the final product. Second the branding of
the customer’s company which wants to integratedthace in its own product.

2.4.8. Satisfiers, motivators

141 5ee also 2.1. Market Analysis
142 http://www.quickcutgasket.com/services.html
143 http:/lwww.dowcorning.com/applications/searchthrots/Details.aspx?prod=01889826&type=PROD
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If applying first Maslow’s hierarchy of needs arten Herzberg's paradigm of hygiene and
motivating theory to O-ring satisfiers and motivatat is possible to provide a clear view of
that aspect. It is therefore necessary to rely mwvipus analysi$*™ In the case of O-rings,
most commonly recognized motivators are relatedh® minimum requirements of the
purchase decision making (Quality, security ...) aatisfiers can be identified as product
related services and customized relationship wistamers.

O-ring motivators & satisfiers k O-ring motivators & satisfiers

(from Maslow's model)  gef gotualization (from Herzberg's model)
Developments &
customization
SATISFIERS
Esteem needs [ Motivators & satisfiers }
Relationship
with supplier
Long run, special terms, ' tlnnovation & customizatioj‘u
services )

\ MoTivaToRS Safety needs l
J/ Minimum O-ring Quality Security ‘

requirements Function successful fulfillment, Service ’

e Purch=g durability, adaptability
making RN

P Eloiorliesl £ pliyelts Cafise, MEsns = « Hygiene» / Maintenance factors

Core benefits of O-ring= SEALING

Reduced power loss, Reduced board areas, Security |Durabi|ity

Integration addresses complexity

Company poIicLRange*Accessibility

O-ring motivators (Key product characteristics iarphase decision)

* Long lasting and strong relationship with the gligr is determinant in terms of product
associated services, customization and speciahgric

* Product constant improvement and adaptation sborner’s need.

2.4.9. Adjacent products

There are many products adjacent or complementatlyet O-ring and they mostly are used
either in addition to the O-ring or as testing/nm@nance/repair support. Some of them are:
adhesive backed materials and back-up rings, molddzber products to customer
specifications, lathe cut washers, seal tape,iplasid metal Shim Stock, glue and sealant,
capsules, envelopes, vibration shock mounts, rutiies & stripping, clips, cord 145146147

2.4.10. Technology new product development
As it has been discussed previously in this sttigsy,product Types of new products

. .. . et most commun for O-ring
itself limits major development possibilities evehough
implementations and minor developments are quiteanaus.

New O-ring lines
Completely new

Core

Current developments belong to O-ring line extemq@ith = peneits
perfluoroelastomer O-ring seals developed spedifita seal _revisions
critical pharmaceutical and food process®s and
repositioning (Semicon Sealing Solutions wafer fiabcesses

4 See also 2.2.6. KCM

145 hitp:/lwww.quickcutgasket.com/services.html

148 hitp://www.preferredengineering.com/tools.html

17 hitp://productsearch.machinedesign.com/researaiiyamécal_components/seals/hydraulic_pneumatic_seals
148 hitp://www.superiorseals.com/orings.asp

149 http://findarticles.com/p/articles/mi_mOPIL/is_2D@0ct_13/ai_n6233947
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are creating hotter and more aggressive envirorsrfencritical o-ring seals than ever before
due to increasing need for seals that help imprgiedds and thereby reduce cost of
ownership}>°. ** However some new O-ring lines also are createt agdhe ISC X-rings, a
specially developed four-lip seal profile, as alaepment for O-rings in low-speed dynamic
and oscillating motion applicatiof?é.

2.4.11. Add issues

Providing the result of the O-ring analysis indystide, it appears clearly that there is a lack
of unification on an international level, and thisludes O-ring wide range of product.

Another issue to consider relates to substituteymts. Even if it the influence on the global
O-ring market is relatively marginal, there is entl toward self building rings for very little
customers. As they use the device internally fointeaance reasons, a substitute to the O-
ring commonly known product as appeared on the etalktakes the form of a rubber role
from which the user can cut the appropriate moti€l-ang he needs.

2.5 Distribution Situation (industry wide)
2.5.1. Places, locations, outlets

The sealing industry operates worldwide with inédional distribution centers complemented
by local warehouses most of the time those aretddcalose to the production sites. All

operations are designed to optimize resource atitin, cycle times, pick-pack productivity

and customer service at highest quality level. Tindize the latest warehousing technology,
including radio frequency (RF) communication andeesive use of bar coding systems to
provide real-time visibility, and world-class acaay.

2.5.2. Channels

The sealing industry operates in a business-taakasimarket as it was mentioned earlier in
the report. The most important channel that is usethe seal industry is the Internet. The
industry created e-commerce solutions to meet tiseomers' specific needs. Every company
in the industry offers the possibility to order ithproducts online. Through the B2B e-
marketplaces, (which are software systems) indldtayers and sellers are able to transact
business online over the Internet through a centee.

Benefits:

« 24-hour, real-time availability of inventory moniteg and product ordering services, so
that customers can obtain products they need, Wienneed them

» Cost-effective, one-source approach for purchasitegs time to find products, simplified
searches, less administration, fewer ordering grror

» Flexible search capabilities, by product numbemame

- Highly advanced, security-encryption system — seaumd reliable ordering, with advanced
processes for administrator to control local usegsits

130 hitp://www.pspglobal.com/kalrez-news-1/index.html

5L hitp://en.wikipedia.org/wiki/New_Product_DevelopmTypes_of new_products

152 hitp://www.sciencedirect.com/science? _ob=Articlél8Rudi=B6VJJ-4BSCF4G-

4& user=10&_rdoc=1&_ fmt=&_orig=search&_sort=d&view& acct=C000050221& version=1&_urlVersio
n=0&_userid=10&md5=ffd91e3d25268a9c0ae5f6d1dc7396fd
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Further channels that used in the seal industryT&leESALE, DIRECT (OEM) Sale and
Distributors. Telesale helps to profitably grow thesiness incurring the minimum of cost by
proactive use of the telephone and ensuring extedlervice. Direct Sale is used to profitably
grow the market by improving and developing custome¢ention and entanglement within
the OEM business via the development of professisapply partnerships and offering of
value added products, services and solutions. Smmmpanies in the seal industry are using
distributors to ensure that the channel of supplythte market is serviced profitably by
authorized distributors in pursuit of the businaswitions.

2.5.3. (In) Formal organization

Whilst the internal structure of an individual coamy might be relatively informal, the
logistical management is formal in its activitid$ie logistical management requires a largely
automated and integrated system not only withirotiganisation to help managed the flow of
materials and information, but also in connectiothwhe external factors in their supply
chains. Information must pass through secure chsmup®n which both parties, the supplier
and purchaser, can rely.

2.5.4. Margins and discounts

There is not sufficient information provided by tlkeal industry about discounts in the
distribution. Anyhow we assume that discounts diered to long term customers and also to
new customer to attract those. The discounts depraizhbly not only on the volume ordered
by the customers but also on the amount of ordetsthe customer makes. Another criterion
might be predictability of the orders to make isiea for the company to be able to plan its
transportations utilization in the long run. In 2#e issue of discounts for pricing policy will
be approached more.

2.5.5. Dynamics (horizontal, vertical)/ integrativeforces

f Vertical integration

Integrated backward supply chain strategy
Suppliers are mostly external parties due - 1
to specificities of each activity Raw material

= No backward integration (rubber, elastomer ...)

= e e i o o  — — —— — —— — f—— ] == =

Intermediate
manufacturing
= D-ring

Intermediate
manufacturing
=V-seals

Intermediate
manufacturing
= Gromments

Intermediate
manufacturing
= X-ring

Intermediate
manufacturing
= Washer

Intermediate
manufacturing
= Diaphragm

Intermediate
manufacturing
= Gasket

Intermediate
manufacturing=
Hydraulic seals

Intermediate
manufacturing
= Viton black

Product differentiation strateqy

Common to the whole industry
Large ranges of product

Complementary products in terms of sales

Delivery

Intermediate
manufacturing =
O-ring production

Intermediate
manufacturing =
O-ring production

Intermediate
manufacturing =
O-ring production

Intermediate
manufacturing =
O-ring production

Expansion through merger &
acquisition strategy

Common to the whole industry =
high competitive level

|
I Integrated forward
1 supply chain strategy

Assembly

1 O-ring servicing includes delivery

(automotive, industrial 1
A production ...)
Further integrated forwar |

supply chain strategy Customer |

Mostly uncommon due to equipment ard (automotive, industrial ||
competences specificity distribution ...) vVertical integration
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Horizontal Integration
The acquisition of additional business activitiethe same level of the value chain is referred
to as horizontal integration. This form of expansitontrasts with vertical integration by
which the firm expands into upstream or downstreantivities. Horizontal growth can be
achieved by internal expansion or by external egpemthrough mergers and acquisitions of
firms offering similar products and services. Arfimay diversify by growing horizontally
into unrelated businesses.

The sealing industry grows horizontal. All the menéd competitors in the sealing market
expand through mergers and acquisitions of firnas dfffer similar products and services.

Vertical Integration

The degree to which a firm owns its upstream seppland its downstream buyers is referred
to as vertical integration. Because it can havigifecant impact on a business unit's position
in its industry with respect to cost, differenttatj and other strategic issues, the vertical scope
of the firm is an important consideration in comer strategy. Expansion of activities
downstream is referred to as forward integratiord eaxpansion upstream is referred to as
backward integration. The sealing industry is ugorgvard integration by offering the supply
to its customers by themselves through especialgldped delivery systems.

2.5.6. Logistics (physical distribution)

Logistics in the seal and gasket industry manageoddwide-integrated transportation

network. The Global Transport Network includes alnsport modes, including daily

airfreight and weekly sea freight departures tonadljor markets worldwide. The network
offers a time-phased transportation network thagusss a reliable delivery service to
customers globally. The logistics services havei@pean transportation network, combining
cross border traffic with efficient, delivery tonéil customers. The service is using fixed
timetables; the network provides reliable, shoadi&ime deliveries across the continent. A
similar system has been implemented in North Anaepmoviding efficient short lead-time

deliveries. The network in the Asia—Pacific registill has to be extended to be able to
provide the same kind of efficiency as the Europsatwork does.

2.5.7. Trends/ expectations

As a result of the emerging markets in Asia, Claind India, the distribution networks will be

further expanded in the Asian countries. To offéxetter supply worldwide. Furthermore the
companies will be facing increasing transportatbmsts associated with the movement of
goods, and fuel and the increasing labour costs.

2.5.8. Additional Issues

Tracking System

The customers of the seal industry are able tdkttheir goods, by the Global Tracking
Service (GTS), up to final destination since alpsients within the transportation network
are equipped with bar code labels to secure ideatibn and precise routing.

Transport Errors System

The companies offer a Service Transport Proces®r Esystem, which gives the
customer/supplier the possibility to create a caimp) if the delivery from the logistics
services has not fulfilled the transportation agreet. These complaints can be made through
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the websites of the companies. Too prevent anyonast enter complain the website for
complaints is secured by a login system.

2.6. Pricing Situation
2.6.1. Industry Levels and Ranges

As proven in the competitor analysis of this reptre gasket and seals market represent in
our 4 big competitors’ portfolios only a small pait the entire business. Value adding is
mostly achieved by differentiation; compact sealgygtems and additional services around
the sole seal.

Thus, we are facing backwards pricing, to come uih \& price, which guarantees high
margins, but at the same time is adequately metivally the entire service provided. The
simple production of seals, does not grant enoaghmrfor forward pricing, or in other words,

if our focused companies would forward-price, thmargins would suffer upon high pricing
competition. And as we have seen before, pricingptition is due to differentiation widely
avoided.

However, we do have examples of aggressive pripoigies, but those are mostly product
suppliers of seals only. They avoid additional s®mw, due to incapability of competition
against the main players. Mostly those companiesareh competitors’ prices and see if they
could beat it. This is also a form of backward jmgc

To sum up, main companies avoid pricing war andatfbackward pricing simultaneously
with product differentiation to motivate those @sc Once a company invested heavily in
machinery to produce seals, the production its@lfin other words, the variable costs of
sealing products are rather low.

2.6.2. Price-Elasticity of Demand
As seen in 2.1.2, we are facing a (differentiatelijopoly. In this market form, quantity
demanded shows a kinked decrease on a specifie lenvef>®. This occurs because of the

directly effect of your companies price policy. have a clear view on that, please refer to a
simplified graph of demand in gasket and seal ntarke

Kinked demand line of oligopolistic markets

price

the effect on the quantity demanded
of price-reductions is lower, than the
effect of price-increases.

This leads to the so called

“kinked demand”

note: this model is pictorially scaled
and does not reflect definite values

quantity

183 HES Syllabus HVAAM/101/08/028, Managerial Econosnic
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As seen, on price level;Rhat represents the company’s current price, dentEudeases
rapidly after a slight price increase and vice a&efSustomers do not accept price increases,
due to the availability of substitutes through cetimoy manufacturers, if the product stays as
it is. This proves before mentioned directions talgadifferentiation regarding tailor-made
sealing solutions and services, which are the avdy of keeping customers when one
company increases the price. In other words, compdrave to try to provide products which
are hard to substitute.

Due to insufficient info, we cannot calculate aidiéd elasticity. We have different arguments
for the different customer groups to make assumptioFirst, concerning overdue

maintenance, customers won't wait very long witkitlpurchase, even if prices have risen.
Second, distributors, which are not seeking fohhsgrvice levels, but for huge amounts of
high quality products with lowest possible pricemuld swap supplier if risen prices attack
their margins.

Third, OEMs are the once, which need and appreeidtéional services and therefore have
long-lasting supply contracts with suppliers. Hersoel due to tailor-made products and
negotiated prices switching is not common.

Due to those arguments and our general knowledget dbe industry, we can conclude that
in general, price elasticity of demandnglasticand sum up with following assumptions.

MROs Distributors

2.6.3. Industry Practices

Prices for single O-Rings start in general at adb0/07 €°*. Here one has to have in mind,
that of course buying one O-Ring has concerninghtiiyaa totally different approach for
pricing policy than on the scales we have to haveak in industry. Also, one has to
remember the enormous scope of sizes, forms antcapmms, where prices surely differ.
Nevertheless this number gives us a slight idgaioé ranges we are operating in.

In our reduced industry scope of 4 main competitars hardly see any prices before we
carry out a request for quote. This proves befoeatraned behaviour, that companies in our
industry differentiate heavily to motivate theiriges. Once a customer inquires, companies
will set up a complete offer, which is a mix of guzts, warranties and services. This
complexity makes a price comparison difficult. ietsupplying company meets or exceeds
the customer’s expectations, they have a high @&aoacgo through negotiations without
having to offer major discounts.

This leads directly to the next issue, in whicts thill be covered more intensely.
2.6.4. Discounts, Actions, Events
Due to a classical B2B environment, we do not geial actions or events, which grant

major price advantages for customers. “Buy one +dae for free” or similar well-known
actions out of daily life are not applicable instipiart of industry.

15 http://www.preisroboter.de/search.php?search=6sr@ &y=0&min=&max=
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Nevertheless, discounts or rebates are commonlg usehe gasket and seals market.
Regarding low-price suppliers, which provide mogpipducts for distributors, we detect
discounts linked to quantity. Especially in thissimess relationship, this makes sense, as we
know that distributors of products only (no sergicerely heavily on unit margins.
Consequently, a lower procurement price grantghedtimargin when selling or more room
for pricing policy for their selves.

Looking on our well-differentiated main playerstire market we do not have sufficient info

to deduct a defined discounting behaviour. Howetaing the customer analysis in account,
especially “Requirements” (2.2.2.) and “Buyer Bebav" (2.2.3.), we know, that price plays

a minor role in customers’ purchase decisions. dfoee we assume to find most discounts
coupled to long lasting business relationships emavincing service agreements. In other
words, if a customer (in particular OEM or MRO) g#a an order at a major competitor such
as ERIKS, the ratio between the seal itself, ard dg#rvice surrounding it is rather small.
Thus, the companies have room to grant discountseals without attacking their overall

profit.

2.6.5. Typical Price and Cost Structures

Major investments are needed to have the productapacity to manufacture gaskets & seals
on a competitive level. If one does not reach enaas of scale, the margins reached will be
rather little and therefore the company is facingjon issues and likely has to withdrawn

from the market. This has also been proved whedisaissed entry barriers (2.3.5.).

Even so, the production itself is rather cheap. Mteg after investment and research &
development costs (fix), the variable costs, suchasav materials, labour, electricity etc. are
rather low.

Consequently we can assume a cost structure tbatsshigh fixed costs and on the other
hand low variable cost. This means in consequesmanomies of scale are substantial for
long profitable growth. In other words, the contition margin as a percentage of solely seal
production should be very high to cover high fix@dts and generate major cash flow.

To sum up, even without giving a certain idea diypical price, we can say, that due to
economies of scale, major player in our market Hawe unit costs of seals and therefore
possibilities to vary the price. They are operatsgmewhere around average total cost
minimum and therefore enjoy high profit margins.

2.6.6. Additional Issues

In addition, it is worth mentioning, that in parlar in this market, currency fluctuations play
a role. To a certain extend, even if seals are angynall product and thus represent small
parts of possible investments, customers will mosignificant differences if a currency has
differed from values before. Industry in generades globalization to reduce costs in any
possible part of their business. As an exampleearetise weak US -$, which provides export
advantages for US-companies. Therefore, a glohaicsw policy might bring a financial
advantage and should be considered.

2.7. Promotion / Communication Situation

2.7.1. Instruments Commonly Used
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Pull & Push

According to Kotler & Bliemef® the difference between Push & Pull strategiesrtiestly in

the effort, a company provides to stimulate satestherefore in which direction the effect of
it goes. Best way to determine either one of thatesgies is to check, if demand is created at
the end-consumer and therefore drew through theidison channel (pull) or if sales are
stimulated by profitable opportunities given totdimutors and incentives are granted (push).
Due to our B2B relationships, there is a lack stribbution-channel-depth. At the same time,
if the end-consumer, in our case an industrial camggtself, shows demand for gaskets and
seals, it will approach our industry directly.

Consequently, classical push or pull strategiesnatefully detectable. However, there are
several indicators to show a certain push and lhlaviour: For the distributing customers,
we can assume, that through pricing advantages ®allebe increased. This advantage will
give the distributor the opportunity, to have famhpossibilities to grant pricing advantages
to stimulate sales. Therefore we are facing tradenption and the product is “pushed”
through the distribution channel:

sales pressure o sales pressure
Manufacturer Distributor ———»  Consumer

sales enhancing activities, such as discounts ete.

The push-strategy is dominating, because, if yolge this model by taking the distributor
out, you have a direct relationship between custcand manufacturer. Promotion activities
as discounts, rebates etc. will directly enhaneestiles pressure downwards.

TR Fovar On the other hand and mostly for th " prving e fumee

of Knowedge customer relationships to OEMs ar Sl
Engineering MROs we detect corporate advertisin SR
which is created to enhance brar .
awareness. Leading companies try w
present themselves as overall suppl
and create impulse to place an inquit

This behaviour is seen for example fro

SKF and Federal Mogul. ST

The pull strategy creates curiosity at t/®s=—=== :
consumer and leads to demand suction, which shoesntarian © ResE
direction of effect. o s -

Model wise, this would show a classical pull-stggte

Manufacturer II:: demand suction Consumer

sales enhancing activities, such as promotion, advertisement etc.

1 KOTLER & BLIEMEL, Marketing Management, Pearsor0B0
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Personal selling

The personal selling is dominating the promotiorthie focused market. Due to a high level

of differentiation the personal relationship betweeanufacturer and consumer is needed. At
least after taking in account, that due to a latkopen pricing (as discussed in 2.6.),

companies, as our 4 major players need to go iecdinegotiations to understand their

customers’ needs, provide the best possible solaima thus motivate their prices.

Advertising

As seen above, companies show corporative adverise The target group is way too small
and to widely spread, that the diffusion would be high to advertise in general media.
Effective in this case would be the Internet adserhent. To reach worldwide customers, the
Internet has become a major media channel to penmalustry products. Using common
search engines provides simple and fast-directecngtion>®. Another important part is
advertising around trade fairs. This will be cowkrethe trade fair section.

Sales Promotion
The Internet has shown to be the major platfornttice market. Consequently this market is
not very developed regarding sales promotion.

Trade Promotion

Trade promotion is trade orientated sales prombtiofihis is seen more for the customers of
the distribution area. Especially the branding ngportant. As we know, e.g. FEDERAL
MOGUL, with its 32 brands worldwide gives the distitor the opportunity to advertise the
brand.

PR

Especially wide spread companies like FreudenbEsgleral Mogul etc. have a certain
importance in Public Relations. As we know, bragdatays here a major role for customers’
choice, and therefore a company operating in thsness should try to present themselves
“clean” and transparent. Usually the companies Hmage is used to spread PR besides
approached media.

Here an overview of PR-Behavidtft:

FEDERAL
ERIKS SKF MOGUL FREUDENBERG
Press releases
per month ca. 1l ca. 2 ca. 6 ca. 25
*corporate info
*corporate info *corporate info *awards *bus. development
Tobics of PR *bus. development| *bus. development *corporate info *acquirements
P *acquirements *acquirements *new products | *successful projectg
*awards *awards *acquirements *innovation
*awards

136 hitp://www.google.com/search?client=safari&rls=ts&q=oring&ie=UTF-8&0e=UTF-8
57 hitp://www. wiwi-treff.de/home/mlexikon.php?mpagesgiverkfhandel.htm
18 \www.freudenberg.de, www.federal-mogul.com, www.stifn, www.eriks.com
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-sponsoring - Freudenberg
educational projects Foundation, support
" to maintain technical . local educational
Additional topics in schools et¢ Company magazing no information facilities
efforts P " EVOLUTION®

-support of cultural
events

- Youth programmes
-Environmental
programs

Trade fairs, Exhibitions
Trade fairs are especially in industry extremelpamant. No where else are customers facing
a high concentration of providers, and vice versa,where else have manufacturers the
possibility to present their selves to a broad enck. Especially companies with a global

innovative image use trade fairs to present neveldgwments. However, a trade fair is highly

cost effective and therefore companies choose yvieelhich fair they are going.

SKF Fed. Mogul | Freudenberg ERIKS
Upcoming
(2008) 27 11 2
Mechatronics
Logistics Will be dealt
Transportation Automotive with in more
. .. | Power Transmissior : Automotive | detail in the
Fairs' topic . Automotive :
Chemical & suopl supply internal
Hydrocarbon process PPl analysis
Textile, Leather
Machine tools
Regions Worldwide Worldwide Germany,
We assume, that all companies are alsp
Addition represented widely under their diversified
brand-network on specific fairs

The only industry specific trade fair is Isgatec,sabdivision of the POWTECH in
Nuremberg, Germany. It is specified on sealingnebtdgy. However, the fair is too specified
for our 4 main companies, due to their diversifigortfolio is that to little. ERIKS and
Freudenberg attended POWTECH, but there is no das,they go again in 2008. This
proves again, that all major companies provide pgel solutions and present themselves as
A-suppliers.

Direct Marketing
As seen before is personal selling very import@bsely to that is direct marketing which
shows the characteristic of direct contact to tig@mer via a medium (such as phone, email,
etc.) However, direct marketing is not strongly laggble in this industry. As the Direct
Marketing Association (DMA) has defin®d, direct marketing is an interactive system,
where the customer is reached via a medium to raadeasurable reaction. In other words,
the customer decides in the moment of approacimefis going to purchase or not. As we
know, decisions in this industry rely on major istreents and personal negotiations. Direct

1¥9KOTLER & BLIEMEL, Marketing Management, Pearsor0B0
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marketing is not useful and would present an aggresand negative image, which would
cause negative impact on customer relations.

2.7.2. Budgeting and Strategies

There are not sufficient data which provide spedfta for determining concrete ratios. Even
SO we can say, that selling and administrative dipgnmeet between 6 and 9%. Deducted
from that we assume a promotion expense of app. 3%

2.7.3. Total spending, ratios, effects

General total spending can be deducted from Frdagitgis annual report 2005, which gives
us an idea of how it is divided throughout the istoy

Freudenberg’s share of expenses dedicated to piamistvery marginal. In the consolidated
balance sheet, sales promotion expenses are redistieder “Other operating expenses”. It is
counted with outgoing freight expenses and othdlinge expenses such as repair
maintenance, leasing and rental, outsourced sareice travel expenses and represents about
17% of that subdivision. To sum up, Freudenbergnatoon expenses are up to 151.3 Mio €
and are worth 3.2% of total expenses (4 772 Mi0@5*®°

Repartition of total expenses (€4 742,2 Mio) Repartition of other operating expense

@ Outgoing freight

E Personnel
0 @ Sales promotion
890,5 O Material 13% a% P |
33% O Repair&
‘ 15241 g pepreciacion & 8% maintenance
233,3 amortization O Leasing & rental
B Other operating
expenses O Outsourced services
25%
B Travel expenses
2094,3 17% P

Unfortunately we have no information about the diisional repartition, but with this
number we can deduct approximations for the retliefelevant industry.

2.7.4. Trends, expectations
Companies will go on pushing their strong brand @am@orporate advertising will be
dominant and targets maximum brand awareness. &eslie: essential role of advertisitly
in a differentiated oligopoly there is not much epéor effective advertisement.

2.8. MESO (industry dynamics)

Before starting this section of the study, it icessary to clearly understand the market we
are going to refer to in the MESO environmentaiataes analysis. In the 4Ps analysis, we

160 \www.freudenberg.com/ecomaXL/get_blob.php?name=daeinerg_GB_2005_E_complete.pdf
161, WAMS, HES-Syllabus HVAAM/101/08/031
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have looked at the O-ring industry-wide, in otheres in the equipment industry. Talking
about the MESO analysis refers more specificalltheoindustry dynamics, in other words it
refers to the competitors of ERIKS on the markdtgasket and seals, and when possible in
the market of O-rings®* The analysis will focus on a sector level. We wikrefore refer to
part 2.3. Competitoranalysis of this study and describe the environmental véemof
Freudenberg, SKF, Federal Mogul and other releaattdrs such as Niantic Seal Inc., Parker
Seal Group, John Crane Inc., and Garlock Sealimfpri@ogies.

2.8.1. Suppliers: current/potential

When looking at suppliers in the gasket and sewmlastry, again there is a lack of visibility.
The suppliers’ market is also an oligopolistic neriwvith about 500 companies worldwide
only for elastomer and rubber materials suppliérse left attached figure is an overview of
current rubber material suppliers’ situatiGh.

RUDDEr supplier geograpnical reparttion There is a clear dominance of US suppliers of
(among 449 companies) raw materials for the gasket & seals industry
with up to 93% of total studied market in this

1 " )
case. In Europe, the repartition of raw material

13 for O-ring is more balanced. However there is a
16 net dominance of the UK market. From all those
B US/ Canada statement two observations can be formulated:
8 Europe first, most raw material companies belong or
H Asia stem from former colonial empires; secondly,
B Africa US global companies dominate the market.
41¢
Focusing now on the competitor portfolio chosen f@iocus on Europe 0 UK
the study, it is possible to notice a strong attaeht B CH
to suppliers and a special care and attention fpaid  6.20% B Sweden
suppliers’ relationships. This is mostly due to the s5ox P
cost leadership seeking of the customers who need 37,50%
to purchase for the lowest price possible, &ht” & Norway
secondly because in this case the power is more on B NL
the side of the manufacturers. Consequently, O-riggoo 6.20% W ltaly
manufacturers organize reward systems and higg,zoo/ ’ ODT
level requirements when selecting their supplier. | OFR

addition to that, there is a strong need of réliigbi 6,20%

especially concerning delivery. The following arsadyis based on the competitor’s portfolio
study.

Freudenberg 12 best rated suppliers (in total thezeover more than 200 compant&sare
Akzo Nobel Polymer Systems, Bulk Molding Compountis;., United Parcel Service,
Cancarb Ltd., Combined Metals of Chicago L.P., EMMobil Chemical, Lord Corp.
Advanced Elastomer Systems, DSM Elastomers, FimesRolymers, LLC, Solvay Solexis,
Inc. and Zeon Chemicals L Most of them are US global companies. Federal Matpo

182 hitp://en.wikipedia.org/wiki/Context_analysis
%http://materials.globalspec.com/specsearch/suppiieterials_chemicals_adhesives/plastics_elastomelss
mers/elastomers_rubber_materials?RegEvent=new

184 http://www.prnewswire.com/cgi-bin/stories.pl?ACCIG4&STORY =/www/story/09-23-
2003/0002022804&EDATE

185 http://www.bulkmolding.com/aboutbmc/whoisbme1. hignhttp://www.aboutus.org/BulkMolding.com
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honoured three of its North American suppliers @aedognized no less than 200 others
worldwide®® Best rated of them are Carboloy Inc. of Warrenchjan, and Parrish
Machine of South Bentf’ SKF has a different approach in terms of suppl@sf the raw
material for seals is produced within the integiaseipply chain, in other words, by SKF
itself.*°® China's demand for raw materials has grown magsiveer the past 20 years.
According to Barclays Capital, the country now agngs a quarter of the world's copper, and
alone accounted for a staggering 94 per cent oflibieal growth in demand for aluminum. It
also now accounts for almost a tenth of globadeinand. Fears over future energy supplies
have made national energy security a priority foin@. It has realized that competition for
raw materials is

; 169
Ereudenb Federal e hotting up.
reudenberg Mogul But as many
Akzo Nobel Polymer Carbolo actors _are present
Current Systems (NL), Bulk e (US))/ on this market,
suppliers Molding Compounds, Inc. " o . other companies
(Bestrated | (US but prod US, Asia, EU R/T:lé[:?nhe 50% self-supply are not to be
ones) South Amerlc_a) United (US) overlooked. The
Parcel Service (US) difficulty again is
Characteris Global long established companies Integrated upstreamt - to position those
tics supply chain model suppliers on the
' Low because of t_he nged of long lasting Further integration market despite
Potential relationships o th lack f
: o : . by acquisition e ac o
suppliers China's investments in Africa (self ST
strategy visibility over
dependent supply)
market  shares.

Wolverine for
example (among others) claims to belong to thedvwade most relevant suppliers of rubber,
metallic and paper coated gasketthy.

2.8.2. Labor
Total Employees in Gasket an

Total gasket and seals industry employment in 2088 Seals Market
about 44,451 compared to 41,980 in 1997. Of thé54,
workers employed in 2000, 32,298 were producti 50000
workers earning an average of $14.07 per hour. 48000
range of employment varied extensively, from fagtc 46000
workers producing the products, to chemists & 44000
engineers who develop the compounds and desigtise t 42000
sales force that deals with OEM and aftermar| 40000
accounts. The average number of workers 38000
establishment was approximately 85.

49000

1997 2000 2003 2006

186 hitp://www.newscom.com/cgi-bin/prnh/20000525/DER300GO

87 http://www.prnewswire.com/cgi-bin/stories.pl?ACCIG4&STORY =/www/story/03-07-
2002/0001682803&EDATE

188 http://www.handels.gu.se/epc/archive/00001538/Aid¢Bite_2000_14.pdf

189 http://www.guardian.co.uk/business/2008/feb/10imjrchina?gusrc=rss&feed=business

19 www.eaglepicher.com/EaglePicherinternet/Compawies/erine_Division/Products_Services/ - 35k

" hitp://www.referenceforbusiness.com/industriesffariMiscellaneous-Plastics/Gaskets-Packing-Sealing-
Devices.html
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%% expense " ob employees / department

7%
. 0
oy H Production 85% B Production
0
0 .
19% Chemistry & Chemistry &
engineering engineering
Sales force Sales force
20% B Mngmt/Admin B Mngmt/Admin
0
30% M Others 8%

General remarks about the labour market for equiprmelustry concern the trend toward
cheap labour employment. On the other hand, it éagphat this industry cluster is facing a
shortage of skilled labour now that industrialinatihas progressed. Universities and on-the
job training centres for innovation are now neettadfurther developments. In addition to
that, the growing shortage of skilled workers imdustrial maintenance, the growing
complexity of equipment, and the automation of picithn processes call for improved and
increased employee training and retrainiffyLocal governments play the main role in
constructing infrastructures and forming institngd’”® Another aspect that should be taken
into consideration is the wages competitive lew@steng on the gasket & seals industry. Due
to the observed shortage of skilled labour, curfiemts need to promote their HR in order to
attract and retain workforcg?

Focusing now more particularly on the competitoalgsis and other main actors, it is
possible to provide an accurate overview of emplenythstructures within those companies
and analyse their HR strategy in accordance toiquely observed labour market trends.

Freudenberg Federal Mogul SKF
Total employees 33 526 43100 42 900

Share employed in seals related departments

Estimations "

absolute 20762 About 3500 n.a
relative 62% 7.5% n.a
Total personnel . 1 564 Mio €

exgenses 1535 Mio € ) (14704 MSEK)
Share devoted to seals employees

absolute 859,6 Mio € 476 Mio $ n.a.

relative 56% - n.a.

Yohttp://www.eric.ed.gov/ERICWebPortal/custom/posletcordDetails/detailmini.jsp?_nfpb=true& &ERICEx
tSearch_SearchValue_0=EJ199196&ERICExtSearch_SkgrehO=no&accno=EJ199196

73 http://www.ide.go.jp/English/Publish/Dp/pdf/100 dhiki.pdf

74 http:/lwww.sciencedirect.com/science? _ob=Articlél8Rudi=B6VFD-45MWRWP-

4& user=10&_rdoc=1&_ fmt=&_orig=search&_sort=d&view& acct=C000050221& version=1&_urlVersio
n=0&_userid=10&md5=00f595e1936151d907ef4f44d9d68ff3

75 http://money.rediff.com/money/jsp/p_l.jsp?compang€=10610003 & 2.3.c.Competitors
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Freudenberg employment structure shows a differdreteveen the share of employees
dedicated to seals and share of expenses allotatdem. This is due to the low level of
production employees’ wages, according to previmbservation made in this sectitfi.”’

In response to shortage of skilled labour, FreudepiDichtungs- und Schwingungstechnik
KG (seals and vibration control technology) set thp Young People Program meant
especially for young professionals, and complementhe direct career start’® Federal
Mogul response to market shortage of skilled laiswasy to recognize in its strong career
promotion. The company runs attractive rewardirepdfits, training and career policiEs.
SKF opted for a more company environment and aellpromotion, emphasizing respect of
employee rights, safe and good working conditiamtinuous development of skills and
competencie$®

2.8.3. Financial sources

The financial sources of the gasket and seals indpsint out the provenance of the market
actors’ profit. Most of them

register income generated from Revenues of gasket & seals industry main customers

their sales, as well as fro
IThRevenue in US$ 200-

currency exchange rates as thosepillion
actors are mainly global long igg_
established companies. The 140+
financial sources in this way, is 1201T]
dependant from the customers’ 10017}
financial health. The overview 801]]
60
provided by the previously made 40111
2.2. Customer Analysisnables a 2017}
quick understanding of that 0 O o
aspect. It shows that there is Ofp ey @& 9 &8
currently no threat of financial & ,f“ & O@ v
sourcing failure. Moreover the Oé‘ O@ Cﬁ

relative stable financial health of

the main actors of the market let presage of airmimrg financial stability and wealth on the
gasket and seals industry. However, some cases dteoven financial instability risk at a

company level. Main reasons for that are relateddor management or ineffective budget
attribution, and when a financial vicious cycleeistered only rapid reactivity can prevent
from complete bankruptcy (cf. FM case).

Focusing now on analysed competitors, it is posstbl draw an estimation of financial
sources of each company. Whereas Freudenberg ara&Krely on their income for future
financing Federal Mogul is meeting financial ditfltes. Further sources of finance are quite
marginal (except credit) but can still have relatsignificance on investment capacity and

riSk.181 182183184

®get_blob.php?name=3250678241105452384group_profile.pdf
""get_blog.php?name=2007_GB06_E.pdf
Yhttp://www.freudenberg.com/ecomaXL/index.php?siteEF EN_career_theory and_practice_young_people
_programm
19 holidayshttp://www.jobbankusa.com/employment_jaiaseer/federal-mogul.html 41000 people &
http://www.manta.com/coms2/dnbcompany_kffgx
180 http://www.skf.com/portal/skf/home/sustainabilieghtentld=509017&lang=en
181 \vww.freudenberg.com/ecomaXL/get_blob.php?nant@eudenberg GB_2005_E_complete.pdf
182 http://www.transnationale.org/companies/skf_grphp.
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Freudenberg_; Federal Mogul SKF
Total sales € 5,1 billion US$ 5,5 billion USS$ 4,77 billion
Income/Loss € 0,22 billion US$ -0,19 billion US$ 0,49 billion
% 4,31% -3,45% 10,27%

Discontinuation of | Financial delinquency
systematic depreciatigrstatus acquired in 200
of goodwill, return onj  (lack of financial

N

: | capital & exchange sources)®
Add. Financial . ) : .
Sources rates benefits Equity share capital Return on capital
Operating activity, (5.2%), Reserves &
investing activities, {surplus (14.8%), Secur
financing activities cag loans (67.7%),

flows Unsecured loans (12.34

Track record of cost

moreved otk Luiang up o e 18 10 icencyl

Financial capital management| .
P g restructuring to best cos :
he successful reductidn

_ capacity prudent housekeeping production, enhancind 1 .
improvement | and strong cash flow in capital employed
through outsourcing

strategy from operating |Productivity and reducir
activities overall workforce efforts and tight workin

capital management

2.8.4. Knowledge

The knowledge that gasket and seals industry dpgraompanies have in terms of the

MESO Environmental Variables can be used to eantpany’s own advantage. Knowing the

buyer behaviour of customers as well as its speodieds is important for companies in order
to survive in the industry.

What is important to notice here is the power ladtied to gasket and seals manufacturers as
compared to their customers. As it has already Istated earlier, there is a clear lack of
transparency surrounding this industry in termsnarket share, strategic planning and
pricing policies. The knowledge the industry hashsiously purposely dissimulated to retain
knowledge and keep their power position in saldatiomships. Knowledge is therefore
accepted to belong to one of the strongest meanpaoi@s have to “strengthen their
competitive edge in a global environment”. Main tpoted knowledge within the industry
includes the products themselves, pricing policiegrket repartition and positioning,
investment structure.

2.8.5. Authorities, public bodies & groups
Due to the wideness of product nature in the ga&ksaals industry, there are a large number

of organisations working on many levels to insutere different aspects of the industry are
coordinated in terms of security, quality levelp@esses and norms. Each country has its own

8http://www.reportbuyer.com/automotive/company_répoautomotive/premium_company_profile_federal_m
ogul_corporation.html

18 http://goliath.ecnext.com/coms2/gi_0199-563513@lEenberg-reports-financial-status-
financial.html#abstract & http://www.transnationale/companies/federal_mogul.php

185 http://money.rediff.com/money/jsp/balanceshee®gspnpanyCode=10610003
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organisations, public bodies and groups which wor&nsure industry standards are met and
maintained, and that all new innovations and adewents are in accordance with
requirements. Those regulation are mainly set ulptgl governments or unions (EU’s IPPC
directive 96/61/EU Gaskets and seals significantly fugitive emissi@uiictiort®® but there

is a clear trend toward international standardsnget

2.8.6. Industry organization

Whereas national, regional and governmental pallticestablished bodies have a direct say
on industry regulation, this is not true of indystirganisations which are establish by
coalitions or outside parties. Even though becanfs¢he stated need of international

regulation, their work and recognition is gainingight. Three professional organizations are
associated with the gasket and seal market.

(i) Gasket Fabricators Associationgasket cutters and industry suppliers who cargether

to discuss problems within the industry and to ttgvgossible solutions to those problems.
The organization also develops industry standa2dgeér technical handbook as well as a
guarterly newsletter).

(i) Fluid Sealing Associatior= International trade association founded in 1988.
membership is most heavily concentrated in NortheAoa, but also includes a number of
companies in Europe, Asia and South America. Nowt&snational trade grows throughout
the world and creates a need for universally aeteptandards, this authority has become
international in scop&’ 88

(i) European Sealing AssociatiegnEuropean equivalence of FSA established in 1982.
ESA has more than 40 Member Companies, represeoiteg 85% of the fluid sealing
industry in Europe. It has been established to wowkards the harmonisation of appropriate
standards, legislation, development of sealingrteldgy and environmental protectidfi? **°

All those organizations provide guidelines for ssdal usage among othérs.

In addition, it is also possible to refer to ISQIdDIN which provide world standards also for
this industry*®2

2.8.7. General publics

Centre for Research into Environment and Healthergdtwyth, Wales & World Health
Organization, Geneva, Switzerland are exampleseokal publics having some influence
over the gasket and seals industfy.However general publics have less power thansimgu
organisations. They are active in industry researchhave a more public front. Cooperation

188 http://www.engineerlive.com/european-process-eggjifinterview-opinion/14229/gaskets-and-seals-
significantly-reduce-fugitive-emissions.thtml

187 hitp://www. fluidsealing.com/index.html

188 hitp://www.referenceforbusiness.com/industriestfariMiscellaneous-Plastics/Gaskets-Packing-Sealing-
Devices.html

189 http://www.europeansealing.com/

190 http://www.sciencedirect.com/science? _ob=Articlél8Rudi=B6VJJ-4DKTT84-

P& user=10&_rdoc=1&_ fmt=&_ orig=search&_ sort=d&viewe& acct=C000050221&_version=1&_urlVersio
n=0& userid=10&md5=aa0fc1615f6e8da3flbcd5773fffeldd

1 hitp://www.fluidsealing.com/pubimg/SafeSealUsagé.p

192 5ee also 2.9.2. of the analysis

193 http://www.bvsde.paho.org/bvsacd/who/asses.pdf

/170 92



IDM VH2 ES03, May 2008 Karolina Deptula 520287
Team 1 Clio Beraldin 519722
Amat Ros Y Hildebrand 521443

with these parties is essential in both meetingoorer standards and ensuring that the public
gets both an accurate and positive picture of wietndustry is doing. In the gasket and seals
industry the relation to general publics is lespamant than that from its customers.

2.8.8. Additional issues

The most urging issue within the MESO environmegfens to the lack of international
standards unification. Providing the up-coming etpeé market growth through Asian
development, worldwide approved regulation andslagjon have to be introduced.

Further issue is related to actors’ behaviour aeml lze explained through their history. .As
with many other industries since the late 1990ggers are common among gasket and seal
industry leaders. Both Freudenberg-NOK and Nia®&al closed big deals. Niantic and
Sealing Devices Inc. of Lancaster, New York creagdint venture for sealing distribution
and elgg,}omeric parts fabrication. Mergers of il are expected to continue in the next
decade:

Mintzberg’ coordinating mechanisms In this kind of environment companies
are more likely to build mixed

organizational configurations (in
reference to Mintzberg' organizational
Corporate level = Simple structure configurations framework)>> Corporate
level decisions are operated through
“simple structure” configuration,
applying direct supervision coordinating
mechanism. In this kind of downstream
. . vertical relationship, the key part is the
Business level = Machine bureaucracy strategic apex (=top management). On a
business level, observed global
companies have developed detailed
processes to expand the activity. They
Functional/operational level = coordinate therefore operation through a
professional bureaucracy “machine bureaucracy” structure
configuration. Here the key aspect is the
From Marketing Management Approach, Syllabus IBMS “techno structure” (analysts that design
HES 2001, Lucas Wams systems and processes). On a functional
According to Mintzberg’ coordinating mechanisms level, the sector analysis leads us to the
conclusion that the companies operate in profeatiomreaucracy structures due to the high
requirements related to the production process. magr aspect to consider is then the
operating core. On the operational level, adhocrsteycture is likely to fail. Here again
professional bureaucracy structure is requiréd.

Providing all the points that have been raised his tsection, please refer to following
overview of the MESO analysis.

9 hitp://www.referenceforbusiness.com/industriesffariMiscellaneous-Plastics/Gaskets-Packing-Sealing-
Devices.html

195 http://en.wikipedia.org/wiki/Henry_Mintzberg

1% From Marketing Management Approach, Syllabus IBNES 2001, Lucas Wams
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Dimensions of environmental analysis = Most relevant

TECHNOLOGY
Profitable continuing maturing of gasket & sealgke:
No direct threat of innovation or new technologyrgn

ECONOMICS
Related to geographical clusteeglonomic health (U¢
EU, Japan + china good and stable economic health)

: Long established wealthy firms
v

C G Beneficial currency valuation (in most cases)
INDUSTRYDYNAMICS GOVERNMENT
National & local regulations but belong to industry
(MESO)
usages
Rl A

! g China continuous demographic growth (as well asl

Asian, South American and African countries) alsead
CULTURE DEMOGRAPHICS

has and will have in a short future an strong inhpac
gasket and seals market, in terms of demand,
production volume, pricing policy and probably
innovation.

From Marketing Management Approach, Syllabus IBMESH001, Lucas Wams

2.9. MACRO Environmental Variables (T.R.E.N.D.S)
2.9.1. Technological variables (phases, innovativess, expectations)

According to the overview of the different techmgittal phases, there is a remarkable
correlation between increased innovativeness ptaskproduct demand growth.

The technological improvements and different inrimves in the equipment industry are
commonly followed by massive production phasesliictv equipment need is increasing.

The main macro-economic technological trends thatheen influencing the studied market
mirror the historical industrial development.

Expectations in terms of technological evolutioa eglatively limited as no real innovation is

forecasted in a short term basis. However it isigilde to expect an increase demand for
gasket and seals in case of technological innavatio
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Technological phases & innovativeness

Development computer
high tech equipmen;w .
-—

Development of aer

equipment

Development of
automotive &
aircraft applicati

INTRODUCTION GROWTH MATURITY
1937 1939 1980s’ 1990s’ & 2000’s ...

=== 0O-ring PLC

Level of innovativeness

2.9.2. Rules & Regulations, Legislations, Laws

International Standards

International standard is one way of overcomindatézal barriers in international commerce
caused by differences among technical regulationk standards developed independently
and separately by each nation, national standayaharation, or company. Differences might
be resulting from conflicts in governmental reguas or industry-specific requirements
caused by fundamental climatic, geographical, teldgical, or infrastructural factors, or the
stringency of safety requirements that a given dsieth authority considers appropriate.
Technical barriers arise when different groups coogether; each with a large user base and
a well-established product, when they find out timebmpatibility blocks further business.
Establishing international standards is one wayreiventing or overcoming this problem.
Institutes that develop and maintain internatiosi@ndards exist worldwide. For example
there are the German Institute DIN, the US-Ameri8&gl, and the ISO. Every industry also
has its own standardization institutes, which pevthem with information. In the seal
industry this would be the GFA (Gasket Fabricatdssociation) and the FSA (Fluid Sealing
Association). Independent testing institutes likee tTUV Rheinland examine and test
products to protect the consumers and to find foiltei product is safe. The organization that
is supervising the whole international trade iS\Wi€O.

Standardization Institutes

DIN, the German institute for standardization, developrms and standards as a service to
industry, the state and society as a whole. Asgestered non-profit association, DIN has
been based in Berlin since 1917. DIN's primary fagk work closely with its stakeholders to
develop consensus-based standards that meet nmradkgtements. Some 26,000 experts
contribute their skills and experience to the stadidation process. By agreement with the
German Federal Government, DIN is the acknowledgational standards body that
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represents German interests in European and itiemah standards organizations. Ninety
percent of the standards work now carried out Hy Bre international in naturé’

The American National Standards Institute or ANSI is a private non-profit organization

that oversees the development of voluntary conserssandards for products, services,
processes, systems, and personnel in the UnitéesSTidhe organization also coordinates U.S.
standards with international standards so that Amaerproducts can be used worldwide.
ANSI accredits standards that are developed byesemtatives of standards developing
organizations, government agencies, consumer groapsipanies, and others. These
standards ensure that the characteristics and rpefime of products are consistent, that
people use the same definitions and terms, andptibducts are tested the same way. ANSI
also accredits organizations that carry out producpersonnel certification in accordance
with requirements defined in international standarANSI is also actively engaged in

accrediting programs that assess conformance twlatds — including globally-recognized

cross-sector programs such as the ISO 9000 (quaitg ISO 14000 (environmental)

management system¥

The International Organization for Standardization (Organisation internationale de

normalisation), widely known as ISO, is an inteioal standard-setting body composed of
representatives from various national standardarozgtions. While ISO defines itself as a
non-governmental organization, its ability to s&nslards that often become law, either
through treaties or national standards, makes rerpowerful than most non-governmental
organizations. In practice, ISO acts as a consartiith strong links to government®’

Testing Organisation

TUV Rheinland Group is an independent consultant, a testing and watién agency
which examines and verifies relevant aspects df bethnological and process innovations in
harmony with humanity, technology and the environtA® Many of the TUV organizations
also provide registration to various standards saghlSO9001:2000 quality management
system and ISO/TS16949 automotive quality managesystem.

Supervising Organization

The World Trade Organization (WTO), is an international organization designed to
supervise and liberalize international trade. Th€Q\tame into being on January 1, 1995,
and is the successor to the General Agreement affsTand Trade (GATT), which was
created in 1948, and continued to operate for alriins decades as a de facto international
organization. The World Trade Organization dealhhe rules of trade between nations at a
near-global level; it is responsible for negotigtiand implementing new trade agreements,
and is in charge of policing member countries' agihee to all the WTO agreements, signed
by the bulk of the world's trading nations andfiedi in their parliament&®*

2.9.3 Economic situation, and -development (figurgs

us A202

7 hitp://www.din.de/cmd:;jsessionid=3C88B5F9E 7A84EBBE00D8DD2F23FA.3?level=tpl-
bereich&menuid=47566&cmsareaid=47566&languageid=en

198 http://www.ansi.org/about_ansi/overview/overviespg?menuid=1

199 hitp://www.iso.org/iso/about.htm

200 hitp:/iwww. uk.tuv.com/web/about_us/index.html

201 hitp:/lwww.wto.org/english/thewto_e/whatis_e/tifagrm4_e.htm

202 http://www.economist.com/research/backgroundespldiBackgrounder.cfm?bg=937843
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Current situation

The US has the highest level of output in the wonrlith GDP valued at US$13.2trn in 2006.
Serious economic imbalances have emerged in rgeans, including an overvalued housing
market (currently in the process of correctionlpva propensity to save and an unprecedented
current-account deficit. America's economy is tteeldis largest (for now) and is a key driver
of the global economy, though its impact is oftetaggerated. After a long expansion,
America's economy looks weak (though unevenly Bodgile credit markets, a deepening
housing bust and soaring oil prices have creategbhrisk that Americans will slow their
spending sharply, dragging the economy down.

Predictions/Future

The most important indicator of America's economiospects over the next few years is
house prices. By borrowing against capital gaingh&ir homes, households have been able
to consume more than they earn. Robust consumadisygehas boosted GDP growth, but at
the cost of a negative personal saving rate, aiggwurden of household debt and a huge
current-account deficit. Healthy gains in privatensumption have helped to keep GDP
growth above trend thus far this year. However,dbeection in residential construction is
likely to accelerate over the near term, and hapsiealth could decline which, together with
weaker labour market conditions, could lead to loa@nsumption growth over time. GDP
should therefore slow to a pace below potenti&2008 and then recover in 2009, although
there are considerable downside risks. Headlinkatioh has recently moved up, but core
inflation seems to have stabilized near 2% andurasgy that energy prices level out,
inflationary pressures should remain fairly moderaver the projection period. The current
stance of monetary policy, slightly accommodatseems appropriate, but the federal funds
rate should be brought back to neutral when then@oy recovers. The room for fiscal
manoeuvre is limited, including for widespread supgo distressed borrowers, since the
slowdown in activity is likely to curb revenues,shing up the federal government deficit. In
addition, the challenge of funding entitlementsl wicome more pressing with the baby-
boom generation beginning to retire in 268%8.

GDP

After a substantial slowing in 2007, annual avera@ growth will weaken further in 2008,
as the housing downturn and the credit crunch tiagie toll on households and companies. In
the main scenario, growth is expected to fall 88%0.in 2008 and that the economy will
experience a recession during the year. The mainera is that consumers will be hit more
seriously than currently factored into forecastoah will recover only slowly, to 1.4%, in
2009, owing to the lingering effects of the housolmgvnturn and continued bank balance
sheet adjustmert?

Interest rates

As monetary policy is being eased in the US but kel stable or be tightened in both the
EURO zone and Japan, interest rate differentiatevdmn the US, Europe and Japan will

shrink. This will result in continued weaknessloé S dollar against both the EURO and the
yen in early 2008. The US dollar should regain setnength against the EURO in 2008-12
but not against the yen. The cyclical downturn Wiihg the current-account deficit down to

around 4% at the end of the decade.

203 hitp:/lwww.oecd.org/dataoecd/7/29/20209180. pdf
204 http://www.economist.com/countries/USA/profile. &falder=Profile%2DEconomic%20Data
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USA

Key indicators 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Real GDP growth (%) 22 | 08 | 14 | 27 | 25 | 25

Consumer price inflation (av; %)| 2,9 2,9 2,0 2,4 2,4 2,4

Exchange rate¥:US$ (av) 117.8| 104.0| 96.0 | 935 | 91.8 | 91.8

Exchange rate US$:€(av) 1,4 1,5 1,3 1,3 1,3 1,3
India?®®

Current situation

India is the second most populous country in thddyavith nearly 1.1bn people in 2006. Its
economy is the 12th-largest in the world measunedaminal US dollars, but rises to fifth-
largest when measured at purchasing power pardigage rates. The large (and inefficient)
public sector co-exists with a sizeable and diviexi private sector. Although business
processing, information technology, telecoms andufecturing have boomed in recent
years, India’'s economy remains mostly agriculturBthe caste system limits economic
mobility, parts of the country are cut off from thenefits of free trade, and limits on foreign
direct investment make growing businesses difficiitonomic reforms, especially labour
market reforms, have been slow in coming, and a fdanstitute special economic zones has
been frozen. Yet even without significant reformgib’'s economy has performed so well
(growing by 9.4% in the fiscal year ending in Mar2D07) that it may be overheating. By
2025 the country could have more than 580m midtiisscconsumers, and it was the fifth-
biggest carbon emitter in 2004. The Reserve Barlkdih must control inflation if growth is
to be sustainet®

Predictions/Future

Achieving strong and sustainable economic growth mquire a significant package of
economic reforms. Fiscal deficits will need to letlier reduced to make room for private
corporate investment. Tariffs should be loweredhierr and measures taken to reduce the
administrative burden on enterprises. At the same,trestrictive labour market policies
should be eased so that companies are encourageahgloy staff on a long-term basis,
thereby helping to reduce poverty. Improvementsuhlic service delivery are also needed to
raise the quality of education and infrastruc@ife.

GDP

The economy grew rapidly in the fiscal year (FYP&0expanding by 9.4%. Strong growth
was fuelled by a good performance of the agricaltwector and continued strength of
industrial output. In the first half of FY 2007,viestment remained buoyant, leading to
improvements in the supply potential of the econoiWth higher interest and exchange
rates, output growth is projected to gradually sl@mn8.4% by 2009. The current account
deficit is likely to widen from 1.1% of GDP in FY0R6 to 2.0% by 2009. Inflation, as
measured by the GDP deflator, is expected to emde domewhat over the projection horizon
as increases in food prices moderate.

25 http://lwww.economist.com/countries/India/profilien®folder=Profile-FactSheet
298 http://www.economist.com/research/BackgroundespldiyBackgrounder.cfm?bg=2454949
207 http://www.oecd.org/dataoecd/52/11/36761627.pdf
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India

Key indicators 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Real GDP growth (%) 87 | 78 | 72 | 74 | 77 | 80

Consumer price inflation (av; %)| 6,4 5,8 55 5,2 5,0 5,2

Exchange rate Rs:US$ (av) 413 | 384 | 36.4 | 355 | 350 | 345

Exchange rate Rs:¥100 (av) 351 369 | 379 | 380 | 38.1 | 37.6
Ching®

Current situation

China introduced market reforms in the early 198fdy a third of the economy is now
directly state-controlled. Since joining the Worldade Organization in 2001, China has
rapidly become an economic force, doubling its shafr global manufacturing output and
creating a commodity-market boom. In 2004 Chinaabex the largest exporter of
information and communication technology (ICT) estpoGrowth has not necessarily meant
greater transparency—the banking sector remairecesdly murky. A lack of growth in rural
areas has also led to large income disparities, taednumbers of labour disputes are
increasing. But the growing economy is showing Bunptoms of overheating—it may not
even be all that export-dependent—and an appregiatuan should ease tensions with
America.

Predictions/Future

After moderating in the second half of 2006, ecoimogiowth has accelerated again and is
expected to reach almost 11% per cent in 2007ijrgad a widening of the output gap. The
inflation rate is projected to increase to aroubgper cent in 2007 and stabilize thereafter as
weaker food prices are estimated to offset acdadgranon-agricultural prices. Despite
continued strong export growth, output is likely stow in 2008 and 2009 as imports
accelerate. Nonetheless, the current account suiplprojected to rise from around $350
billion in 2007 to over $500 billion in 2009, pasgifrom 11% to 11% per cent of GDP. The
balance of risks suggests that some tighteningaufroeconomic policies is needed to reduce
overheating, help ease inflation and calm equitykets. Rebalancing growth away from net
exports continues to be a key concern, implying thdaster appreciation of the currency
should be part of this tightening. There is alsopgcto redirect public spending to meet
pressing social need®’

GDP

Real GDP growth is forecast to slow but will remampressive, easing from 11.4% in 2007
to 8.4% in 2012. The domestic demand is expectedtriengthen over the period, as
consumption is boosted by strong wage growth, tiffggdeterioration in the contribution of
net exports to growth. Downside risks are posedthi® threat of a loss of consumer
confidence, although the government has room tease its spending shargfy.

208 http://www.economist.com/research/backgroundespldiBackgrounder.cfm?bg=747710
299 http:/lwww.oecd.org/dataoecd/52/10/36761580. pdf
219 http://www.economist.com/countries/China/profifea@folder=Profile%2DEconomic%20Data
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China
Key indicators 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Real GDP growth (%) 11,4 9,8 9,0 9,0 8,6 8,4

Consumer price inflation (%; av)| 4,8 4.5 3,9 3,7 3,8 3,8
Exchange rate Rmb:US$ (av) 761 | 705 | 6,77 | 6,50 | 6,25 | 6,03
Exchange rate Rmb:¥100 (av) 6,46 | 6,78 | 7,05 | 6,95 | 6,81 | 6,57

Europe

Current situation

Economic growth in the European Union is set ty siaa robust pace in 2007 with growth
seen at 2.7% in the EU and 2.4% in the EurozonghenEuropean Commission's interim
forecast. The Commission said that 2006 was a laabbe year, with growth driven by
domestic demand thanks to an improved labor masiteaition (3 million jobs created of
which 2 million in the Eurozone). On the inflatifnont, while higher energy costs pushed up
consumer prices to 2.2% last year in both the EtJtae Eurozone, inflation is expected to
decline to 1.8% in 2007 in the Eurozone (2.0% & EV).

GDP*'*

The GDP of the European Union is forecasted to B&$17,6 trillion in 2008. The GDP
growth rate in 2006 was 3.1%. Economic growth redch.7% in the Eurozone and 2.9% in
the EU in 2006, up from 1.4% and 1.7% respectiuel005. This was the highest growth in
both areas since 2000. Higher oil prices kept cowsuprice inflation at 2.2% in 2006 for
both the Eurozone and the EU, unchanged from 2B05core inflation (excluding energy an
unprocessed food prices) remained steady at arbdd. Looking ahead, GDP growth is set
to continue at a relatively brisk pace, though nmatleg to 2.4% in the Eurozone and 2.7% in
the EU. This is still 0.3 percentage points higthemn projected in the Commission services'
autumn 2006 forecast. And inflation is seen lowtet.8% in the Eurozone and 2.0% in the
EU. This is the third interim forecast of the Corsgidon’s Economic and Monetary Affairs
Directorate General. It updates the economic oltlws France, Germany, Italy, Poland,
Spain, United Kingdom and, for the first time, thietherlands. Together, these seven
countries account for more than 80% of the EU’s GDP

Predictions/Future

EURO Area

The expansion has continued but at a slower paae ith 2006. Higher interest rates, a
stronger EURO and tighter credit conditions aredathping activity. But the outlook remains
relatively good, with growth projected to returnite potential rate following some slight
near-term weakening. Rising employment and a moelesgturn in wage growth will
underpin household incomes and consumption. lofiatias veered up due to a sharp rise in
energy and food prices but is expected to decel@odbelow 2%. With risks to activity on the
downside and inflation likely to slow, further ie@ses in interest rates are not needed at this
point. The recent improvement in the fiscal positis welcome but governments need to
maintain the momentum and aim for budget balancketter. Strengthening the internal
market in the European Union would improve Europersy-term growth prospects and make

2 http://www. finfacts.com/irelandbusinessnews/publisticle_10009114.shtml
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the monetary union run more smoothly. The fragnsiestem of financial supervision may
need to be rethought?To sum up, in China and India great growth potémgaist.

2.9.4. Natural/ Geographical circumstances

The seal industry is not dependent on the natmaligeographical circumstances. The reason
is that seals can be produced everywhere in thédwamcause the basic material for the
production can be manufactured nowadays synthiticaynthetic rubbers are made by the
polymerization of a single monomer or a mixturema@dnomers to produce polymers so that
there is no need to be close to the raw materia¢ Major commercial source of natural
rubber latex is actually the Para rubber tree. Thisrgely because it responds to wounding
by producing more latex. Producers of rubber arazB8r Colombo, Indonesia, Singapore,
Liberia, Nigeria and British Malaya. Malaya is thiggest producer of rubber.

2.9.5. Demographical aspects and -developments

China, with 1.32 billion (about 20% o Distribution of World Population in 2005
world population) and India, with 1.1:
billion (about 17%) are the mos AR

. . Oceania
populated countries in the worl South Ametica

followed by the United States o

. . . Other North America
America with a population of 30C (mel. casooean)
million. #3

People’'s Republic
of China

USA

Approximately 4.3 billion people live
in the 15 most populated countrie
these are representing roughly tw
thirds of the world's population. i
added together, all nations in tr
European Union, with 494 million
people — about 7.3% of world"
population in 2006 — would be third il
the list of the most populatel
countries in the world.

Europe

Incka

Africa
Indonesia

Other Asia

Population Trends
The population of India is going to grow by 1,5%higa 0,6%, United States of America

1,0% and the population of Europe is going to gomly by 0.16%2

2.9.6. Social/Cultural aspects and -developments
The seal and gasket market in this case is a B2Rahso that it is not really affected by the

social and cultural aspects and development asuldivoe if it was a B2C market. Anyhow
seals play a very important role in everybody’s.lBut people are not aware of it most of the

212 hitp:/lwww.oecd.org/dataoecd/2/29/22545260. pdf
23 http://earthfacts.net/category/people/
214 https://www.cia.gov/library/publications/the-wordctbook/geos/ee.html
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time. Seals can be found almost everywhere. Fompla in cars, airplanes but also in
everyday life products like coffee machines or vilggmachines.

However, cultural behaviour in terms of buying haland living style influence directly the
market of gasket and seals industry customersimnstef sale volumes. Current situation can
be described as increasingly consuming populatimh expecting growth with China and
generally speaking Asian development. On the otterd emerging programs targeting
environmental care could design a new form of cores which could have influence over
many industrial sectors of activity. Even thoudte faictual conjuncture as well as emerging
governments’ behaviour and rededications let's exp® radical change in the cultural
behaviour of populations.

2.9.7. Other trends and/or expectations

CO2 reduction

In the seal industry, as in all other industries thovement goes towards CO2 reduction.
Every company in the industry tries to contribugeemission reduction. This is done through
improvement of the products, through further imm@wvproduction and through efficient

utilization of raw materials. Industries worldwidgart to contribute to an environmentally
friendly production and product.

Reengineering of products

The industry is not only focusing on product depet@nt of new products but also on
reengineering of products. The trend is to trypgrade already existing products even if they
were already upgrading once. The industries wodéwiry to find new solutions for existing
problems.

2.9.8. Additional issues

+ -

Global technology development influences No major innovation forecasted in a sk
market in terms of production volumes term run

R | Not many,mostly standards which have to Bureaucracy, National & Internatior
followed Standards

E Emerging markets in China and India Maturing mamdturope and the USA

Not dependent because of synth Transportation cost of raw materials
production of raw materials

D Emerging markets China and India acccPopulation is shrinking in Europe
for around 37% of total population in t
world

S Increasingly growing consumer population Environmental care awareness
trend toward over-consumption (=short LCP)

The Macro environmental variables provide in gehfereourable conditions for the industry
of gasket and seals, but the main issue for the $hon is raised by increasing price of raw
materials especially oil. And this aspect is likedyget more importance with the problems of
shortage. Transportation cost will influence thiife product prices.
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3. INTERNAL ANALYSIS

The previous external analysis enables good baukgr&nowledge of ERIKS’ markets. The
internal analysis will focus integrally on ERIKS.

3.1. Introduction on resources
3.1.1. Financial resources: capital structure, rat analysis

The aim of this part is to find out the way ERIKi®ances its assets, in other words the
percentage of equity, debt or hybrid securities.IKESR capital structure refers to the
composition of its liabilitie$™ It is how a firm finances its overall operationsdagrowth

by using different sources of fundfS.

Capital structure

(From the annual report 2006 p.5-6 The ERIKS group always aimed to obtain financing
resources without having to provide guarantees@eroto remain strong and flexible and to
be able to respond quickly to opportunities in erket*'® The financing should be arranged
in such a way that the net debt (EBITDA) ratio aj@aemains below 2.5?

Main operation of the year 2006 was the acquisiibwyko as well as four other companies.
The financing of the acquisitions came from ERIKS/n available banking facilities. The
acquisition of Wyko was initially financed with aitbge facility (estimated interest rate to be
between 12 and 15%) to supplement the firm's credit facilities. Aftgrayment of the
purchase price ERIKS had €320 Mio in outstandirglifees (a €220 Mio bridge loan and
about €100 Mio in existing facilities) and an exigtmortgage of €20 Mio. Following those
changes, the group decided to set a new finandargfpr the next three years (2007-2009).

Currently, the group is being refinanced by a new 5
year €200 Mio credit facility, the current €20 Mio
mortgage is to be continued, and €121.5 Mio net
revenue from equity offerifd. New 2,432,693 3529% - Short term debt
(+30.3%) shares have then issued in January 2007 \ m Long term debt:
representing a gross value of €126.5 Mio. The B Equity
previously drawn up *“long-range” growth model Z /\

shows that ERIKS is able to finance its targeted 58.82%

growth?? The final phase of refinancing was achieved’

in May 2007 with the repayment finalization of thiédge loan which enabled ERIKS to plan
on calling new syndicated credit facility in the @mt of €200 Mio. Of this amount, roughly
€ 100 to € 120 million will be used. The financsalope is therefore approximately € 80 to €
100 million. The “syndicated credit facility” has@erm of 5 years with the sole obligation that

ERIKS capital structure

215 http://en.wikipedia.org/wiki/Capital_structure

218 http://www.investopedia.com/terms/c/capitalstruetasp

27 ERIKS Annual Report 2006

218 http://[ERIKS.com/en/ava/ERIKS%20group%20nv%_20-
%20Minutes%20General%20Meeting%200f%20Stockhold2eday%202007.pdf
219 http://ERIKS.com/en/ava/ERIKS%20group%20nv%_20-
%20Minutes%20General%20Meeting%200f%20Sharehold204%28620November%202006.pdf
220 http://len.wikipedia.org/wiki/Bridge_loan

22 hitp://ERIKS.com/en/press-releases/2007/ERIK S%@0u620nv%20-
%20Financial%20results%202006.pdf

222 http://[ERIKS.com/en/about-ERIKS/swot-analysis/ina-analysis/
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€ 50 million of the € 200 million must be repaidif half-yearly instalments (€ 0.5 million
every six months). A short-term interest rate hesnbagreed with the bank. ERIKS has itself
already covered much of its financial need in teahmterest for the medium term by means
of Interest Rate Swaps. Given the growth target$ taking into account the cash flow,
ERIKS has sufficient funds available for furthegaisitions for the coming 4 to 5 yedfs.

Following is a brief overview of the refinancingrstture of ERIKS following 2006
acquisitions.

(in UMio)

Re-financing overview of ERIKS (2006 -2007) (in OMio)

New 5-years credit facility 200 | 58,82% || Equity offering revenue

Current mortgage continued 20 | 5,88% || 2,432,693 shares di62.00 126.5

Equity offering 120 | 35,29% || Projected cost of equity offering | 5.0
TOTAL | 340 | 100% Net revenue from equity offering | 121.5

From that information, it is possible to providetlwan analysis of ERIKS’ capital structure.

Ratio and ratio analysis

Ratios (in TMio) First, ERIKS is.being 35.29% equity financed gnd

64.70% debt financed. The firm’s ROA being

Debts to total financing | 64,30% | higher than the rate of interest of the loans, the
Equ|tyt0tota| financing 35’29% ROE iS then h|gher than |f ERIKS had not

: borrowed money. As opposed to all-equity firms

Net income 2006 27.763 | also described as unlevered groups, ERIKS is a
Total assets 2006 596.242| levered firm which means that it is made up of

ownership equity and debt. Leverage allows
ROA-Return on Assets 4,66% greater gotegtialy returns to the invgstor than
Total interest expenses 3,07 | otherwise would have been available. The financial
leverage of ERIKS can be calculated thanks to the

Total loans 200 debt to equity ratio.
Rate of interest of loan 1,54%
Net income 2006 27763 The _ debt to equity ratio of ERIKS shows
particularly Ratios (in UMio
Shareholders' equity 2006 148,91 | clear that the ( )
i | Total liabiliti 447,332
ROE-Return on Equity | 18,64% | 9roup is | 2% O
mainly Equity 148,91
financed by debts and the reason for that hasbjesit Debt to equity ratio 300,40%
explained and justified in the previous paragraph. —
Total liabilities 447,332
This debt-to-equity ratio also has influence onvhkie | Total assets 596,242
of the firm according to Modigliani-Miller theorerBut Debt to value ratio 75,03%

it is no relevant |r]format|on fqr this part of theaalysis Total assets 2006 596,042
because ERIKS is not planning any venture or fusfjer—
and it also has a wealthy enough financial stateoto| Eaulty 148,91

forecast that kind of strateg§’ Even so, it is possible (DuPont formula) Gearing | 400,40%

223 hitp://ERIKS.com/en/ava/ERIKS%20group%20nv%:20-
%20Minutes%20General%20Meeting%200f%20Stockhold2day%202007.pdf
224 http://en.wikipedia.org/wiki/Leverage_%28finance962
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to further investigate according to DuPont analydike DuPont Identity requires that
leverages be measured in terms of total assetsledivby shareholders equity which is
referred to as gearing.

Ratios (in UMio) From all those statement it is possible to say that
there is tax benefit of debt for ERIKS that is more
Long term debt 2006 20 important relatively to the cost of financing with
Shareholders equity + LTD| 148,91 + 20| debt and thanks to its awareness about that, the
group is optimizing its overall value by focusing
on its trade-off and choosing the financing
repartition between debt and equity taking on thees time increased riskd The capital
structure ratio emphasizes on the level of risletalry the company?®® The 11.84% CS ratio
shows that ERIKS is having relatively low levelsafcured loan$?’

Capital structure ratio 11,84%

RATIOS Current liabilties 221,661
Net sales 2006 (p6 annual report) 543,313 Tangible Net Worth ( | 148,153
Totalassets (p98) () | 596,242 Current debt to Net Worth 149,62%
Long term investment(p100) | (-) | 209,556 Long term debt 66,032
Intangible assets (p100) | (-) | 0,757 Networking capital (p104) (¢ | 51,853
Turnover of Total Operating Assets 140,78% Funded debt to net working capital 127,34%
Net sales 2006 (p6 annual report) 543,313 Networking capital (p104) 50,853
Tangible Net Worth 0 Total assets (p98) () | 596,242
Owners'equity 148,91 Working capital to total assets 8,53%
Intangible assets (p100) | (-) | 0,757 Retained earnings 143,067
Net Sales to Tangible Net Worth 366,72% Total assets (p98) ( | 596,242
Gross margin Retained earnings to total assets 23,99%
Net sales 543,313 EBITA 445
Costofgoods sold | (-) | 402,34 Total assets (p98) () | 596,242
Net sales 2006 (p6 annual report) (H | 543,313 EBITA to total assets 7,46%
Gross margin on net sales 25,95% Netsales 543,313
Operating income 43,788 Total assets (p98) (H | 596,242
Netsales () 543313 Sales to total assets 91,12%
Operating income to net sales ratio 8,06% Cash flow
EBITA 445 Netincome 2006 27,763
Tangible Net Worth () ]148,153 Depreciation | (+) | 6,458
Net operating rate of return 30,04% Total debt 0 | 447,332
Operating income 43,788 Cash flow to debt 7,65%
O Currentassets 310,285
Fixed assets 285,957 Total debt ( | 447,332
Networking capital (p104) | (+) [ 51,853 Current assets to total debt 69,36%
Management rate of return 12,96% Shareholders equity 148,91
Current assets 310,285 Total assets (p98) () 596,242
Current liabiliies (Repayment Stockholders' equity ratio 24.97%
obligations on loans 2006) (H | 221,661
Current ratio 139,98%
Net sales 2006 (p6 annual report) 543,313 The turnover of Total Operating Assets or
Networking capital (p104) () | 51853 sales to investment in total operating assets
Working capital turnover 1047,79% | tracks over-investment in operating assets.

ERIKS forecasted sales increase due to the 200dissibgns will necessitate more operating
assets at some point and according to this ratdlo7840, the firm had good financial planning

225 nttp://www.investopedia.com/terms/c/capitalstruetasp
226 Trade-off theory of capital structure, http://eikiwedia.org/wiki/Modigliani-Miller_theorem
227 http://www.bizwiz.ca/leverage_ratio_calculationrrfaulas/capital_structure_ratio.html
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of that aspectConcerning the net sales to tangible Net wortls there obvious that there
high yields on the investments (366.72%). The groasgin on net sales evolution over the
years helps examining the company’s policy relatingcredit extension and the obtained
25.95% in 2006 (more than 27% 2005) shows that ERl¢estment have had impact over
its profitability (short term view). The net opeargf rate of return is influenced by the
financing methods of the firm. The incredibly higlrking capital turnover indicates that the
business requires additional funds to supportintantcial structure. ERIKS answered this
particular need thanks to its new financing fagibis well as the issue of new shares. The
current to Net worth ratio shows that ERIKS’ debtseed its invested capital. The expected
increase in sales should limit that asp&t.

ERIKS annual report ratios

EBITA % of sales 8,10% | Official ratio of ERIKS focus on EBITA returns
and offers a very positive financial overview of
the company’s results.

EBITA % of av. net capital investeq 23%

Interest coverage ratio 11,70%

Net result % of shareholders equity] 18,60%

3.1.2. Human resources: management, workforce

Management
ERIKS’ management is composed of the Executive @&63rthe Supervisory boafdf and
the Shareholders.

The Executive Board and Supervisory Board of ERt4(&up nv. attach great importance to
good corporate governance. For many years the gtwag formally and informally
maintained a clear dividing line between the respgulities of the Executive Board and those
of the Supervisory Board. Reporting to shareholderd other stakeholders is as open as
possible. Recommendations put forward by sharerolle always examined and acted upon
constructively, insofar as they promote the grougdstinuity and take into account the
interests of all stakeholders. As regards the obettercisable by shareholders, the board has
followed developments in society and amendmentsentadcorporate law. Shareholders
currently holding ordinary shares have full votinghts and are directly involved in
approving policy and strategy, appointing the memmbaf the Executive Board and the
Supervisory Board, adopting the financial stateseapproving the policy on dividends and
approving the policy on the Executive Board’s reenation®>!

The Executive Board starts from the assumptiontttetompany is a long-term collaborative
partnership of various parties involved. For thestson, the Executive Board of ERIKS group
nv. has a duty to weigh up the interests of altiparinvolved (the stakeholders). But main
considerations will always be the continuity of #r@erprise and the creation of stockholder
value.

228 htp://www.courses.psu.edu/comm/comm488_amh13kt8§61d002.htm &
http://www.businesstools.org/analysis/analysis.hnhttp://ERIKS.com/en/press-
releases/2007/ERIKS%20group%20nv%20-%20Financiaté&lts%202006.pdf &
http://ERIKS.com/en/press-releases/2008/ERIKS%2Aqufya? 0nv%20-
%20Financial%20results%202007%20ERIKS%20group.pdf

229 hitp://ERIKS.com/en/corporate-governance/execttivard/members/#tab-6541

230 hitp://ERIKS.com/en/corporate-governance/superyibmard/members/

1 http://annualreports.ERIKSgroup.com/en/annual-repe06/corporate-governance/
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The currentExecutive Boards composed of J. van der Zouw, chairman and CEG, de
Boer (1953), CFO, M.T.A. Beckers (1951), M. Dixob964), H.J. Maier (1960), and B.
Wilson (1955). The Executive Board holds a totaBaf72 shares in ERIKS group nv by way
of long-term investment. No options on ERIKS graupshares have been awarded to the
members of the Executive Boartf

The currenbupervisory Boards
ERIKS group nv. db f
Executive board Composed by ProfessorBouma
(1934), Chairman Professor-
. ) emeritus of Business Economics
at the University of Groningen
Executive board (Supervisory board) N.V. , R.J.A. van der Bruggen
(1947), Chairman of the
Executive Board
Business development
MIS & organization of Imtech ) N.V.,
Treasury and taxes . R.AA. Oliemans
International Product .
Human resources management (1944)’ vice-
ICT .
Risk management chairman, and A.
Investors relations Wateler (1946). The
members  of the
| I I I I T I 1 Supervisory
ERIKS ERIKS ERIKS ERIKS ERIKS ERIKS ERIKS ERIKS Board hold a
Belgium C.EU Germany France NL UK USA SE.Asia | total of 1,674

shares in ERIKS group nv by way of long-term inwestit. No options on ERIKS group nv
shares have been awarded to the members of thevi&gog Board. All members of the
Supervisory Board receive fixed annual remuneratiorelated to the results of ERIKS group
nv. None of the members of the Supervisory Boagldrgy other business relationships with
the ERIKS group from which they might be able tdait personal benefit. According to
provision 111.2.2. of the Dutch corporate governarmde, all Supervisory Board members
with the exception of Mr Wateler are independent.

In 2006, as the acquisitions in Britain and Poldvadl significantly increased the ERIKS
group’s market area and in order to be able to gmrthe anticipated further growth in
Britain and Central Europe properly from an orgatigal point of view, the group decided
to form the ERIKS UK and ERIKS Central Europe chust

To ensure proper support and integration of theliaed companies and clusters, the number
of employees at head office (ERIKS group nv) ane ttumber of International Product
Managers (IPMs) increased. The members of the HxecBoard of ERIKS group nv are
intensively involved in defining, detailing and lfmiing up the strategy in the ERIKS groups’
various clusters and companies. In order to be tbleontinue to apply this management
style, the company needed to expand the Executoaad On the recommendation of the
Supervisory Board, the shareholders at the Extnaarg General Meeting of Shareholders
approved the appointment of Bill Wilson and Markxén to the Executive Board on 13
November 2006. Mr Wilson and Mr Dixon are primanigsponsible for the activities of the
ERIKS UK cluster and European Account ManagemeheyTare also jointly responsible for
International Product Management. (ERIKS Annualore2006 p.6) Further operational
management is defined by clustéf.

232 hitp://annualreports. ERIKSgroup.com/en/annual-repe06/boards/
233 http://annualreports.ERIKSgroup.com/en/annual-repe06/report-by-the-executive-board/review-of-800
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Workforce

The decisive factor in a company’s success is thalitgy of the organization and the
employees. The EUR 543.3 million 2006 sales welseaed with an average workforce of
2,434 peoplé** ERIKS has a high-quality, professional workfof¢eAt the end of 2006 the
work force was divided as followed, with a clearmdpance of UK as a result of the
acquisition of Wyko.

ERKS ERKS ERKS ERKS ERKS ERKS ERKS ERKS
Belgium CHRJ Gemany || Fance NL UK USA SE Asa | =| 4341
600 46 428 127 838 2073 117 62

The ERIKS group is highly dependent on
Workforce repartition by cluster its employee$®® The ingredients for a

good relationship between the ERIKS

group and its employees are a clear

47,70% strategy with achievable but challenging
9.80% O United Kingdom targets, open and honest labor relations
® Netherlands and competitive employment benefits
B Belgium

packages. The Human Resources policy
o cemany d at group level is translated into
8 France agreed at group .
m USA concrete plans of action at cluster level.
B South East Asia In this context it is important to keep
B Central Euope employees properly informed of the
company’s strategy.

13,80%

20,50%

The Executive Board of ERIKS group nv and the manaant teams of the clusters and local
companies devote considerable attention to comratingc the group’s strategy and its
implementation and progress. By creating and implaing these structures and plans, the
employees can obtain a clear picture of what ietgul of them. It allows them to play an
active part in making the company grow.

All ERIKS companies have career counseling andhitigi programs in place to increase their
level of know-how (the six knowhow domains), andptogees are assisted in their careers
through means including function reviews and caaglaiscussions.

To realize synergy, the International Product ManadIPMs) work continuously in tandem
with the product managers of the group companiedammonizing and modernizing the
range of products, applications, know-how, pronmgtsuppliers and procurement. Each year
they rationalize the ranges of various product gsoand, where necessary, adapt them to the
new markets that the group will enter. The IPM® gifay a crucial role in developing and
maintaining the level of know-how. As a result betexpansion of the ERIKS group, the
number of IPMs will increase. The management egeccby the IPMs has been intensified,
and they now agree targets with each other. Thedowation of purchase at cluster and group
level will continue to be a priority for ERIKS.

234 hitp://ERIKS.com/en/about-ERIKS/profile/

2 http://ERIKS.com/en/about-ERIKS/swot-analysis/int-analysis/ &
http://www.werkenbijERIKS.nl/index.php?id=11
Bhttp://ERIKS.com/en/ava/ERIKS%20group%20nv%20%2QMes %20General%20Meeting%200f%20Stock
holders%20May%202007.pdf
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There is also cooperation in supporting activites;h as publicity, telematics, logistics and
financing. The guidelines and standards drawn up ducturing the technical ICT
infrastructure and security aspects are being asterférojects for the structuring of physical
logistics are being tackled jointly and know-howb&ing exchanged. The financing of group
companies is arranged entirely at central levellkERgroup nv has defined guidelines and
the group companies receive the financial resoutmsneed?®’

Because ERIKS considers its workforce as its mastiable asset, the company provides
them with attractive benefits. The group operatesraber of pension and pre-pension plans,
all of which comply with local laws and regulatiorme examples of current schemes are
defined contribution plan and defined benefit plambilee benefits and other provisions. As
part of our human resources policy ERIKS also na@mst contact with schools and training

institutions. The purpose of this contact is totdbute to the technical content of educational
courses®

To sum up, ERIKS’ management and workforce’ strreguare built according to the
company’ policies. It is very important for ERIKSidhits employees to have transparency
over the management and the whole structure.

3.1.3. Technology: know-how, expertise, innovativeapacity

Technology

ERIKS’ technologies focus on 8 core activities thee Sealing technology, Power
transmission, Flow technology, Industrial plasticBpols and Maintenance products,
Electromechanical services and Condition monitqrihgierance rings and Tire technology,
Technical and logistics services. (Annual repo@&0.4)

(i) Sealing technology is divided into O-rings, ynic sealing elements, Pioneer Weston
sealing Technologies, Flange gaskets and rubblendémgy.

(i) Power transmission is divided into Hydraulicodes and accessorjeslydraulic
components and systems, PneumatiBearings Mechanical transmissionElectrical
transmission, anlflechatronica concept.

(iif) Flow technology is divided into valves, Ingtnentation, industrial hoses and accessories,
and plastic piping.

(iv) Industrial plastics are divided into plastios injection molding and plastic semi-finished
products.

(v) Tools and Maintenance products are divided ortdhe one side tools such as hand tools,
cutting tool, clamping tools, measuring tools, abres, welding and soldering tools, safety
equipment, electrical tools, pneumatic tools, hyticatools, metal working machines,
workshop furniture, and special tools; and on thleeio side maintenance products like
lubricants, mechanical fasteners, chemical fasseed workshop equipment.

57 hitp://ERIKS.com/en/press-releases/2007/ERIK S%@0u620nv%20-
%20Financial%20results%202006.pdf
238 http://[ERIKS.com/en/about-ERIKS/social-responétipittab-6687
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(vi) Electrical and Mechanical Engineering Serviees divided into AC electric motors from
fractional to 13.8kv, DC motor repairs, HV/LV geawr & alternator, HV & LV
transformers, HV & LV switchgear, AC, DC and tracti coil, lifting magnets, stepper,
AC/DC brushed and brushless, servomotors, commutatd slip rings, specialist coils,
demagnetizers manufacture and repair, electriaitphaintenance and fault finding, plant
relocation, and work undertaken in ERIKS workshgpson customer’s site for electrical
services; general machining services, fabricatispscialist bearings, gearbox refurbishment,
gear cutting, pump refurbishment, reverse engingesf obsolete parts, metal spraying, spiral
welding, plant maintenance and fault finding inehgd skilled labor for on-site cover, and
dynamic balancing, on-site and in-works for mecbahiservices; and thermography,
vibration analysis, laser alignment, relay prot@ctiesting, on-site dynamic balancing, oil
analysis, current spectrum analysis, ultrasonigests, partial discharge analysis and critical
plant management for predictive maintenance.

(vii) Technical and logistics services are dividiatb assembly of (hydraulic) hoses and
couplings, testing, certification and repair of &®scustomized pneumatics, design and
manufacture of electrical transmissions, machirehglastics, punching, water jetting and

kitting of seals, conversion of valves, mechangedls revision, machining of special seals,
design of complete hydraulic systems, manufactufecyliinders and generator sets,

manufacture of high-pressure couplings, and speeighnology companies for technical

services; and a flexible supply channel for logistrvices.

(viii) Specialist technology comprises four leadieggineering firms serving niche, global
markets, these businesses design, manufactureugpty iighly engineered tolerance rings,
specialist bearings, precision tooling for tire gwotion and standard and customized
mechanical seals. WYKO benefits from Specialistif@togy’s strong engineering culture
and OEM relationships. Those technologies are ddvicito Revolvo Bearing®WYKO Tire
TechnologyPioneer Weston Sealing Technologies

Know-How

For each of this technological division, the grasi@active and performing on 6 knows how
domains which are Market, Product, Application, ©uszing, Logistics processes and
Infrastructure optimization know-hof#?® Know-how is increasingly becoming an ERIKS’
product. Application engineers increasingly actcasengineers in the development of new
products and new applications among the custorf@rsw-how and innovation are the key
words for further development of the ERIKS grdti.

(i) Market know how- As a result of the close raaship ERIKS has developed with its

customers, it has built up outstanding market kmow~ This know-how also benefits

procurement activities, enabling to offer new pradduand services proactively and promptly
in response to the changing needs of the market.

positive for ERIKS

...global procurement allows effective supply chain
...precise reactions on market developments

...excessive research is carried out to provide all infos about

market

competition, new markets, possible acquisitions etc.

239 hitp://ERIKS.com/en/products-and-services/six-kAmw-domains/
240 hitp://ERIKS.com/en/press-releases/2007/ERIKS%@0u620nv%20-
%20Financial%20results%202006.pdf
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(i) Product know-how- ERIKS has an in-depth knedde of its products and their
properties. They share this knowledge with thestemers through technical documentation,
electronic media and personal contacts.

positive for ERIKS

Produsct know-how

J ¢

...that is inevitable and substantial
...not very special, but adds up to a complete know-how

product

.-'r

i

(iif) Application know how- ERIKS can understandepent applications and requirements for
its customers’ developing concepts and translamtimto practical product choices, translate
customers’ reliability and cost issues into adapledigns and alternative product choices
(product development), and brainstorm with cust@radrout the design and maintenance of
new products and systems (research and development)
positive for ERIKS

...Easy-order-system®

...hard to substitute if the degree of individualization is high
...integrated business solutions upgrade ERIKS from a standard E\
industrial supplier to a complex solution provider ‘. .

Application

application

(iv) Customizing know how- ERIKS can translate aigsstomers’ ideas into new product
specifications and either supply the appropriatepcts itself or through third parties. It also
offers maintenance facilities and services for congmts and systems.

7 positive for ERIKS =
...providing add-on services to their products R
...forward vertical intergation

...providing valueable service and at the same time evaluate
products in “real life tests”

customizing

E
-
¥ ] ".ﬁt'
|

(v) Logistics processes know how- ERIKS is ableat@mlyze logistics processes and tailor
them to meet its customers’ expectations. Its tagisconcepts can be adapted quickly and
easily for integration with those of its customefsom identifying customers’ needs through
to payment - both for the administrative side dvalghysical side of the process. By offering
solutions ranging from supplying individual compatgeto providing complete, integrated
on-site systems, the group is able to optimizeuttomers’ procurement activities.

positive for ERIKS

...logistical optimalization for supply chain s v s

...forward vertical intergation, thus “reason why ERIKS” '
...providing additional logistical processes brings value to the
overall product and therefore higher prices can be achieved

s N
logistics processes

(vi) Infrastructure optimization know-how- ERIKS defficiently-structured, state-of-the art
production facilities, an optimized logistics indteucture and efficient, controllable ICT
systems.
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positive for ERIKS

Know-how of
infrastrecture
optimisation

...also more a completing issue, but goal to strive to
...directive to motivate business development on every level

infrastructure

Expertise

The ERIKS group uses its expertise to advise oppat and sell those products that
equipment factures need to build their machines @ardallations economically and

successfully*! It is related to the know-how of the company dmeléxtent to which it is able

to provide services as described in the previous pa

Innovative capacity

The concept of
innovative capacity has
been first introduced by

Figure 1: International patents per capita, leading couniries, 19752000

380 4
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B .
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= ’ . economic activity:*?
£ 1 *
-]
E: = % 'y First considering ERIKS
i * 5 A A clusters and providing
e . =T . & the information of the
50 ¥? & * following graph
i A . - stemming from
o R el . . http://www.isc.hbs.edu/I
1676 1980 14986 1980 1985 2000

nnov_9211.pdf it is
possible to say that ERIKS operating areas havie imigovative capacity which enable the
company to benefit from the local dynamics of inaikbon.

Most innovative operating clusters of ERIKS are U&&rmany, the Netherlands, France and
United Kingdom.

Considering now the innovativeness of ERIKS graspli, it appears that innovation is one
of the company’s main strategic issues. Within2@86 annual report, ERIKS points out the
strengthening of product management, the exparedidine products and services range and
the entering into new market segments and growtimarket share. The ongoing innovation
in the range of products and improvements in prodad application know-how are resulting
in a marketing mix that will set it apart from ldceompetitors and fulfil the market’s
requirement$**Another aspect to consider is the fact that ERI&8dt able to compete on a

241 hitp://ERIKS.com/en/products-and-services/powansmissions/pneumatics/
242 hitp:/lwww.innovativecapacity.com/innovativecaggditm
243 http://[ERIKS.com/en/about-ERIKS/swot-analysis/ina-analysis/
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low wage cost level because it does not have tidmrefore ERIKS has to compete on the
basis of know-how, technology, talent, innovation @roductivity?**

About patents, a question answered during ERIK8egal meetingf” let think that the group
has a limited portfolio of industrial property righ As the company operates as a co-
developer and service provider, the customer resniia owner of any patent. Still ERIKS
has a number of small assemblies of its own suckla®q Bv of Schoonhoven which
develops and assembles electrical transmissions.

Electro-
¢ mechanical | Tolerance | Technical
Sealin Power Flow el services rings and and
g il al Maintenan g. ok
technology | transmission | technology . and Tire logistics
plastics | ce products = .
Condition technology services
monitoring

Market ; : . " b 4 ; :
B Se—— g . ... £ - RN VRS— . R . & . &
know how (- 0 1 : ) e ! i 3
3 il a w " 1 I i

Product i e i P A i P 5
-------- et TE LRl 0 SRRARCLEERE 00 ERATERLEY 0 BRRiliit 0 SRREERLEEl 00 RERREEELT 0 LER it

koo how [ : - s. : i L

Application "-' n ; i i i i =
N NN ——— [ N fa_ . & & _____&
know how v ! : ! L : :
1 1 oW G Bk I i I
1 Ll 1 1 - L 1
Customizing e i i g i i i ¥
I | CERRIRE T 'I'r_ _______________ .- "I"»__-_ R ]_- ____________ o YRS r.’ ____________ o
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i BN " e 1 it 1
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i i i i ' | | ]
Infrastructure i ; : : : :
, y 1 i e ! 1 T
S 1 L] b e e Y % yo 1
optimization | __ SN _______SEWN _______ SR BN . S ;.

know-how - - : :

) = high innovative capacity

To sum up, thanks to the technology it provides tiedknow-how and expertise surrounding
them, ERIKS is an innovative company with high depeent capacity from which it does
not directly benefit in terms of patent and propdudt in terms of services provided.

3.1.4. Production: capacity, occupancy rate, makerdouy

ERIKS has state-of-the art production facilittésThis is what ERIKS quotes about itself.

Even if ERIKS strives to managerial transparencystased before, this is an issue where
information about is lacking. However, due to coming financial ratios (please refer to part
3.1.1.) we can assume, that the production faeslinf ERIKS are in fact working rather

economical and efficient.

Also here the information available is not suffiti¢o give profound results. Nevertheless,
due to several movements in direction of vertical horizontal integration, the make-or-buy
guestion can be almost certainly answered with ‘@haKhe customer’s orientated strive
towards service differentiation gives ERIKS the gbgity to use that also for internal needs.

24 hitp://ERIKS.com/en/ava/ERIKS%20group%20nv%z20-
%20Minutes%20General%20Meeting%200f%20Stockhold2eday%202007.pdf

25 hitp://ERIKS.com/en/ava/ERIKS%20group%20nv%:20-
%20Minutes%20General%20Meeting%200f%20Stockhold2day%202006.pdf

24 http://ERIKS.com/en/about-us/six-know-how-domaknsiv-how-to-optimize-the-infrastructure/
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An example would be logistical distribution. Insdeaf seeking a strong and experienced
partner for group wide distribution, ERIKS buildg tbuy & build” wise its own distribution
network and integrates therefore forwards and baco#tsv(supply or delivery) vertically.

3.1.5. Organization: 7S, key parts, (de)centralizain

As already explained in the part about human ressuthe organization of the group is a real
key factor of success for ERIKS. Providing the exgan strategy the firm is opting for,
transparency and staff awareness of the structuneeded to perform well and optimize the
results.

McKinsey 7-S Mod&l’

(i) Shared values will be

. . . . F McKin T -5 del
described in more details in th "o ToRsEy £ =S moede

following 3.1.6. part. Stracture
j De-
. . : . ~71 centralized ™~
(i) Structure will be described ir e - - "  Systems
this part in the sub category (de -‘g;:ﬂ' / def*’]'”‘-f'
centralization. w;mlf;d ! \ ‘z:fm
growth i Ty considered
(i) ERIKS strategy focuses through —y / Shated e o be
mainly on expansion bott xpanzion ™ o g values W+ Hcessary for
i i 4 Long term 3 sucdess

organic and through ; ; - 3 ;
acquisitions.  Further analysi ' i
will be detailed in the 3.2 part o S T Compy Y Y
this report*® S commigment y A
_ and 8 s 1. Participative
(iv) Systems refer to all the technology [ Jeadership
procedures, processes  at domains 5, p
routines that characterize ho .. High dillad
important work is done. You cat S workforoe
refer to the part about huma (more than

4300 people)

resources for example. It take
into consideration ERIKS hiring,
promotion, and performance appraisal systems dsawéls information system.

(v) Skills refer to the know-how and technologiamiins of ERIKS which have been detailed
earlier in the analysis.

(vi) Style refers to the style of leadership thenpany is promoting within its structure. As it
will be stated in the next part, ERIKS has a daedized organization with a participative
style of leadership. The involvement and commitmanthe workforce is a key factor of
success for ERIKS.

(vii) Staff has been described in the part relatedorkforce.

Key parts

247 hitp:/lwww.valuebasedmanagement.net/methods_785.htm
28 http://[ERIKS.com/en/about-ERIKS/strategy/#tab-6550
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3 According to McKinsey 7-S model analysis and thevmus

Shafed’ statements made, it appears that the key aspeERIKS success

values¥  are the company’s culture and shared values, iits sknphasized

| by the 6 know how domains and its staff which tleenpany
‘ g highly value.

‘ Staff ’ Even so, all the other dimensions seem relevanERIKS’

? policy. Providing the information we have from tlternal
analysis, it seems necessary for the group to ctampe every

level of the organization so as being able to haternational relevance and competitive

advantages.

(De) Centralization
ERIKS’ decentralized
organizational  structure Executive board
gives the flexibility,
inventiveness and quality I 1
it need to serve its
customers properly anc
act as a partner tc
manufacturers. The
ERIKS group has beer
divided into clusters in |l
order to control the
envisaged organic growth

and growth through acquisitions. By cluster ERIK&oup has a flat organizational
structure’”® The company structure enables it to run delegatiegision making policies
down to the lower levels of the organization. Thare fewer tiers, a wider span of control
and a bottom to top flow of decision making andasleThe top executives delegate much of
their authority to lower tiers and as a correlatioa group runs less rigid polici&®.

ERIKS group nv.

(Supervisory board) ]

‘ Executive board ’

3.1.6. Shared value: culture, mentality

The ERIKS group has a corporate culture that aimealizing attainable goals announced
clearly beforehand to those directly involved. TBp@arency in verbal and written
communication characterizes the ERIKS organizat@@imange in its widest sense is a fact of
life in modern business. The management of the emmep must succeed in controlling those
changes. The informal organization of the ERIKSugrand the short lines of communication
between management and employees guarantee unviamas that the employees of the
ERIKS group seek to appfy*

The code of conduct, agreed with the works counsiéts out the basic principles of the
norms and values of the ERIKS group. The compaqguires all employees to comply with
the code and encourage them to report to managemmenédiately (through a whistle-
blowing procedure) any breach or suspected breatieccode or other rules in force at the
ERIKS group. Employees are not blamed if the ERi#{&up fails to win contracts because of

249 http://ERIKS.com/en/ava/ERIKS group nv - Minutesr@ral Meeting of Stockholders May 2006.pdf
20 http://en.wikipedia.org/wiki/Decentralization#Orgaational _Theory
51 http://[ERIKS.com/en/about-ERIKS/social-responéipfitttab-6684
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adherence to the code of conduct. Similarly, infation provided to management about

suspected or actual violations of the code of condill not have any adverse consequences
for the employee who supplied the information. d@&lto observe the code of conduct is
regarded as a violation of business integrity. IN@it group management nor local

management received any notifications of violationghe year 20072

As a supplier of a high-quality range of technicamponents, the ERIKS group is obliged to
conduct a sound environmental policy. Both in it8nooperational management and in

product development, the ERIKS group remains cotigstaware of environmental aspects

and their influence on the environment. New insghthanging social standards and
environmental laws are monitored closely. The eslagroup companies collect and dispose
of various waste streams, like paper, oil and tedidhaterials, in a responsible manner. As a
group, ERIKS responds actively to existing and feittegulations in our relationships with

manufacturers and customers with regard to theloeweent of products. For almost all its

product groups, it develops new products, undesws brand name and in consultation with
the manufacturers, with a view to avoiding emissi@mnd leaks in the process industry.
ERIKS’ employees are able to draw customers' attero alternative solutiorfs>

The management of the companies of the ERIKS grsugncouraged to sit on technical
interest organizations and to contribute to locaicial and cultural events. The ERIKS’
human resources policy includes maintaining costagth schools and training institutions.
The purpose of these contacts is for ERIKS to dmmie to the technical content of
educational cours€s?

To sum up, the presence of competent managementa aolid market-oriented corporate
culture spread throughout the group’s subsidiaieskey factors of success of ERIKS.

3.1.7. Legal structure

ERIKS group nv is the Dutch holding company (a Nie® Vennodschap) of a group of
technical distribution companies and is listed e tOfficial Market of the Euronext
Amsterdam Share Exchange (‘Euronext N.¥?9.

ERIKS was founded in 1939 as a family company aadtexd out in 1940. In 1977 the

company was quoted successfully at the Euronexttémtsm Share Exchange. The ERIKS
group nv started out. The ERIKS group nv. exparidedthree continents USA, Europe and
South-East Asia. A network was built up. In 19941KER began with the acquisition of

companies in Germany, Belgium, Netherlands, Potarttithe UK.

Currently the Holding Company consists of over 50ugp companies with branches in 13
countries. The Executive Board and Supervisory @8aafr ERIKS group nv attach great
importance to good corporate governaficélhe holding company acts as a strategic parent
company. It performs the role of capital providertiator, motivator, implementer, monitor
and coordinator of the strategy developed for tR&ES group. The holding company ensures
that added value is created for the group in @tato its individual companies. This means

22 hitp://ERIKS.com/en/about-ERIKS/social-responsipfittab-6685

253 hitp://ERIKS.com/en/about-ERIKS/social-responstifitttab-6686

%4 hitp://ERIKS.com/en/about-ERIKS/social-responstifittab-6687

25 hitp://ERIKS.com/en/home/search/?q=culture

26 http://ERIKS.com/en/about-ERIKS/profile/

%7 http://[ERIKS.com/en/corporate-governance/corpegateernance-structure-at-ERIKS-group-nv/
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that the management of ERIKS’ group nv is interigiwvolved in defining and detailing the
strategy of the various clusters and companies.

3.1.8. External resources: relations, connectionagtworks

The ERIKS group attaches great importance to goothnaunication with financial
stakeholdersand other interested parties suchnagstors equityprovidersandanalystsso as

to provide a good insight into the group’s positionthe ever-changing market. Price
sensitive information is always disclosed in pulditnouncements. The group explains its
strategy, financial results and the latest devekumsin meetings, both in the Netherlands
and abroad, with investors, analysts and finangalrnalists. Each quarter the group
publishes its financial results and comments omtlie a conference call with financial
analysts and journalists. Transparency and disdoare aimed at optimizing the share price
and create a wider spread of share ownership.dbsite contains detailed information about
press releases, financial presentations, stratedycorporate governant®.

Apart from the wide financial network of ERIKS, the

group is also focus on developing national networks

in terms of supply and demand and already a 90 000
customer network within its operating areas and a

large network of preferred suppliers. It aims at ERIKS

4 Investors
/' 4 Equity providers

Financial stakeholders

g . . . > Analysts
building up partnership-style relationships, prabty _
long-term, with manufacturers all over the world * Suppliers
based on its independent position. The group’s size \ Customers

offers many manufacturers the prospect of substanti
sales and a large market shareSome of them are Viton(US), RX, IMS, Quadrant(Ch),
Minnesota Rubber(US), Fenner, Dunkermotoren, Emsjngalrez, DuPont performance
elastomers, Norma, Gore, Simrit, Gates, Eaton, NB#turis one, Flexitubes, Format,
Elastoguards, Saint Gobain, Vickers, Timken, Airpel

ERIKS’ external resources as understood in thi$ g@an be summarized as in the attached
graph.

3.1.9. ERIKS resources overview: the concept of ua chain

From the analysis of this section, it is possildedtaw the following ERIKS’ value chain
according to Porter’s theory.

28 hitp://ERIKS.com/en/corporate-governance/.
29 http://[ERIKS.com/en/products-and-services/supglier
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Firm infrastructure =

13 operating countries

efficiently -
structured &
modern

efficiently -structured
& modermn

well-structured,
modem &
controllablelCT

Human Resources Management= More than 4000 high skilled employees world wide

Technology development= 6 Know -how, 8 strategic operating domains, higlwative capacity

] H q -
Advise for new i Process & logistics ; High quahty 242l
material needs developt & optimizat [J Sl Tomiey in = 359
implement [ P product implement [ Margin = 35%
Procurement (supply)
Raw materials Reparation, :
from suppliers devices, add.
network tools
Inbound Operations Outbound logistics Marketing sales :
o : s Services
logistics Packaging, Collect, storage and Exhibitions,
S . Customer support,
Supply, Storage, assembly, distribution to communicatl] .
: . . maintenance, ASS
Inventory testing customers website, PR _E
Cost of goods sold (annual report 2006) = U402. 34 Mio Margin (annual report2006)=  U140. 973 Mio

3.1. Current Strategic Policy
3.2.1. Target Markets

ERIKS is among our focused competitors the lesseldgped and youngest company.
However, as we will see later in the financial gee, ERIKS provides a strong financial
position and uses it to achieve its goabf sales expansion per year both through organic
growth (5-7 %) and through acquisitions (7-10 %).

Today ERIKS is situated in several markets anddéwiitself in eight so called clusters.
These clusters represent a geographic region, vgnes the individual cluster management
the opportunity to react on region specific managetmeeds. We will discuss the clusters
and their impact later in the report. To have araesv on ERIKS clusters and therefore the
target markets for 2007, please refer to the fdhgvgrapfi®

ERIKS
Belgium

ERIKS
C.EU

ERIKS
Gemany

ERIKS
France

ERIKS
NL

ERIKS
UK

ERIKS
USA

ERIKS
SE. Asia

Central Europe stands summarized for the brancb&n® Slovakia and Czech Republic.

Small but also not to forget is Luxembourg, whishincluded in the Belgium Cluster. The

USA-cluster represents the states Wisconsin, Wgsdnn Oklahoma and Texas. South East
Asia stands for Malaysia and Singapore.

#0ERIKS, Annual Report 2006
21 http://[ERIKS.com/en/about-ERIKS/ERIKS-worldwide/
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3.2.2. Financial Goals, marketing target&?

After achieving market leadership in Netsales
Europe, ERIKS defined 2006 objectives to

strive to in the upcoming three years. The

financial goals are defined as followed:

150 9
The average sales are targeted to show B |
growth of 10 to 15 percent (2006: 21.1 i
percent), broadly 5 to 7 percent of which T
to be achieved through organic growth and o e
the remainder through acquisitions.
Assuming proforma sales of about EUR
875 million in 2006, sales in 2009 will
exceed EUR 1.1 hillion. e
Other financial goals:
Key figure Goal for 2009 Starting point 2006
_EBITA as a percentage of net capital invested, at least 15 % 23 0
including goodwiill
net debt/EBITA ratio less than 2.5 3.1
earnings per share 5t010 % 23.9 %

Dividend payout, circumstances permitting (result
placed at the disposal of the shareholders plus App. 50 % 49.8 %
amortisation)

ERIKS wants to achieve in the upcoming years aistarg image for its customers, to be an
innovative, reliable and flexible supplier.

To its manufacturers, the ERIKS group wants to beelable, cooperative partner with
sufficient market share and volume, serving theaeimdustrial market based on its extensive
technical and logistics know-how. Key marketingemtives are staté%:

* to build up leading market positions in Western @aahtral Europe

» to take a strong market share (in the top 3) ic@ilé activities in its range in all
regions where the group has its own branches.

» to offer an extensive range of high-quality mechahengineering components.

» to possess and offer a high level of know-how std an innovative supplier.

* to have a balanced spread of sales across thecostomer types (purchasing
profiles) of ‘Maintenance’ and ‘Original Equipmedanufacturers’ (OEM) to control
its risk profile.

22 hitp://ERIKS.com/en/about-ERIKS/objectives/
253 http://[ERIKS.com/en/about-ERIKS/objectives/#tal285
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* to expand our current activities in the USA (‘buyd’ strategy).
* to maintain our activities in South-east Asia olgalhy.

The marketing objectives stated by ERIKS are ratnsdefined; Market shares are not
precisely numbered, relative adjectives are uséds fieflects the uncertain development of
this market, due to expansion of the market toEzest or other interesting regions. However,
ERIKS mentions rather many issues which they waitet achieved. The financial goals are
also quite challenging and therefore interestinfpliow.

3.2.3. Positioning Strategy

Positioning in B2B-industry is different than pasiting in B2C-industry. Positioning is in
the first place essential to roll out effective gamgns. Customers process advertisement
information way better, if the already have a genenage in their head about what the
company or brand is about. The consumer’s mindisdadhis high volume of advertisement
by accepting only what is consistent with prior Whedge or experiené®’.

In industry, advertisement works differently duethe diffusion when advertising in public
areas, and secondly customers are not individudlsdmpanies. Therefore positioning has to
meet the company’s strategy on a slightly differagoproach. Nevertheless the crucial point of
Ries and Trout to have a clear positioning for geinccessful is not to question.

As we have seen before, competitors try to becomesubstitutable by differentiate
themselves to a certain extend, that customers@iraffected by a competitors price, or
advertisement etc. Certainly, as seen in the cdtopetnalysis, ERIKS was not first mover.
However, ERIKS had to reposition after growing RIES Group.

Positioning ERIKS

High quality/price

ERIKS GROUP
ERIKS i : i
additional services, logistics etc.

“world wide" operating
Assumption: total supplier

local industrial partner

providing tools and other industrial products

Low Product Variety High Product Variety

Low quality/price

As drawn in the graph, we assume that ERIKS, s@iti 1940 was a local industry partner to
provide products only. Durability through high gtialwas the key to success and helped

#4RIES & TROUT, Positioning: Battle for your Mind9&1
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ERIKS through rough times and later to a good pwsin rebuilding Europe. Facing growing
globalization and alternation of industry deman®&IKES was not able to compete with the
foreign competition in prices and product. The opbgsible solution was expansion to meet
certain levels of economies of scale. Even so, ERIflad to adapt their product also to meet
customer demand. Differentiation is usually on tpposite side of economies of scale,
however, differentiation through services and addél, tailor-made solutions brought
ERIKS to today’s position.

In ERIKS’ own words, we find that development ireithmission statemefff: “The ERIKS
group aims to develop from a traditional distribbut@to an industrial service provider in all
market segments. “

3.2.4. Market Coverage Approach

The common market coverage approacheS%re

Strategic Approach Characteristics

single market concentration focusing on one part of the market
product specialization making one product for all markets
market specialization making all products for one market
selective specialization, making products for multiple niches
full coverage making a product for every customer

Broadly speaking, the approach ERIKS is using ntasgpecialization. ERIKS provides a
broad portfolio and thus wants to be capable ofryeymssible demand of an industrial
demander. As seen in customer analysis, we aragfatifferent types of customers, which
lead us directly to the question, if truly “one” rkat is focused.

This is doubtable due to very many different chemastics of the markets itself. Also, when

looking upon ERIKS expansive development strateme could say that already regional

differences between the different market ERIKSperating in, gives us several markets and
therefore we are facing product specialization ewvesl market. Nevertheless, in the
portfolio analysis will be proven, that it is wayone that one product.

Consequently, a different approach to charactd&fR&S regarding market coverage has to
be taken.

As we have seen in the financial objectives se®&&IKS achieves growth through organic
growth and acquisitions. Knowing this, we can assuthat once a particular company to
acquire is found, which gives ERIKS a good starfiogition in a particular market, they try
to enhance this new clusters position by slowlylengenting the entire portfolio, which is
successful in all other branches in the other regio

255 hitp://ERIKS.com/en/about-ERIKS/mission/
208 http://www. marketingpower.com/mg-dictionary-viev2Bphp
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To conclude, the first broadly speaking assumpi$othe most suiting one, if you take into
account, that ERIKS is highly expansive and thipamsions cause in the interim some
definition challenges.

3.2.5. Generic Competitive Strategy

Crucial to the internal analysis is the definitiohthe generic competitive approach. Porter
defines 3 generic approaches: Cost Leadershipet@iitiation and Focus. In addition, he
describes the “stuck-in-the-middle”-situation, whis not a favourable option but seen quite
often, as a bad example of businesses with a laekpmsitive strategic management. This
option can be neglected from the beginning, bec&RKKS would lack market share and
capital investment, which is not the case as prdefare.

To position ERIKS, we can already reduce the ptssikeneric approaches, by locking out
the “focus” approach. “Focus” would concentrate anparticular buyer group, market
segment, product line or geographic ma¥etbecause of ERIKS' expansive business
development this option can be excluded.

Interesting is to choose between the two remairdpgroaches, differentiation and cost
leadership. Please refer to the table to see inhwdspects ERIKS strives to cost leadership.

Aspects required Regarding ERIKS Relevance

In Europe, yes,
High relative market share ++
Industry wide rather small

Not particularly, good
Favourable access to raw  geographical position for
materials reaching all kinds of raw

materials (shipments)

Efficient scale facilities In expansion +

Due to high labour costs in
strongest markets (UK, NL,
B, GER) not sufficient,
Pursuit of cost reduction ++
Even so, due to expansion to
new markets and synergy
usage, cost averagely sink

Tight cost and overhead Flat organizational structure,
control control achievable

Avoidance of marginal Long term business t+

7M. PORTER, HES Syllabus 031
1170122
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customer accounts relationships and overall
supply achieved

Cost minimization in R&D, EOS® - Easy order system
service, sales, advertisementand corporate advertisement

However, due to ERIKS need to fulfil customers’ @em on a broader level, we have seen
that ERIKS is willing to expand one their businéssgeneral and two the depth of their
product portfolio, which will be discussed latertims part. Consequently to that, we find
even more applying arguments, which show and ptbae ERIKS drives a differentiation
strategy. Please refer to the table.

Aspects required Regarding ERIKS Relevance

Tailor made industry

. ++
solutions

Perception of exclusivity

Innovation is crucial and
carried out by ERIKS.

Extensive R&D In Addition ERIKS claims to +
develop solutions together
with customers, to achieve a
higher level of exclusiveness

Integrating the 6 know-how —
domains results in extremely
complex service and product
mix

Extensive product design

Durability, Quality and
High quality materials material excellence has ++
always been ERIKS’ values

As seen in the 6 Know-How
Intensive customer support Domains, service is on a high +
level

To sum up, it is important to acknowledge, thatreifeERIKS shows some points which
would lead to the conclusion of a cost leaderstrgtesqy, it is in fact a generic differentiation
strategy which leads. Please refer to the grapmage the result.

/170123
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ERIKS GENERIC STRATEGY (Porter)

~
strategic advantage
unigueness perceived
by the customer low cost position
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3.2.6. Brand- or Corporate Strategy

ERIKS tries to achieve high brand awareness anefibre customer loyalty. The standards
set by small high quality providing industry sugplERIKS 20 years ago, is transferred to
their now expanding business to worldwide supplERIKS GROUP is trying to achieve

constant and reasonable growth through both, atgand acquisitioned growth. To be

successful and using synergies throughout your wiggply network, a strong corporate
brand is a necessity.

ERIKS is aware of the strengths in the domesticketarof their acquisitions, but anyhow, as
they want to show customer the possibility for adaler type of business relationship, they
refer to the brand name and remind the customénestrong central image of ERIKS.

As examples, please refer to the websites of formagor acquisitions (2006,

Turpen & Associates!]

(USA) for instance shows
very openly their bonding to

U S A ERIKS, respectively the
cluster ERIKS USA.

The 2006 major acquisition
was WYKOE! (UK). Their
corporate website also is
branding ERIKS to show
their new potential but still
under established brand

quality

An EBIKS Company

Concluding it can be said, that ERIKS is pushingirtitorporate strategy, by showing their

8 ERIKS, Annual Report 2006
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brand name as much as possible. However, to notdieahock customers of their new
acquired companies, they effect co-branding owtblesites of the new group members.

3.2.7. Product Range Strategy

As seen before, ERIKS strives to become total itrgissipplier for several parts of industries.
This is necessary as proven in 2.6. (Pricing Staato motivate rather high prices and long
relationship contracts. This is inevitable to beeotrard to substitute and therefore not
attackable with price battles.

Thus ERIKS provides a broad range of industriadpots and services to reach the level of
total supplier and becoming a partner for largeustdy customers. To give a clearer
overview, we have structured ERIKS’ product rangedagard to the superior category, the
“core activity”.

Core Activity Product range
* O-Rings
* Dynamic sealing elements
Sealing Technology » Pioneer Weston Sealing Technologies

* Flange gaskets
» Rubber technology

* Hydraulic hoses and accessories

* Hydraulic components and systems
* Pneumatics

Power Transmission * Bearings

* Mechanical transmission

» Electrical transmission

* Mechatronica concept

* Valves

* Instrumentation

* Industrial hoses and accessories
» Plastic piping

Flow Technology

» Plastics for injection molding

Industrial Plastics . g
» Plastic semi-finished products

* hand tools

e cutting tool

» clamping tools

* measuring tools

» abrasives

» welding and soldering tools
Tools and Maintenance Products » safety equipment

» electrical tools

* pneumatic tools

* hydraulic tools

* metal working machines
» workshop furniture

» special tools

e Technical Services

Technical and Logistics Services . )
* Logistics Services
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e Electrical Services
* Mechanical Services
* Predictive maintenance

Electrical and Mechanical Engineering
Services

* Revolvo Bearings
Specialist Technology *  WYKO Tire Technology
» Pioneer Weston Sealing Technologies

Concerning business development, it is crucial ROKES’ strategy to reach the same product
range on each cluster. Thus the image transferattiihct moving customers and also new
customers. By achieving new companies, ERIKS aiss to widen their portfolio, even so,
ERIKS is careful by picking potential companieot@rtake, as they should not lose the close
bond to their core competencies. Consequently tlisds what we see in their own strategy
statement, organic growths should be driving astléalf of the total growth of the ERIKS

group.
3.2.8. SBU and Portfolio Analysis

As seen, ERIKS splits its total portfolio into eigbore activities. These core activities
represent a certain part of industrial needs. Edd¢hem is used by ERIKS to reach specific
demands of their customers. For ERIKS, this dediniis rather important, due to the cluster
structure. Not each of the clusters can provideiglit core activities. Only the Dutch and the
Belgium cluster are as of today able to provide ¢éméire portfolio. However, that is a

achievable goal where ERIKS is striving towards,htve all clusters at one level and
therefore create consistency in their portfolio.

SBUs define their selves as parts of the busingsgh are differently to manage, due to a
different need of customers, different use of patsiyprovided etc.

The information given does not provide specificadabout SBUs. However, knowing about
the centralized strategic management and decadatiuster structure of ERIKS we can use
this as on characteristic and the knowledge abastomer groups as the other one.
Consequently results a matrix, which gives us eflmverview upon SBU-like structure.

General SBU MATRIX of ERIKS

MBO OEM Projects Distribution
ERIKS SBU SBU SBU SBU
NL
S SBU SBU SBU SBU
UK
ERIES SBU SBU SBU SBU
GER
etc...
4

Nonetheless it is important to have in mind, thatteach cluster offers all core activities.
3.2.9. Additional Issues
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What has often been mentioned but not really ardly®t in terms of company’s strategy, is
the role of the “six know-how domains”. What on fivet glance seems like an advertisement
campaign is in fact a well developed part of ERIKS8trent strategy. To have a clearer idea
upon the “six know how domains”, you can refertte bverview in part 3.1.3.

As mentioned, first we see this concept as a cagnp&d show the customer a high
competence in what ERIKS’ is doing. But in fagblays major roles at the same time and can
be considered as a interesting corporate strategynoltiple levels. To see the different
impacts of each of the domains, please refer tdalfeaving table.

Level of impact or effect at a strategic level

- Impact on Positive internal Usable for management
'© customer outcome directives

€ MARKET + ot +t

g PRODUCT 4+ + ++

2 APPLICATION ++ ++ +

= CUSTOMIZING +++ + +

2 LOGISTICS + +++ 0

¥ INFRASTRUCTURE + +++ +++

To sum up, ERIKS has created itself a new congiituto to speak. This 6-domain concept
provides positive effect to several levels of thdustry and will most likely end up as a
successful strategy implementation.

3.10. Financial Results
3.10.1. Turnover®®

ERIKS recorded revenues of €941.1 millior Net Sales Eriks (2003-2007)
during the fiscal year ended December 200 , .
an increase of 74.7% over 2006. ERIK! 900
achieved its highest results ever and realizt

. . . . . . 800
all its financial and commercial objectives 00

Further specified as follows: W 2003
- 600 H 2004

— Increase of € 350.8 million due to D 2005

acquisitions realized in 2006 and 2007 500 B 2000

- Decrease of € 1.8 million due to the 400 B 2007

disposal of activities 300

— Decrease of € 2.9 million due to lower 200

currency exchange rates 100

— Organic growth of € 59.7 million or 11.1 0
percent.

Net Sales (in millions €)

269 http://ERIKS.com/en/press-releases/2008/ERIKS%@@uf620nv%20-
%20Financial%20results%202007%20ERIKS%20group.pdf
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As it is visible in the graph, ERIKS has experiahaethe past five years a continuous growth
in Sales. There are two reasons for the increasst.df all, the ERIKS group benefited from
increased industrial activities in all countrieses the company is present. And secondly the
strategy of ERIKS convinced its customers. The deyer of this enormous growth was the
acquisition in 2006 of the British company Wyko Hiolgs Ltd. Mainly due to this
acquisitions major changes have
taken place in the breakdown of
sales by core activity and by

Net Sales

(by cluster in million €)
400

customer group. Wyko
250 significantly  strengthened the
power transmissions activities of
300 — the ERIKS group and a new core
/ 0~ Central Europe activity of  electromechanical
= /’///b  Semany services and condition monitoring
200 7 Netherands was added.
P/’/_/ / ++USA
150 * South-east Asia The sales in the UK cluster
/./I/QH increased by 858% between 2006

. also recorded growth, not as high
é—"'_Q——"ﬂ as the UK cluster between 7,1% in
03 = ; S : Germany and 11,9 % in the
2008 2004 2009 2000 2001 Netherlands and 19,2 in Belgium.
USA 50,6% and the South east-
Asia just had growth of 4%. Only the cluster of ikra recorded a decrease in its sales. The
decrease amounted 28,9% compared to 2006. In Weatet Central Europe 95% of the
ERIKS sales are achieved. These are 905,3 milliam Europe, 35,8 million € in the USA
and 8 million € in South-east Asia.

l°°$ v V- / and 20077° All the other cluster
=8
=4

As mentioned earlier in the text, one new corevigtiwas added to the core business of
ERIKS. Now ERIKS has 7 core activities, which arealhg technology, Power
transmissions,

Flow Net Sales by Core Activity
technology, o
Industrial (o it 1) ()
. e i
plastlcs, 400 -.-Sealmg Techn9|ogy
350 Power Transmis-
E|eCtr0meCha sions
ical service 300 V Flow Technology
and conditio 250 A Industrial Plastics
. - Electromechanical
monltormg! 200 Services
Tolerance 150 < Tolerance Rings and

rings and tir Tire Technology
4 Tools and main-

100 v
tech nology, = tenance products
Tools ant . A A ?‘4
maintenance 0
prOdUCtS I 2003 2004 2005 2006 2007

the following
graph it is obvious that the newly added Power 3im@asions activity is the biggest strategic

270

http://www.pdfdownload.org/pdf2html/pdf2html.phpRthttp%3A%2F%2FERIKS.com%2Fen%2Fpre
ss-releases%2F2007%2FERIKS%20group%20nv%20-%20&aigs20results%202006.pdf&images=yes
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unit with 339,2 million € sales, which is about 3@#othe total sales in 2007. Followed by
Tools and maintenance products with 202,2 milliq2 ¥4 of sales). Sealing technology with
148 million € (16% of sales). Flow technology witB2,6 million € (14% of sales).

3.10.2. Costs

Effectively managing costs plays a key role

Cost Structure ERIKS in the success of firms in industrial markets

5% such as the seals and gaskets industry.

B personnel Unfortunately there is no precise information

30% 17% Costs given about the costs of the ERIKS group. But
 Wateril we assume, based on our previous research

O seliing that the most important cost for ERIKS to

-Cm control are the direct material costs and the

Other Costs

W Depreciation labour costs. We assume that around 30% of

200  and Amorti- the total costs are personal costs, followed by

zation Costs

the material cost with 28%, selling costs with
20%, depreciation and amortization with 5%
and the other cost with 17%.

28%

The following data shows the total costs of ERIK$ region because there is no data
available for each cluster. As one can see thes ¢@ate risen from 2006 to 2007. The reasons
for the rise are not given but
they rose in all the regions
comparably. The regions with
the highest cost are the UK, the

Netherlands Belgium and 135,841 115,545

Germany in the year 2007. From 4,863 1,216

2006 to 2007 the cost in the UK 106,027 100,877

rose enormously. This is due to 15,668 23,163

the earlier mentioned acquisition 209,19 188,248

and its starting up operations in 357,13 38,101

the UK. 31,42 21,091
7,38 7,314

3.10.3. Profit

The ERIKS group realized a gross profit of €82. Gross Profit

million in 2007 compared to the year 2006 i (in million €)

increased by 70.7%. The net profit of ERIKS gg

increased between 2006 and 2007 from €27 7q

million up to €43.7 million. This was an increade c gq :zggj

57.4%. Expenses reduced the gross profit by almigg 0 2005

50%. This is due to depreciation, like softwarehwit 4 B 2006

€9.9 million, amortization of intangible assets o 3q 2007

€5.2 million, tax which accounted for the bigges 2g

proportion of the reduction of the profit by €16.¢ 1

million and also because of financial movement ¢ g

financial instruments which accounted for €1

million. The following graph shows the allocatioh o

the gross profit in the year 2007. The UK regios Aayross profit of almost €21 million.
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This profit was in the previous year only €1 miliso that a major part of the increase in

profit of ERIKS is due to the

EBITA by Region increased profit of the UK regipn.

(in million €) Furthermore the UK region
accounts for almost 25% of the

o7 ML total profit of the ERIKS group.

' Another very important region for

o ERIKS is Belgium. The Belgian

279 9 region accounted for €15.2
million gross margin. The most

203 important region for ERIKS are
B Geigium B Cental Europe B Gemmary the Netherlands. The Netherlan_ds
B rance M Notherlands UK account for 34% of the total profit
B UsA South-east Asia of ERIKS and have a gross profit

of €27.9 million. Earlier in the

text was mentioned that the
region France had a decrease of sales but thisaeedid not have an negative effect on the
profit of ERIKS France. On the contrary the grossgim of the region France increased from
minus €0.3 million in 2006 to plus €0.7 million 2007. To sum up all the regions of ERIKS
recorded an increase of its profits.

3.10.4. Contribution margin/ratio’'s (DDP, ROS, ROT,ROI, BEP)

It is only possible to give information about treio for the whole ERIKS group because

there is no detailed information of the clustergegi As calculated from ERIKS' press release
from February 2008, about ERIKS financial resul®®?2, the key financial ratios using the

simple DuPont are the following:

- ROS (Return on Sales), is the net profit of €48jllion divided by the turnover of €949,1
million, which makes it 4.6% for the entire ERIK&gp. Compared with the 5.2% of 2006 it
is a decrease of 0.6% points.

- ROT (Rate of Turnover), turnover €949 million idied by total investment €635 million is
1.5. This is an increase of about 67% compare®®® 2when the rate of return was just 0.91.
(This shows that ERIKS’ increasing ROT implies legpense for a higher net profit.)

- ROI (Return on Investment), multiplication of RQ&66%) with ROT (1.5) 6.9%. Although
the return on sales has declined by approximat®¥g last year the return on investment has
increased by 47% due to a huge increase of thefatenover (+67%). The higher return on
investment in 2007 shows that ERIKS is more prbféahan in the year before. The reason
for the change of these financial ratios is th#ltasset increased by 6.5%, while turnover
increased by 74.7%%"

2n cp. 3.10.1 Turnover, Acquisition of Wyko, p.128
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Key financial figures 2006 - 2007

2007 2006
Total Costs 905,1 515,39
+
Profit 437 27,91 2007 2006
= = Margin 46%. 5.2%
Turnover 9491 543,3 X
/ =ROT 15 0,91
Investment 634.8 596,2 _
=ROI 6,87% 4,73%

3.10.5. Forecasting

ERIKS will continue to develop its twin businessdeb The twin-business model combines
two different models, which allows ERIKS to serveetdemand for both the engine
construction and the general maintenance efficemd effective. This model will be
strengthened in the Netherlands, energeticallgdadiut in Belgium and steps will be taken in
Germany and UK to arrive at structures that enalfsdeintroduction of the twin business
model. For the realization of this, acquisitiondl we realized in the existing but also in new
regions. ERIKS will continue its expansion of aittes and strengthening its position in the
process industry by:

« * Acquiring companies in Germany, Central Europ& &hd Scandinavia

- * Expanding the network in the United States.

« * Realizing synergy with the product groups flanggeskets, valves, instrumentation
and industrial hoses in Germany, Central Europeldfd

Industrial activity increased in all regions of tBERIKS group’s until now. Order intake
remained high at the end of 2007, and continuetheénfirst weeks of 2008. But there are,
signs that growth of the global economy will sloamah in 2008. This might impact the level
of industrial production in the regions in whicletBRIKS group operates. But ERIKS is well
positioned due to their major acquisitions in tlastp Additionally the acquisitions of two new
firms in the beginning of 2008 will increase thdesaand profit as well in the next year.
ERIKS is and was in a very healthy financial pasitin the past five years and even before
that. All the key figures like turnover and praficreased year-by-year as one can see in the
text above so that it can be assumed that ERIKISalgib continue to grow in the future.

3.10.6. Conclusions/Deductions

After the analysis of the financial performanceled ERIKS group, the year 2007 turn out to
be a very successful year for the company. ERIKS daery good and strong financial

performance. This performance is due mainly toitlbeganic growth of the company as seen
in 3.10.1. The investments of 2006 paid out in 200@ugh the successful integration of the
acquired companies. According to ERIKS press reléass it a fantastic year for the ERIKS

group”. The ERIKS group achieved its highest resaelter and realized all its financial and

commercial objectives that it had. According to thkk statements made in this part of the
analysis and assuming that the repartition of tmg@rgss domains is similar from one cluster
to another, we can provide with the following ovew of ERIKS activities’ repartition.
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Customer type repartition by sales Customer type repartition by sales
(First quarter 2007 results) (First quarter 2007 results)
3,030 %% 25 149% 22 66% 15.78% O Sealing tech
\i \ O OEM | B Power transmission
= MRO B Flow tech

m Projects 3.72%

@ Distributors

O Indus. Plastics

13,60%
44.24% ® Tools and maintenance
63,85%

Power Flow Tools and
100% Sealing transmissio technolog Industrial Maintenance
technology n y plastics products
Belgium 2,50% 7,09% 2,09% 0,60% 3,63% 15,91%
Germany 2,04% 5,64% 1,70% 0,05% 2,89% 12,32%
Netherlands 4,06% 11,19% 3,30% 0,95% 5,73% 25,23%
unied | g o506 | 17,25% | 509% | 1,46% 8,83%
Kingdom ’ ’ ’ ’ ’ 38,88%
USA 0,61% 1,67% 0,50% 0,14% 0,86% 3,78%
France 0,27% 0,74% 0,22% 0,06% 0,38% 1,67%
Eﬁ?éfi 0,10% 0,28% 0,08% | 0,02% 0,14% | 0620
Sounfes | 0,13% | 036% | 011% | 003% | 019% [ g
15,96% 44,22% 13,09% 3,31% 22,65%

3.10.7. Additional Issues

The following are the objective of ERIKS for 20066®. There assumptions are that if
independent, organic development and normal granwétonomic activity will continue then
the financial targets for the next three years are:

e Average sales growth of 10 to 15 percent (20061 pgrcent), broadly 5 to 7 percent
of which to be achieved through organic growth ah& remainder through
acquisitions.

e Assuming pro-forma sales of about EUR 875 million2006, sales in 2009 will
exceed EUR 1.1 billion.

e An operating result (EBITA) as a percentage of oapital invested, including

goodwill, of at least 15 percent (2006: 23.0 petcen

A net debt/EBITA ratio of less than 2.5 (end 2084:).

An interest coverage ratio of over 6.

An average rise in earnings per share of 5 to 1€epé (2006: 23.9 percent).

A dividend payout, circumstances permitting, of rapgmately 50 percent of the

result placed at the disposal of the shareholdassgmortization (2006: 49.8 percent).

At this moment it looks like ERIKS is going to aele its objectives until 2009 and maybe
even achieve higher results.
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3.13. Overall audit situation (helicopter view)
3.13.1. Likelihood of targets being met

The first step to get into the audit of ERIKS isdtart from a clear overview of the all

situation. From Marketing & Management approachasyls IBMS, from Mr. Wams, It is
possible to provide the following insight on ERIKS.

Decomposing the economic engine

*Value offered = quality, service, customization

Concept of * Market segmentation = clusters (geographicalr&tsgic busin ess domains)
— E Served market ¢ * Customers profiles = OEM, MRO, Projects, Disitibn
|| * Customers location = UK, NL, DT, FR, USA, B, GahEU, SEE. Asia
E * Margin structure = Sales profit + book profittie sale of b uildings

Revenue & Margin
structure

\

* Margin stem = Business efficiency & value added
* Margin goals are set up by upper management
* Costs & price drivers = HR, R&D, testing

* 6 know how domains = core competency

Configuration of * Modem production, storage, logistics and disititm infrast ructures
skills and assets * Predominant skills = mechanical, technical, eieat, logist ics engineering
\ * Main spending development = growth through exams
* Awareness of new delivery models
Flexibility & _ *Highly flexible investment programs (short terat bsky)
adaptiveness * Degree of flexibility of the infrastructure = ?
¥ * Culture and established structure & org. arekedyito be ch anged easily

But this graph only provides with a limited viewtbe company. In the audit part, it will be
guestion to emphasize on the critical aspectsdahgany’s is likely to meet.

Finding the limits of the current economic engine

ERIKS is serving most of the existing market tesgeterms of customers
Concept of

i ERIKS could enter new geographical clusters
to develop the activity (in EU, Asia & USA)

=

BELE £ Mardin ERIKS could integrate its value supply chain furthe
Bcire - _—» up-stream (out it differs fromthe group & policy)
and optimizing acquired resources

o o ERIKS is already optimizing that aspect (know -how)
onfiguration of —_ " peyelopment of sales infrastructures
skills and assets .
and exhibition investments

m ERIKS has to continue its growth further (loan risk)
Flexibility & —_— b ¢ .
B e in order to be able to compete in a

differentiated oligopoly.

The strategy ERIKS has followed in the last yeargoing to be continued because of the
success it has shown.
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For the year 2007, main emphasize will be giverstatngthening market position and
achieving organic growth in each cluster. The dbjeds to become European market leader.
This should be achieved by a time taking proceadisy from the Netherlands and the
Belgium clusters to switch to European supply. Thik be achieved through reaching of
others strategic goals referring first to the in&tign of newly acquired firms. As previously
stated in the part related to the company’s cultiRIKS aims at building a strong company
culture through established organisation. Regartivag) the group needs to get those firms
involved in the corporate strategy to optimize &leguisitions. On a second time, ERIKS will
focus on the expansion of its activities throughthfer planned acquisitions (in Germany,
ggntral Europe and Britain and maybe Scandinawvid)extended network within the USA.

Marketing targets>

Driven by a highly developed group identity, the IER group is striving to achieve the
following objectives.

Place

Throughout Easy Order System it is easy to opefrildision channels where ERIKS is
situated. Thus it is only a matter of capability ddlivery, which is important to redefine
channels. Followinglacetargets should be achieved:

(i) Building up leading market positions in Westand Central Europe. (ii) Building up
leading market positions in Western and Centrabgeir (iii) Taking a strong market share (in
the top 3) in all core activities in its range lhragions where the group has its own branches.
(iv) Expanding current activities in the USA (‘biayld’ strategy). (v) Maintaining activities
in South-east Asia organically.

Promotion
As stated before, corporate branding plays a majer in ERIKS’ strategy. Therefore the
group is eager to reach a strong corporate inmfaigemotiontargets are defined as followed:

() To its customers, the ERIKS group wants to be innovative, reliable and flexible

supplier of choice in line with the defined missidit) To its manufacturers, the ERIKS

group wants to be a reliable, cooperative partnién sufficient market share and volume,
serving the entire industrial market based onxteresive technical and logistics know-how.
(i) to have a balanced spread of sales acrossnidia customer types (purchasing profiles)
of ‘Maintenance’ and ‘Original Equipment Manufaets’ (OEM) to control its risk profile.

Price

There are no specific targets defined concerniagtite. However, it is obvious, that ERIKS
carries on the development of their value addimgises. This is the only possible strategy to
defend product margins and stay competative.

Product
As mentioned in th@rice part, the product is ERIKS’ key to success. Asisaghe generic
strategy approach, differentiation is their onlysgibility to motivate high prices and

22 ERIKS Annual Report 2006 p. 59
273 http://[ERIKS.com/en/about-ERIKS/objectives/#tal885
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consequently generate cashflows to invest in basingevelopment. Hence, following
Producttargets have been defined:

(i) Offering an extensive range of high-quality rhanical engineering components. (ii)
Possessing and offering a high level of know-hovasto be an innovative supplier.

People

ERIKS itself considers their employees as theirtmakiable asset. To support and challenge
the workforce, ERIKS constantly strives to a insmgrrelationship between managemnent
and employees. Defined goals regardiegple:

(i) Included in the annual report, maintaining coamcation with the employees and
developing maintenance of career counseling prograeiong to the corporate strategic
goals. (as well as communication with investors)

Financial targets’”

Assuming independent, organic development and rlognawth in economic activity,
ERIKS'’ financial targets for the next three years @007-2009).

(i) Average sales growth of 10 to 15 percent (261 percent), broadly 5 to 7 percent of
which to be achieved through organic growth and tbeainder through acquisitions.
Assuming proforma sales of about EUR 875 millior2006, sales in 2009 will exceed EUR
1.1 billion. (ii) An operating result (EBITA) asercentage of net capital invested, including
goodwill, of at least 15 percent (2006: 23.0 petcdii) A net debt/EBITA ratio of less than
2.5 (end 2006: 3.1). (iv) An interest coverageorati over 6. (v) An average rise in earnings
per share of 5 to 10 percent (2006: 23.9 percéwni)).A dividend payout, circumstances
permitting, of approximately 50 percent of the teplaced at the disposal of the shareholders
plus amortization (2006: 49.8 percent).

The ERIKS group’s international profile was strdregted considerably last year. The
company achieved the best results ever. With €948lllon of sales in 2007 ERIKS is
getting closer to its financial target which thepnw to achieve by 2009. The Target is to
achieve more than one billion by 2009. Compare@8Q06 the sales rose by 74.7% and the
profit rose also enormously by 70.7%. ERIKS was siiltlis a very profitable firm. In the up
come year ERIKS will continue with acquisitions Burope and will expand the existing
network. The acquisitions in Europe will be expahttethe north, to Scandinavia. These will
be achieved through new acquisitions. All in alllER financial situation is very healthy.

Strategy to achieve fixed targets

The objectives fixed are meant to be achieved thdakthe continually growing range of

products and services. The portfolio of the groupp®rted by the high level of know how (6
Know-how please refer to 3.1.3. of the analysigy@ considerable role in ERIKS’ success.
Another advantage that will enable ERIKS to meeiséhgoals is its total supplier status.
Moreover, the new commercial concept introducedh(®ibusiness models for OEM & MRO

markets) should provide the company with a betteswkedge of its customers helping to
respond better to their specific needs. Also thaease of productivity and profitability

forecasted are meant to be achieved via the efeechmmercial services ERIKS offers and
its logistics know-how.

214 see ref. 60
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Past, recent, current developments

InGarary( Mrpgdsdat | 208 InlBA( Tirpen) A0 S0P

};RKS. - Ladiie) InEHbrd TnPearrl( Mitva)
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RIKSS R InBelgum({ Hdorek) | Cdr Schdten ) InlK(Wiko) InGemrary; Gertral

FRIKSUBAIGR > HUUK&

RESG 194 FHIKS Acopisitions 202 FIIKS Aocuisitions 2004 Seriliicia

TRIKS Milavsia 151 InBelgam( Baxbm ) InPepim( Mealn Vateesireee )

IRKSEdard 106 Intdrd(Freubbag St ) )
InGarary{ Serglran Fatherprespectin
Ird snetedmk ) BA&SEAsia

Likelihood of targets being met overview

Likelihood of target being met
Quote (-
Targets ) Reasons
* For the year 2007
, . . Established processes & experience +
New firms integration (++) Long term relationships & local networks
strengthening ERIKS markets position
. . _ belongs more to long terms objectives ds
Market position strengthening ) the impact is less likely to be seen within
only one year
Activity expansion
. New acquisitions enables a very strong
in Europe (++) position on EU markets
Observable expansion thanks to highly
in USA =) developed network but still limited by
distance and market differences
. : _ Currently only few expansion foreseen
in South East Asig ) and to achieve by organic growth
* For the period 2007-2009
MARKETING
Place
Activity expansion & maintain
in Europe (++) Same reasons as observed on the shprt
in USA ) term analysis above
in South East Asig (+)
Promotion
liable & flexibl li o
irr?nlaagee exible supplier +) Already built this image for years. Long
lable & " " term establishment continues to benefitthe
reliable & cooperative partner ) group's image
image
The differences of shares of each
. customers segment tends to show that
Balance customer's sales ) ; : :
balancing those sales will take time and
probably more than 3 years
Product
— _ Ranges continue to widen but only with
Range widening = .S : LA
minor implementations or customizations
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This seems difficult as long as ERIKS
Portfolio widening ¢) won't have stabilize its positions + lack of
know how

People

With the strong emphasize given on
(++) employees, ERIKS should achieve the
related goals

Employees commitment
through relationships

FINANCIAL

As the increase of growth in the past years
was mainly due to acquisitions, the sales
growth ratio is likely to increase more
slowly in the next years

10 to 15% average sales growth (+)

further organic growth should be achieved
(+) thanks to the company know how and
established integration processes

but further acquisitions remains risky du
to the high level of risk of the capital

& 5 to 10% acquisition =) structure but also because of increased
structure complexity in terms of
management

the entered markets and expansion policies
2009 sales > € 1,1 Billion (+) provide the firm with the necessary means
to achieve that goal

from which 5 to 7% organic
growth

D

Limiting debt is necessary for the firms'
EBITA / Net capital invested at ) stabilization of activities: therefore a
least worth 15% progressive decrease of debt is a wide
policy to run

It has been declining over the last periqds,
but due to the fact, that ERIKS is
Interest coverage ratio > 6 (+) financing more investments out of own
resources, this number is likely to stay
above 6

This also likely to happen as a result of
increased value of the firm through
acquisitions

Due to previous achievements of this
figure it is likely to assume, that also this
=) financial goal will be reached. However,
we do not have specific forecasting
possibilities to say that certainly

5 to 10% rise in earnings per )
share

50% of result at disposal of
shareholders + amt
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4. SWOT — ANALYSIS

To generate a broad overview upon ERIKS’ strategptions, results of the internal and
external analysis have to be reviewed and measiitezlinternal analysis provided several
aspects of ERIKS’ performance; those are referoeastSTRENGHTS and WEAKNESSES.
On the other hand, the external analysis givesnugamental issues which affect ERIKS
from outside; those are considered to be OPPORTWS Bnd THREATS.

4.1. Aspects to consider from Internal Analysis
4.1.1. STRENGTHS

Domestic position

To begin with, ERIKS has a very strong domesticitims This provides a secure basis for
geographical expansion and increase of local atetnational market share, and gives the
possibility to copy successful concepts to otherkets and segments.

Image

ERIKS achieved a well-known image in the globalusidly worldwide. At least in the

markets ERIKS is operating in, the corporate nameasitively recognized. This brand
awareness is important to create further “re-buyd ¢hus brand loyalty and helps improve
customer retention as well as attractiveness fagr@l ones.

Flat organizational structure

Regarding the broad scope of ERIKS, it is stillrap@g with an effective flat and therefore
flexible organizational structure. ERIKS Holding irs charge of corporate level decisions
while each cluster penetrates its own individualrkess, itself responsible for business,
functional and operational level decisions.

Resources

The financial resources of ERIKS are strong. Fldikybfor new acquisitions is needed for
qguick movements on the market. The listing on thklip stock market gives the company a
solid financial basis and enables it to issue neaves in case of capital increase requirement.
Moreover its strong relationships with financiatipars (banks mostly) gives ERIKS a strong
competitive advantage in terms of activity expansio

Also important to mention is a strong workforce,oms - compared to the competitors -
rather small, even so, averagely everybody seegigyhdedicated to the company and thus
productive. ERIKS’ strong company culture is an aripnt competitive mean.

Modern infrastructure

Due to the relative young history and constant hkigment, ERIKS has a modern
infrastructure, which works highly efficient. As opared to long established firms which
infrastructure improvement requires high investraeahd deep organizational changes,
ERIKS benefits from its up-to-date infrastructuneterms of flexibility and productivity in
the worldwide competition.

Core activities

ERIKS’ performance in each core activity, as thefied them, is strong. Each cluster
covers a different set of core activities. Mainueds to always offer one core activity in its
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whole and most preferable all core activities i afuster. The 6 Know-how domains secure
their strong positioning as differentiated totgbglier for industry.

Core Competencies

The core competency of the ERIKS group, as PratatddHamel defined?t® as not easy to
copy, provides enhanced percipience of use touk®mer and opens up significant chances
to enter new market, is not easy to define. Buingivthe historical ground of ERIKS, the
providing of high quality industrial machinery paurit in fact relatively easy to copy. The
interaction of different core activities, to deyela complete solution for a customer, is the
only strength of ERIKS that might be considered &sre competency. Profound experience,
a high level of know-how (6 know how domains) ahd tapability to have it all in-house,
this is what meets most the classical definition.

Distinctive Competencies

The distinctive competence is defined as a sesséta and competenciés which allows the
company an advantage on a certain market. Thisastly what ERIKS provides as 6 Know-
How domains. What also could be seen as a core ef@mqy is in on the other hand their
distinctive competence, which gives them competiidvantage on several markets.

Competitive Advantages

ERIKS is highly innovative. Especially in their stigest markets, innovations are mostly
used to provide excellent service. Transfer of kimw might also be a competitive

advantage. Wherever customers show new demandpiadaict or service, it is rather likely

that ERIKS is already providing it elsewhere, capsntly the transfer of the know-how is

quickly possible.

Sustainable Competitive Advantages
A sustainable competitive advantafén ERIKS’ regard can be displayed as below:

7
How does ERIKS compete

- Offer a complete solution for the customer.

- This solution is a set of industrial products

and services, on highest quality level.

- Offer this at any time convenient for the customer

7
What is ERIKS basis of competition

- Six Know how domains \
7 :

What does ERIKS offer the customer ///;"

- Integrated and complete supply solutions

7
Where does ERIKS operate

- Today in 32 countries
- striving to expand network

275 http:/lwww.12manage.com/methods_corecompetendetnale.
278 http:/lwww.referenceforbusiness.com/encyclopediaAB co/Distinctive-Competence.html
2"D. AAKER, Strategic Market Management, 2007
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4.1.2. WEAKNESSES

Shortcomings
Shortcoming in what ERIKS is providing to its cusiers is not really obvious; however there
are some weaknesses, which will be pointed odtemext point.

Market share

First weakness of ERIKS is the relative low mariiedre regarding global scope. Because of
the oligopolistic context and providing the expansstrategy of the group, gaining weight

first on national markets and in a further step ldwide should be regarded as one of the
most important goal to achieve. Moreover increagsiagpetition which has been observed

throughout the external analysis will not enabl@kvactors to survive.

Core competency

Worth to mention, that ERIKS lacks a solid core petency such as for instance sealing
technology that no one does better than ERIKS.e&s @bove, only the set of core activities
maybe considered as a core competency which lithésimpact in terms of competitive
advantage.

Lack of low cost facilities

Another weakness resulting out of the internal ysialis the lack of low cost production
facilities. However this might result from strateglecisions taken on a corporate level, it
represents a dangerous disadvantage when comp@engationally.

Cost of capital

Due to several huge investments for acquisitiomIKES has to face grand costs of capital
which is reflected in their financial overview (pke refer to 3.10.). Concretely this means a
high level of debt which could be threatening isecaf direct threat of offensive venture.

4.2. Aspects to consider from External Analysis
4.2.1. OPPORTUNITIES

Key Customer Motivators

As seen in 2.2.6 of this report, KCMs in this besis area are generally what ERIKS strives
towards. Pre-and post-sales effectiveness, easiinfl business, product quality, overall
reliability, performance in selected areas.

Being a key factor of success in this activity,tousers’ satisfaction has to be approached in
terms of customer’'s segmentation. Expectancy bgtetudiffers according to own activity
interest. Whereas OEM will attribute more importarno product quality and reliability,
MRO will focus on lead times. Distributors will reore likely to look for price to volume
advantages. However there is a clear tendency sigothiat long established relationship
often are more important than product & service parative advantages.

Critical Success Requirements

Strategic Strengths
Innovation is a critical success factor in this keér(as seen in 2.1.10). Different forms of
innovation are seen, such as product innovatiomicgeinnovation, process innovation etc.

Flexibility of production

/170140



IDM VH2 ES03, May 2008 Karolina Deptula 520287
Team 1 Clio Beraldin 519722
Amat Ros Y Hildebrand 521443

Also a strategic strength in this market is to bke @0 adapt your production process to your
actual demand. Adaptation is also necessary teerdiftiate your products according to
customers’ needs.

Service vs. low-cost
Customers seem to be willing to pay a higher pfime integrated services, thus price
sensitivity in ERIKS’ area is lower.

Competitors’ weaknesses

As seen in the competitor analysis (2.3.), ERIK8mpetitors have weaknesses also. A
crucial one could be a lack of clear positioning tbé companies due to unstructured
diversification as well as high level of investment

New Markets
New emerging markets such as China or India provpg®rtunities for market development.

4.2.2. THREATS

Competitors’ Strengths

High global market shares are seen at ERIKS’ seshgompetitors. These companies have a
well-established customer base which is not likelychange significantly or rapidly. Their
movements affect this market on heavy levels anddcohange the business environment
tremendously. Moreover, their long establishmertbés them a good knowledge of markets
even on a local basis as well as of their custonegsectations.

Low-cost competitors

On the other hand, low cost product competitorsradbme products only, but on a way lower
price level. However, these companies lack senaoe, additional augmented areas ERIKS
has to offer. Even though potential demand forechsh growing Asian market could opt for
lower prices in order to increase its productiopawaty better than preferring quality and
service.

Meso / Macro Environmental Aspects

The differentiated oligopolistic market in which B is operating has a very high level of
competitiveness but it differs from the classicabduct and services competitive level.
Competition occurs at a global effectiveness ariitieficy corporate level. Therefore the
awareness of macro environmental variables anteckelasues is essential to compete and to
create value from market opportunities. As therea iselative low innovativeness on that
market, main opportunities will come from emergenale newly industrial countries.
Environmental aspects and resources are likelyeeply transform the worldwide industry;
however that kind of radical change is not likedyotcur from one day to the other.

Threat of being copied

In industrial markets the threat of being copiedrngcial. It is hard to be innovative on only
product level, thus this threat is inevitable. Uregess of service and strategic differentiation
is therefore a necessary competitive mean.

Hazard Areas and Risks

On the one hand market development is an oppoytumit on the other hand it requires high
investment and careful planning. Those two aspestdt to a high risk which is enhanced the
more unpredictable factors come into play.
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4.3. Comprehensive SWOT-Matrix

[ s T o RN moorance
maj| min| min | maj| maj| min| min| maj| H | M L
Domestic position X X
Organic growth X X
Acquisition| X X
Image X X
Reputation for servicd X X
Familiarity with market X X
Reputation for qualityf X X
Flat organizational structure X X
Resources X X
Financial | X X
Human Resourced X X
Modern infrastructure X X
Core activities X X
Core competencies X X
Distinctive competencies X X
Competitive advantages X
Sustainable CA X
Shortcomings X
Market share X
Relative lack of core
competencies X
Lack of low cost facilities X
Costs of capital X
KCM X X
Quality X X
Reliability X X
Service X X
short lead times X X
CSR X X
Strategic strength$ X X
Innovativeness X X
Flexibility of production X X
Service vs. low cost X X
Competitors' weaknesses X X
Unclear positioning X X
High investment leve X X
New markets in Asia X X
Competitors' strengths X
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Long establishment X
Market share X
Low cost competitors X
Meso / Macro - high competition X

Threat of being copied X
Investment risk X

This comprehensive SWOT enables to build the fakgwtable which points out most
important aspects.

Strengths Weaknesses
Domestic Position

Image

Flat org. Structure
Financial resources
Human resources Shortcomings
Modern infrastructure Market share
Core activities Lack of solid core competency
Core competencies Lack of low cost facilities
Distinctive Competencies
Competitive Advantages
SCA
Critical Success Requirementd

Opportunities Threats
KCM Low-cost compet.
CSR Meso / Macro Env. Aspects

Investment risk
New entrants

Comp. weaknesses

New Markets Me-too competitors

4.4. First impression of SWOT

The broad and brief overview upon all aspects efititernal and external analysis provides a
strong image of ERIKS, especially from organizatiopoint of view. ERIKS’ strive to full
service provider meets customer demand and shaulduidding up quickly on a broader
level, meaning, every cluster should have the emwrtfolio soon, to strengthen ERIKS’
position in the relevant markets. However, thew significant points, which could lead to
problems. For instance the lack of a concrete corapetency is a weakness that opposes
threats of being copied and therefore could caigte thanagerial challenges. Also, the weak
market share on global scope shows that the cotopetare better established and
consequently put ERIKS in the position of the dtéac

Even so, we might conclude, that the first impmssof the SWOT-Analysis reflects a
challenging business environment, where ERIKS i @giipped to work on doable issues.
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5. CONFRONTATION MATRIX

Complete TOWS used to build focus TOWS analysis

N GELS Opportunities
Meso / .| Service
Competitors’ Low-cost =~ Macro rea Critical FIex(;tntlty vs. | Competitors’|  Market
Strengths competitors Environt entrants & success production low- | weaknessed developmen
Aspects requirementg cost
Cost of
” capital + + + +
Q  Lack of low
) - -
@ cost facilities + +
_?U Lack of Core _ _ i
% comp.
= Market share - - - - -
Shortcomings - - - -
Domestic
position + + + + ++ ++ ++ + + +
Image + ++ + + + ++ ++ + ++ + +
Organization + + ++ + + + + + +
Resources + - - + + ++ + ++
[}
< | Modern infra. + + + + + + + ++ + + +
<))
= Core
[}
& | activites + + + + ++|  ++ + + + t
Core Comp. + ++ + + ++ ++ + + ++ ++
Distinctive
Comp. ++ ++ + + + + + + ++
Comp.Adv. ++ ++ ++ + + + + ++ ++
SuSLEOmP |+ ++ ++ |+ + | |+t + ++ ++

5.1. Confrontation

. External analysis
ms Opportu“ities
Service vs, e
BEM Iow—msr‘ e
{ Asia)
2 - - - =
e
g - - o + .
H <
3 g i Organization ++ =+, st + + ++ b
33
s |=
= | = .
= g Innovativeness ++ ++ + ++ ++
2
3+
oy
Image 3 T G i ++ ++
I D SEEERa o000 ORI OO

5.1.1. S confronting O = win quadrant
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Opportunities
Service vs. low Sl
KCM et g Development
{Asia)
2] Organization + + 1y
g
E Innovativeness ++ ++
2 Image + + ++

The customers perceive high importance in what ERfifovides as strengths. Therefore
convincing relationships evolve and this is cruda ERIKS’ long-term success. Their
approach against low-cost is differentiation anchowation; a substantial competitive
distinction, which keeps customers loyal even oghéi price. The most important
opportunity for ERIKS is the development of markeds competitors that are strong in
Western markets are on the edge to start alsot®Aesoff's model of market development,
innovation plays a minor role in it, however, itlivdontribute to ERIKS’ image and therefore
it is indirectly contributing to their success imerging markets.

To conclude we can say that ERIKS “Maxi-maxi” stigy effectively uses its resources to
answer the observed market opportunities.

5.1.2. S confronting T = battle field

Threats
Meso / Macro Low-cost Threat of new
Env. Aspects compet, entrants

E Organization ++ + +
T .

g Innovativeness ++ ++ +
B

2 Image + ++ +

ERIKS’ cluster structure provides important fleXityi on several regions. Reactions to
Meso/macro-environmental developments are easyhp@sand this also gives the company
the possibility to act individually to defend agstithe mentioned threats. Innovation as a key-
success factor in this business environment grstintgg position against threats. ERIKS’
innovative level could be enhanced even more. ER#t8ng corporate image defends them
especially against low-cost competitors. As seeiorbe mobility barriers are rare in this
market, thus entrants could enter crosswise amdftite also have a strong image.

To conclude it is possible to point out the fa@ttbn direct MESO environment level, ERIKS
correctly uses its strengths to fight most dangeroarket threats but on a MACRO
environmental level, ERIKS’ strengths are unlikédybe sufficient to compete on a global
level. The “maxi-mini” strategy tends to only re@utireats from direct competition.
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5.1.3. W confronting O = improve present operations

Opportunities
Service vs. low Markat
KCM g Development
cost :
(As1a)

The little market share of ERIKS reduces the regi@geope and is on of the crucial points to
work on. The lack of solid core competency is ofirse a weakness, which could lead to
client-hopping, even so, if ERIKS develops theikrw-how domains as a bundle to be a
core competency, this will show true strengthshie positioning service vs. low-cost. In this
context, the lack of low cost facilities provesithgosition on integrated service orientated
solutions and can be regarded as positive. Howaveheaper production is mostly good to
achieve. The market development requires econoofigsale; nevertheless is the opportunity

of entering new markets at the same time providimgestment chances in low cost
production.

To conclude the “mini-maxi” strategy of ERIKS shdudbcus on using market opportunities
to minimize weaknesses. The competitive strategyenied by ERIKS tends to try to
implement weak aspects of the group by taking margportunities.

5.1.4. W confronting T = avoidance zone

Threats
Meso [ Macro 08 Threat of new

Env. Aspects compel. entrants

Little Market share

Lack of solid core
competency

-
L
o
7]
L
=

—
e

S

[

Lack of low cost
facilities

ERIKS’ little market share makes them very attatkain all aspects. Low cost competitors
operate mostly regional which grants a slight fdbbe globally operating competitors in this
business. As mentioned before, having no possitiditproduce on a low cost level reduces
possibilities to play with margins. Low cost compms and new entrants can only be
dangerous, if they do something better then yaw archeaper price. Thus, the lack of a solid
core competency makes ERIKS weak in this aspectiaddrlines its strive to differentiation.

To conclude ERIKS is not facing a “mini-mini” stegfy but on a global level it should focus
on minimizing both its weaknesses and market threat
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5.2. Deductions and/or Conclusions

After looking on all aspects more in depth, itngpiortant to assess and measure the different
confrontations to further deduct the right strategjioices.

Until now, the most suitable strategy seems tenfire with a maxi-maxi strategy, in which
ERIKS would continue to utilize its resources tketadvantage of market opportunities and
support a continuous growth.

5.2.1. Assessment of opportunities

ERIKS’ opportunities are challenging. In betweenrdpe ERIKS meets the Key Customer
Motivators (KCM) on a high level. ERIKS’ developnieshould further orientate on the

KCMs to stay close to today’s requirements of induand continue its development within

Europe. Further growth should be achieved both tgamc growth thanks to the strong

establishment and image and the good knowledgecaf markets, and acquisitions thanks to
strong capital development and high level of innesit.

On a long-term basis, crucial for ERIKS is the depment in Asia. Missing this would leave
a heavy hole on a global scope and would make ERIKS8Ily attackable in one or two
decades. Strong product development driven by cet@piffering of the 8 core activities and
innovation in the saturated markets and market Idpugent in emerging markets will be
substantial for ERIKS’ future.

5.2.2. Appraising of strengths

As mentioned before, ERIKS directed itself corregtstriving to differentiation. The image
as integrated solution provider in accordance with 6-Know-how domains proves a strong
competitive position. The company’s possibilityrt@nage each cluster to a certain extend
independently makes the group flexible and agilbictv is very important for successful
developments in each market.

Innovation has been carried out at ERIKS more onntgernal level, which granted strong
solutions for the customers. However, innovativeresERIKS could be even higher to also
have the advertising effect of being one of the tmiosovative companies on the market.
Innovation is the only key to evolve the 6-Know-hdamains to being a core competency;
hard to copy, high percipience of use significdrdrce to enter new markets.

ERIKS competitive and development strategy makeftactive use of the company strengths
to continue growing. Optimization of resources amdgration of acquired companies should
be the most worked through challenges.

5.2.3. Improvements of performance

The grabbing of opportunities ERIKS has, is cru¢taimprove present performance. This
lies primarily in the fact that little market shaaad lack of low cost production facilities are
major points that reduce overall performance. Bzh be improved by entering emerging
markets. If ERIKS manages to enter strongly in €lgina and India their market share will
increase. Their resources to enter steep are ignffiand should be exploited. Once having
established in those countries, production faesittould be used also to cover other markets
production, consequently the overall productionst€avould fall which increases margins.
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Nonetheless, ERIKS’ main focus has to stay on dffgation, because this is their only way
to differentiate against low cost competitors.

5.2.4. |dentification of niches

In this industrial business environment ERIKS igmgping in, it is not easy to find a niche in
which the company could establish themselves aslea and powerful player. Also here
innovation could help. While investing in R&D, esply how ERIKS does that in co-
operation with their customers, niches could batified and exploited.

Even if this identification is not commonly in instyy, it is important to keep seeking for it.
Due to the mentioned lack of a solid core compsteacew niche in which ERIKS could
enter would be substantial to domestic position alisd important if entering new markets,
which is definitely achievable for ERIKS.

Considering the current situation of the group #mel knowledge acquired on the market,
specific niches could be identified on a geograghiduster level or through customer
segmentation level. Potential opportunities cowddelgpected in terms of specific uncovered
need or climatic / geographical requirement.

5.3. Identification of key problems

The key-problems, resulting out of the SWOT-Anayaie the following.

5.3.1. Short term issues

* ERIKS globally seen small position weakens furtlievelopment and must be eagerly
confronted, also to extend production capacity.

* For further and rapid expansion within Europehogbod integration of acquired firms and
assessment of financial facilities are challengas¢et previously to meet final goal on short
term basis (European leader).

* ERIKS differentiating strategy lead them to igaorost aspects and therefore makes the
group attackable for low cost provider.

5.3.2. Long term issues

* ERIKS has to find their core competency, if nodmpetitors will choose the same way to
provide integrated solutions, which is in fact hatd to copy.

* In order to compete on a global level, ERIKS ddaignificantly increase its operating area
and its customer base. Both image’ strive and ahjitrease are needed and a strong defined
strategy should be built in order to involve theolehstructure in further developments.

* On the same basis, both product range wideningpamtfolio enlargement are necessary. A
good and deep research on market is therefore aireetent. ERIKS should focus on
complementary products and vertical backward amdatal integration.

5.3.3. Additional issues
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* ERIKS is well known in their original markets, &@v so, they are not widely recognized in
submarkets which are by now not to ignore at alha¥VERIKS achieved by striving to
differentiation is a huge level of know how whicasdy could be offered to new markets in
domestic positions.

* One of the most important challenge for ERIKS sidering markets conditions and in order
to gain international weight is to develop effidiemd effective network targeted locally on a
geographical cluster basis. Partnerships and axelasrangements and contracts belong to a
winner strategy. Therefore an accurate appraisédaafl usages and the building of reliable
and long lasting relationships are necessary.

* On a financial basis, ERIKS effort should striga adding value to company shares, in

other words maximizing shareholders value in ortdebe able to continue issue share to
follow ERIKS’ growth strategy.
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6. Strategic options and choice
6.1. Delineation of Strategic Options

The entire part STRATEGIC OPTIONS & CHOICE will gent three different strategic
decisions that will help approaching key problemsheey have been resulting in part 5 of this
report. All strategic options will have both, daption of practical implementation and
theoretical motivation. For this purpose each optidll be presented by starting with the
brief review of the theoretical fit into of markegj strategies as they have been also
approached earlier in this report.

6.1.1. GAP analysis
Interesting for now is the GAP-analysis, which sBows to which (maximal) extent does

ERIKS the potential to grow and in this way givesssome more information about possible
strategic implementation.

in €Billion 2007 2009 2012 2018
ERIKS sales 0,988 GAP Analysis
Total market 30 34 38 40
MS 0,033
ERIKS sales 0,92 .
Market development options
Total Europe 8,100 9,180 10,260 10,800
A YLt Market in €Rio
4 40
ERIKS sales 0,015
Total Asia 54 12,002 15,200 23,96
MS 0,003
ERIKS sales 0,045
Total USA 9,900 11,220 12,540 13200 '//7
USA
MS 0,005 ERIKS (1Bio) _

The key-problems which where deducted from the T@MSIlysis can be graphically shown
as a puzzle. Our strategic options approach theg@itoblems in different ways. Each option
will show, which parts of the combination of aliykeroblems are approached.

Expand

Build up
market share

core competency

Strengthen
global image

Extend customer
base and strengthen
relationships
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6.1.2. Ansoff analysis

As Ansoff defines his “Intensive Growth Strategttiere are four relevant growth strategies.
Diversification will not secure stable company gthwnor would it expand market share in
existing markets, nor is it in ERIKS’ case covelsda solid financial situation, as financial

resources are meant to be used for secure grovategies. Consequently, diversification is
not achievable on the short term.

Regarding our key problems, the market penetragtoategy is not likely to help ERIKS
approaching these issues. Even so, market peoetralivays secures important cash-flows
and will be carried on in all three strategic opsio However, market penetration is not
applicable for ERIKS as a growth strategy and tHRJKS will focus on either Market
Development, or Product Development.

Product
old nesy

lrl

Option I

MARKET FENMETRATION | PRODUCT DEVELOPMENT

Karket

Option H

e

Option |

MARKET DEVELOPMEMNT DIVERSIFICATION

Integrative growth strategies have been coverediatail in part 2.5.5. for the O-ring
production. In the broader view upon ERIKS grougxtical integration (downwards) is seen
in terms of provided service solutions such as teasnce, set up at the customer’s plant,
therefore distribution to it etc. Upwards vertigategration is hard to achieve in ERIKS
particular business. ERIKS as far ahead and ha®nmger a manufactured product which
would need a specific constant material flow, whachupward vertical integration would
affect.

Horizontal integration is already carried out bylER; by aligning all clusters towards a
certain balanced level. Goal is to achieve a tmtal complete portfolio in each of the clusters
to provide everywhere the same service.

To conclude, integrative growth already exists afitibe continued as stated in the ERIKS’
annual report. Vertical is to a certain extend exgab Option three is partially touching this,
please refer to option three to see to which level.

6.1.3. Porter analysis

Porter’'s generic strategies have been covered2i® & this report. We do strongly advice
ERIKS to keep on this track as we have seen tl@t skriving towards differentiation is their
only way to distinguish against competitors, esggciout of the low cost area. As also

/170151



IDM VH2 ES03, May 2008 Karolina Deptula 520287
Team 1 Clio Beraldin 519722
Amat Ros Y Hildebrand 521443

pointed out earlier in this report, focusing orfeliéntiation does not allow ERIKS to ignore
cost issues. Nevertheless, this has been includédei key problems and therefore will be
approached by the strategic options.

6.1.4. Kotler analysis

Kotler defines 4 possible competitive positions.dedine which ERIKS is possessing is not
simple. ERIKS strives towards market leadershipictvlis seen in their expansive corporate
behaviour, which, in theory, enhances profitahilidowever, due to ERIKS positioning as
provider of integrated industry solutions they aperating in several markets. In some of
those they indeed can be considered as marketr|ehdeigh in others they are more the
market follower, who attacks the leader directlRIES uses here its differentiated portfolio
that is highly value-perceived by customers withrenthan a single product demand.

Anyhow, this description leads to the conclusidmattthe competitive positioning, as Porter
defines it, is not major while ERIKS differentiatasd expands.

6.2. Strategic options: 3 alternatives
A. Geographical market development — Focus on exiagy markets (Option 1)
6.2.A.1. Theoretical fit

As mentioned in the previous section, ERIKS’ cutrejectives are oriented towards
intensification of European market coverage withrkatileadership as main corporate goal.
Therefore different types of strategies have bepplied such as horizontal integration
supported by organic growth. Both ERIKS 2007 anmepbrt and key problems identified in
the previous part point out the fact that the grebpuld continue and implement its strategy
that has proved successful until now. In this aptiee believe that growth on foreign markets
(outside Europe) should only be achieved after fgtrengthened European position and
achieve solid leadership position in each corevegti

6.2.A.2. Description

Strategic ways
In order to achieve the group’s main strategic cije and become European leader in all its
core activities, ERIKS should follow its currentagegy of organic growth and acquisition.

We already know that borrowing capacity is shorigniAs there has already been two capital
raises through share issuing in the last years, itecessary to increase profit to maintain
further growth. In parallel maintaining the exigfimature market and developing new
acquired ones should not be overlooked.

Even so, on middle and long term basis, it willneeessary to forecast further acquisitions to

sustain a competitive growth. Therefore, relatigpshwith investors and especially banks
should be maintained. A 2.5% loan interest (Simplél)be assumed in further calculations.
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ERIKS 2007 Tools &
(in Mio €) Sealing Power Flow Ind. Maint. Other
tech. transm® tech. plastics Prod. activities Caosts Sales
United
. 6,25% 1725% 5,09% 1,46% | 883% 3888% 357,130 375,000
Kingdom
Netherands | 406% 11,19% 3,30% 095% | 573% 25,23% 209,190 245,000
Belginm | 2,50% 7,09% 2,09% 0,60% | 3,63% 1591% 135,841 150,000
Germany | 2,04% 5,64% 1,70% 0,05% | 2,80% 12,32% 106,027 125,000
64,88%
USA | 0,61% 1,67% 0,50% 014% | 0.86% & 3,78% 31,420 45,000
France | 0,27% 0,74% 0,22% 0,06% | 0,38% 1,67% 15,668 25,000
Souh EA:: 0,13% 0,36% 0,11% 0,03% 0,19% 0,82% 7,580 15,000
Central |40, 0,28% 0,08% | 0,02% | 0,14% 0,62% 4,841 8,000
Europe
Others 0,77% 0,50% 0,77%
565% 15,78% 470% 6,96% 8,09% 64,88%
Costs | 49,025 136,923 40,782 7,809 70197 | s62,962
Sales | 55822 155,906 46,436 8,892 79920 | 641,014

That's why we decided to opt for progressive impmamation of the current strategy. The
previous table enables the overview of ERIKS’ cuiristuation.

From that point, it is possible to build up a gexgajical development strategy focused on
European position strengthening and expanding.firsiastep, it will be question to maintain
existing mature and rentable markets and develapaoguired ones and potentially growing
ones. In a second step, the group should look thfather acquisitions in strategic cluster
areas. The following table gives an overview ofeahyes fixed for ERIKS’ group.

In order to achieve those goals some further rebearespecially in terms of acquisition
should be led. Likewise it is necessary to haveagnessive approach in term of timing in
order to both strengthen position and achieve suike development. Some more precise
information will be given in the following descriph by cluster of the strategic process.

USA

South East Asia

Malaysia
Singapore

Short term (2-3 years)
Researches have showed that on a short term ERIKS should focus on optimizing its

Short term = 1 to 3 years Long term = 5 to 10 years
Ll Maintainin,
Be(nalux 8
T P
UK Ophmmng 8 core activities Maisteining + Organic growth
Western Europe inplemeotetion
Germany Optimizing + 8 core activities Meitsinine + Ofcen i
France |implementation +Organic growth | SINALTOE " AR BIOX
Spain Optht‘@'Lg +8 cox‘e. activities
implementation
Poland | Organic growth +8 core activities
Slowakia | implementation +Prospection for Maintaining + Organic growth
Eastern Europe | CZRep acquisition
Rowmania Prospection for acquisition Maintaining + Organic growth

Optimizing + & core activities
implementation

R Maintaining + network
Maintaining + network development g Tnet
development + Organic growth

Maintaining + Organic growth +
Maintaining + Organic growth ek sicige Cresait mowth

Prospection for acquisition

existing market and target organic growth. Thereptiél rapid growth opportunities have
been identified in Eastern Europe, therefore inmests should be first concentrated in that
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specific area. It seems unavoidable to further mecgignificant companies in order to stay
competitive. In parallel strengthening ERIKS commpetency (8 core activities + 6 know
how domains) will also need substantial investmeitss last recommendation has been
identified as one key factor of success of ERIKS&Iurow and as a key requirement for
future growth and expansion.

Middle run (3-5 years)

On a middle term basis, investment should be suimgothe development of each cluster and
efforts should be oriented toward making them pabfe in order to obtain sufficient basis for
covering costs and allowing further investmentsthis phase, human resources management
through both integration of new staff (and spreddcempany culture and values) and
retention of people can be seen as the key faéteunaxess. As already mentioned before in
this report ERIKS’ people represents one of itstwaluable assets.

Long term (5-10 years)

On a long term basis, opportunities can mainly bsssn in further acquisition and sustained
organic growth. However, as growth capacity throegpansion will start to be costly and

difficult, it seems wise to start looking towardpmptunities outside Europe. This last phase
will then be the achievement of ERIKS European éesloip goal. Investment should there
both aloud the last expansion needs and enabkatbrharket researches in Asia (India) and
USA. In other words, we advise the following stopés.

Short termn = 1 to 3 years | Middle 1un = 3 to 5 years | Long termm = 5 to 10 years

NL
Be(ne)lux
UK

Western

Europe Germany
France

Poland

PRODUCT SPECIALIZATION

Stowakia PRODUCT SPECIALIZATION
Eastemm
CZ Rep
Furope
Northern Scandinavia
Furope
USA

South East| Malaysia
Asia Singapore

Implementation

The most important to succeed in following thisioptis the choice of acquired firms.
Markets have already been researched and haverptbee high potential. There are still
some uncovered needs in most targeted areas, angdan acquired image will help faster
establishment. However possible opportunities gshballooked for as soon as possible.

6.2.A.3. Investments
Investments are required to implement and strengHfRIKS’ core competency, and expand
the operating areas by organic growth and acqomsifrorecasted acquisitions regard Poland,

Romania, Spain and Scandinavia. Organic growth sirehgthening of core competency
regard especially UK, German and Fr clusters abagdPolish, CZ and Slovakian clusters.
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TOLE EnsBanted Iikan 2068 OBJECTIVES 2009 OBJECTIVES 2012 OBJECTIVES 2018
to 2012 = 38 Bilion |
ERIKS 2007 i
@Mio®) |, | V], i
1.]x ! v H : ..i‘, 5 Sales Growth { year MS Sales Growth { year MS | Sales Growth { year MS
= W)
HEHEH R
od v & [d8[nEs| 0w
Netherlands 259,921 | 3y |Maintenance of current 284,023 w Maintenance of 329260 | 3 Maintenance of
- sales level: customer current sales level current sales level:
Belgium 153,135 | 3% | retention + prospection 173.891 ¥ customer retention + 201587 | 3% | customer retention »
United A ; Maintenance and cost Maintenance and cost
429,338 | 7 |Implementation oflocall 19% | 511,348 6% S 684,300 | &% kit
Kingdom Total estimated Wes.ie.m bl aslf: :w ho;: optimization 22% optimization 28%
Germang| Europe market =S4 Bilion€ [ ya7 903 | gy, | e 164,137 8% _ 23021 | 7 .
P Organic growth Organic growth
France 2809 | g% | activitiesfoous 3441 [ 50562 | 9%
Spain 4,890 Acquisition (Spain) 7.068 | 85% Organic growth
Implementation of local
Total iE " struoture: 6 know how Orqanic growth Organic growth (15%)
Central | Total estimated Eastem Ewrope ., | domains and & core = (existing markets - | and acquisition (752)
Europe market = 3 Bilion € sz | ey activities foous « 0IZx ] 3hm Lo Poland, CZ Rep, 140 ] BRARY | 00 (new market -> 228%
further organic growth + Slowakia & Romania) Scandinacia + ?)
acquisition
Total estimated US market = Maintenance of current Maintenance of Maintenance of
USA 9.9 Bilion€ 47,741 K4 operatinglevel+ | 0,48% | 52,168 kg ourrent operating level | 0,53%] 66,581 §% | ourrent operating level | 0,67%
Y b network expansion + network expansion « network expansion
Japan market = 5,1 Bio€ Maintenance of current Maintenance of Maintenance of
South East 5 i b 5 operating level « § current operating level ., | current operating level
Asia Chu.nese Tucket = 2’4]_3’°€ IS sustained organic .55 M + sustained organic 224883 || sustained organic
Asian market = 5,4Bio€ grovth growth growth
Others Others = 1,5Bio€ Maintenance Maintenance Maintenance
YES
O e s | 89 13.0] 6.0 [10.0] 10.0|53.0| 1089.164 125% 2.89%
"B"E;‘;;'is 10,0125 9.0 | 125(125/43.0 1276435 6% 3.36%
OBJECTIVES :
20%]1&5”'&5&5”375 1660,463 30,08% 4312

Poland & Romania

Biggest investors in this industry are worth $1iBidh/year. For ERIKS to become relevant
in Poland, it is necessary to base investmentsiainmam 1/20 of that talking then of a
minimum €50 Mio investment. Based on that informatwe can expect the following
investment plan. Romania has been identified asobribe biggest potential market within
Eastern Europe. With about 35% of GDP dedicatadduastrial production, it seems wise to
enter this market as soon as possible. Potentmpanies to acquire require an average
investment of € 35 to 65 Mio. In this strategiciopt chosen investments conditions include
€50 Mio Poland acquisition at 2.5% in 8 years, Ranania €85 Mio acquisition with 2.5%
loan in 8 years.

Scandinavia

Northern Europe entry belongs to long term goalsERIKS’ strategic development.
Therefore, a first 30 to 50 € Mio investment shob&l enough to start the activity. But a
previously made market research is necessary. We khat ERIKS already have potential
firms to acquire in mind in that area. The chosevestment represent a €40 000 Sweden
acquisition at 2.5% in 10 years.

Spain

This market seems to belong to further Europeareldpment as its growth is often

associated with French one. Moreover, it is necgdsaincrease market share in Europe by
further geographical market development. Thanksstablished facilities in France, market
entry in Spain should have minimized costs and ceas¢ablishment facilities. The 2.5% 8
years loan attributed for Spain acquisition wilden 2020. That last information enables to
draw the following investment forecasts.
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ERIKS 2009 2012 2018
Costs 2007 | Sales 2007 Cosis Sales Cosis Sales Cosis Sales
Netherlands 209,190 245,000 221,940 259,921 242,520 284,023 309,520 329,260
Belgium 135,841 150,000 143,220 159,135 156,500 173,891 181,430 201,587
]:Tmmd 357,130 375,000 408,880 429,338 397,500 511,348 549,800 684,300
Kingdom
Germany 106,027 125,000 111,300 137,813 147,100 164,137 149,500 230,211
France 15,668 25,000 17,600 23,090 21,570 34,411 31,680 50,562
Spain 6,073 4,390 7,763 7,068
Central
Europe S S0 230 hi050 8,833 14,722 20,431 34,053
Romania 18,061 11,340 34,256 19,289 17,391 34,436
Scandinavia 0,500
USA 31,420 45,000 33,310 47,741 41,900 52,168 55,470 66,581
Suﬂ]sliliast 7,580 15,000 7,830 15,606 8,740 17,555 11,780 22,405
TOTAL 867 697 988,000 967 999 1099,164 1064992 1276434 1 335,265 1 660463
Profit / Loss 120303 131,165 211442 325,198

Providing the forecasted increase of sales dueO@b-2006 acquisitions and thanks to

achieved economy of scales, we can see that atparate level, recommended investment

can be financially recovered up to 2018 and arresteng profit be achieved for the group.
6.2.A.4. Pay-Back Periods

However at cluster level, some time will be neededachieve a positive Return on

investment.
2009 2010 201 2012 2008 201 2005 2016 2017 2018
Costs | Sales | Costs | Sales | Costs | Sales | Costs | Sales | Costs | Sales | Costs | Sales | Costs | Sales | Costs | Sales | Costs | Sales | Costs | Sales
Cunent| 5,808 | 9,680 | 6 1,132 | 7.681 | 12,802 | 8,833 | W.722 | 10,158 | 1, 682 | 19.470 | 13,434 449 [ 25,749 | 17,766 | 29,601 JEX !
Poland
| Aoguisiction | 0500 6.250 6250 £.250 6250 £.250 250 6,250 £.250 £.250
ihierests 0,156 0156 0156 0156 0,156 156 0,156 0156 0,156
Aotiity 3900 4485 5113 5778 64T 7183 7900 85633 3130
lass 0,500 3208 5332 4,061 9,353 8,704 3,637 £,040 1142
| 7o 10,306 | 7,100 [ 14,097 | 8.165 [ 17.451 [ 9,330 | 20,245 ["10.892 | 22,230 ["12,626 | 23,292 | 14,655 | 22,944 ['16.854 | 21,029 ['19,887 [KIX3L (
Romania
an | 10625 10625 10,625 10,625 10825 10,625 10625 10625 10625
dtereste | 0,266 0,266 0,266 0,266 0,266 0,266 0,266 0,266 0,266
Aotig| BET0 7604 8592 9623 10,778 11,964 13,180 HATE 15,924 17,357
lass| 0500 8221 10,745 13,742 14,368 14 648 12875 3835 5403 0,034
Tota/] 18,061 [ 11,840 | 24,716 [113.971 | 30,228 [16,486 | 34,256 [19.2689 | 36,637 [21,989 [ 37,503 [24.628 | 36.926 [ 27,091 [ 35,203 ['29,800 | 32.218 [32,184 :

2,843 -12,542 14,871 15,329 14,125 11,337 7,129 1,353 5.061 23.917

24369 21520 37,645 25103 44,159 29,288 49,339 34,011 53045 38919 55434 44,098 56610 49,481 56902 55548 66,734 61795 44572 68,489

ope
UK 403880 | 428338 [ 437502( 459.392( 459.377| 4seensl 477762 mere| 452084 641981 S08247) 563.080| 5220820 597.504| 537.7i4| 621436] 543.468| 646.293] 559437] 665582
Germany | 11300 | 197813 [ 19091 w4704] 125046] 153.396] 131298] w2589f 197.863] w23l M47se| 192695] 151270] 194560] 168.077( 207206] te4400f 219636) 170,876 230620
France | 17600 | 26,030 186567 29495] 19.775] d2p4l’ 207ed] JuMof  21s02] 35e[ 20892] 372%6] 24266] SapSe] 26801 42204] 2no0d] 4581 26434 47502

| markers |537,780] 595,241 m,ﬂggﬂ 604,198 | 671,605] 629,814| 711,902| 851,749 |749,454 674,495 | 789,001/ 697,588 831,750 | 721,391|870,876(739,877| 911,122(758,908|944,204
[ Boguisiction 0,500 2500] 2500 2500 2500 2500 2.500] 2500
Merests 0,083 0,063 0083 0,063 0063 0,083 0,063
Actiily 3000 3430 325 3,386 3504 3603 378
Lass 0,500 1183 1633 2,017 2142 1,978 1482
Total 073] 4,890 76 5183 7.512] 5494 7.966] 5,824 5, 150 6,668 7.763] 7
8 08 g0 .90 36.0 83 020 0 b3 b g4.60
OTA Bl J J b Ju bU Jg b U b it b,{3 8 gZ,0u J Jb U i .60 8 | 8.0 9 90

As seen in the previous table, acquisition in Pedland Romania can financially recover until
2018, while acquisitions in Spain and Scandinaviarequire more time, respectively up to
2020 and 2029. Please refer to the following table.
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201 2020 2021 2022 2023 2024 2025 2026 2021 A28 229
Cost [Sales| Costs | Sales | Costs | Sales | Costs [Sales Costs [ Sales| Cost [ Sales | Costs | Sales | Costs | Sales | Costs | Sales | Costs | Sales | Costs | Sales |
Scandinavia
! 5.000] 5,000 5,000 5,000 5,000 5,000 5,000 5,000
erests | 0.25) 0,125 0,25 0,125 0,025 0,125 0,125 0126
Actinpcasts| 2410 2446 243 5% 2583 283 2588 ALl 2804 2 2365
Logs 1.unu| o [T BT 125 I D 1955 T ) 20
Toraf | 8,535 | 5,420 ﬂmrm n.mrg,m 13,835 [6.577 | 14,966 5,905 15.8217,223 | 16410 | 7,555 | 16,721 | 7,895 | 1,630 [ 8,261 | 6,257 | 8,630 | 0,582 | 8027
Spain
ftion | 250 2500
dnterests | 0,063 0063
Actiyonsts| 369 T
Loss | 0695 0405
Totol | 1087 | 1452 ] B2 | 1887

To sum up, at a corporate level, this strategy mitivide with continuous growing profit and
significant market share increase. Furthermoreyilit both enable ERKS to strengthen its
core competency (and competitive advantage) ante\aha for a long time fixed goal,
European leadership.

6.2.A.5. Critical Occurrences

The investment planning proposed previously will aeecessful if the forecasted organic
growth and maintain of existing markets occurs. réhghould be a strong development of
ERIKS supported by enormous expansion of ERIKS UKrough WYKO). Current
promotion and product innovation budgets shouldrtzéntained too. The critical factor of
success depends from the availability of intergsfinms to acquire on targeted market.
Opportunities should be looked for “until last mieu Even if not mentioned here, self
establishment through production plant constructian also be considered though, because
of the investment required and the level of quaditgl service required by the group, this last
advice seems to oppose itself to the group’s ctimeed.

6.2.A.6. Motivation

Strengthe

global image

n

S
UL E R

Extend.customer,
base and strengthen
relationships

As mentioned throughout this short presentation of
the first strategic option, the choice of strategic

geographical

market development focused on
Europe can lead to achieve solutions for key
problems identified in the SWOT analysis.

Please refer to the attached graph.

Even if investment required are very important,
they are spread over time and have proven to be
highly profitable.

B. Geographical market development — Focus on pot&al markets (Option 2)

6.2.B.1. Theoretical fit
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After analysing all the macro, micro and interneb@omic factors and producing a SWOT
analysis on the research, one of the availabl¢éegiiaoptions for ERIKS is the geographical
market development in South-Asia namely India. ERIKossesses a good network in
Europe. But ERIKS has a relative low market shagarding the global scope. Aside from
Europe ERIKS is only present in the US, Singapo@ ldalaysia. Therefore ERIKS should
grow geographical to stay competitive world widbeTbest prospects will be India and China
present. Due to the fact that a lot of industries moving to low cost countries, ERIKS
should also provide those industries with the potglithey need locally so that they do not
lose these customers to local companies. Mostesetltompanies want to decrease its labor
cost but it does not mean that they want to saveherguality and their machinery. So that
ERIKS would still be a potential supplier, becaa$ets high quality, for those companies.
(Like for example Bosch)

6.2.B.2. Description

Short term:

* Developing a distribution center in India

* Deliver directly to customer without distributor

* Reliable forwarding agencies are needed — to seineery

» Use of logistical processes know-how and EOS (Easlering-System)

Long term:

» Expansion of distribution centre
e Start manufacturing in India

In order to implement this option ERIKS needs tocpase a storage building in India which
will be located centrally to be able to reach iistomers. Therefore research will be needed
to locate the best position for the first storaflee question arises how the products will be
delivered to the storage. The answer for this isth®y European cluster and the already
existing cluster in Singapore and Malaysia. Thaselyrction facilities already exist so that
ERIKS can make use of those, the products only teée transported to the stock in India.
The products can be delivered by sea transportlsotif needed by air. Through the EOS
(Easy-Ordering-System) and the close relationship its customers it will be able to keep
the prices not to high. The prices will be not bengyh for the good because ERIKS will not
use a distributor but will do the distribution lgelf by using its logistical know-how which
is one of ERIKS 6 Know-How. ERIKS does not onlyasfthe highest quality level but also a
complete solution for its customers. Therefore this very convenient for the customers.
This is an advantage for ERIKS. ERIKS will delivenpt only the product but also the
service. Additionally companies which already kn6RIKS from Europe will choose ERIKS
more likely as their supplier because they know tvkiad of service they will receive. In
contrast the companies do not know the local seppknd do not know what kind of quality
and service will be available and if those supplie reliable.

Sales people and engineers are also needed intmdiet only offer standardized products
but also to be able to respond to special neediseo€ustomer. Those special orders will be
transmitted to Europe, Malaysia or Singapore tproeluced.

In the beginning ERIKS will have to bring its owngegneers to be able to secure the quality
and the production flow. Later ERIKS will be able hire local engineers, who posses
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adequate qualification. This will not cause prolderdue to the fact of sufficient human
resources in India. Thus the newly hired staff Wwélable to take over the regular work after a
short introduction period. The leading positionsll woe kept by experienced ERIKS
employees from Europe.

To offer a reliable delivery service ERIKS will me¢o find forwarding agencies that are
operating country wide. The best way to secure, tB&IKS should choose at least two
forwarding companies but better even more at tiginbeng to be able to avoid delivery
problems.

Customers

How to reach the customers? Some are already kn8&oause many companies have
already set up production branches in India. SoKERhkIready knows potential local
customers and maybe already has contracts with sbthem in other European countries.

Benefits

()India has a growing population of educated peophkpable of handling high-end
knowledge-based work and research. With a hugattpteol, India could emerge as a global
hub. With the mushrooming of engineering and tecdininstitutes in India, there will no

shortage of skilled manpower in India. A Confederatof Indian Industry study states that
India’'s transition from a BPO — Business processauucing destination, to a KPO —
Knowledge process outsourcing, destination is inemin

(iNIndia also gets advantage in terms of cost athge and more and more companies are
turning to India for off shoring KPO work as qusglivork gets done at cheaper rates.

(iIndia is being chosen as preferred country gnasompanies have already set up
production and office branches in Indi&.

India has a large and fairly well developed infrasture framework extending to all parts of
the country. However, certain areas like powered@mmunications, transport etc. need
further expansion and modernizatid.

(iv)India’s economic boom will continue.

(V)No minimum capital requirement

(vi)Protecting investors: India performs relativelgll on the protecting investors indicator.
Regulations provide for relatively high levels adaosure surrounding transactions involving
company insiders and also make it easy to suesescaf misconduct. But rules on directors’
liability for self-dealing are weak in India.

6.2.B.3. Investments

For all the above described plans for the geogcapigrowth in India the following expenses
for ERIKS will arise.

Warehouse 10 000 000 €
Salaries
Engineers from Europe 125 000,00 € 3 Engineers will stay only for a half a

278 http://lwww.kpoexperts.com/why-india/why-chooseimtitm
279 http://finance.indiamart.com/india_business_infation/infrastructure.html
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year, one will stay whole year

Engineers from India 51 000,00 € 20000 per engineer 4
Hire people from India, average cost per
Warehouse workers 13 000,00 £ employee around $5000 per year
Supporting staff (secretaries, etc. 9 500,00 £ 3
Stalff for import/export 13 000,00 § 4
Sales staff 25 000,00 € 8
Research costs
For location 1 000,00 € Assign local company
For local forwarding agencies 1 000,00 € Assign local company

trade magazines, sales callings, internet

Promotion 40 000,00 € portals, etc.

Start up capital 8 000,00 £

Cost associated with staff 300 000,00 £ Office, cars
Development of stock 500 000,00 % Machinery, shelves, system

Total start up Investment 11 086 500,00 £

6.2.B.4. Pay-Back Periods

It is hard to estimate the exact payback periodHerinvestment in the distribution centre in
India and due to the fact that we do not know tkact profit margins of ERIKS. But we
estimate that it will take ERIKS around 4 years withe investment turns out to be as
successful as we expect. In the first two yearscths will be higher than our profits but in
the third year the distribution centre will starakimg profits.

6.2B.5. Critical Occurrences

To start a business in India is aligned with adbbureaucracy. The number of procedures
before starting a business is 11. Additionallyakds 35 days to start the business. Obtaining
licenses to construct a warehouse in India takesnar 150 days. So that it might be better to
rent or to buy a building.

Due to restrictions on term contracts it is noeasy to employ workers. Regulations make it
virtually impossible to fire a worker, in particuléor companies employing 100 or more
employees. Firms must pay 56 weeks of salary ic@oseverance and penalties to dismiss a
worker. India’s labor regulations are also unuguetimplex. There are currently 47 national
laws and 157 state regulations that directly affélobur markets. These are often inconsistent
and at times overlapping. As a result it is almagbossible for firms and workers to fully
understand their rights and obligations, or fooecdément authorities to ensure compliance.

Exporting goods takes 27 days. Indian exportersngutbO documents, compared with the
regional average of 8 documents. Within India, sitfastest to import and export from
Chennai’s port—17 days to export and 22 days toomngCalcutta is close behind. There it
takes 18 days to export and 22 days to import. Gdierequires the fewest documents—7 to
export and 5 to import. Chennai is also among tleapest Indian cities with whighb trade.
This must be considered while planning the stoaktae delivery times.

6.2.B.6. Motivation
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The geographical development in India will needighhinvestment in the beginning, in the
short term. But this investment will offer for ER¥K
the chance in the long term to stay competitive ¢
prevent ERIKS from losing those customers whi j=- Exand-
are moving to low cost countries. At least ERIKH w

not lose the customers that are moving its prodact

facilities to India. It will help to increase matkshare L-ﬂ_,
outside of Europe and strengthen the global imHge

might be difficult in the beginning to get ne\
customers in India but therefore ERIKS will do & |
of promotion and try to get new customers with t | g4erethes C:’\ ERShCySiTe

! globalimage base and sirengthen
help of its sales staff. relationships

Build up
core competency

C. ERIKS Consulting (Option 3) (o i

6.2.C.1. Theoretical fit

As seen before, ERIKS is limited regarding prodagvelopment. Their striving to
differentiation and the 6 know-how domains leau#elispace to introduce a solid new
product. At least after looking at the direct comitpes (2.3), it is obvious that coming up
with a new product in ERIKS’ markets is rather idift.

However, it is important for us to consider proddevelopment as a possible growth strategy
as shown in the graphical overview above.

6.2.C.2. Description

ldea

ERIKS achieved through its “6 know-how domains”, @sven in (3.1.3) a huge asset of

competencies. These competencies are far moreathadvertisement campaign as we saw in
3.2.9. This know-how is applied in each customéati@en and therefore a by-product to the

actual service/product that the customer demandsother words, the customer buys a
product to a rather high price, which is solidlytmated by know how that provides perfect

implementation of the achieved.

Crucial to the entire idea is the fact, that thewshow itself can be considered as a product,
which can be bought by customers; ERIKS Consulis@g new core activity of the ERIKS

group.

Assets

ERIKS has long experience in industry. Thru acmgvihe 6 know how domains in
combination with their own expansion, ERIKS posssdsnowledge about several industry
parts, not just their own business environmentsTeport proves the capability of several
dedicated employees of ERIKS, that assessing nsanketvery particular aspect already is a
part of ERIKS’ assets.

Market

ERIKS Consulting will be tested in the Netherlandgjich is our domestic market and
therefore the customer base and our own experienpeak. ERIKS Consulting provides
project based consulting service, which helps custs to analyse, assess and measure
market development possibilities for own expangtams.
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Demand

Consultancies are in today’s business world upcgnand widely spread. There is high
demand for people who provide high professional eetige combined with a crucial

helicopter view. This helps customers to achieveagament goals, even if the consultancy’s
price pushes costs.

ERIKS Consulting distinctive competency is buildaingh the particular knowledge of the
supplier side. ERIKS itself provides services ire tentire industry scope. Therefore
competitors are known, prices can be assessed @mskqguently high quality consulting

results.

Customers

As seen, customers are there enough, they justtbaye found. 90.000 customers worldwide
are convinced about ERIKS. As we have seen in thetdther Analysis (2.2) ERIKS
customers perceive high value to long lasting lessnrelationships which is achieved
through long established supplier-customer conoesti Therefore we can assume that
ERIKS’ customers have a positive attitude towahdsdorporate brand.

Consequently, instead of ineffective initiative asition of customers, ERIKS Consulting
has the possibility to start up with DATABASE MARHKIENG. This makes the start up way
easier and secures first few customers.

6.2.C.3. Investments

Due to the effective

DATABASE-Marketing we can SBU - ERTKS CONSULTING.
. Usage Amount Details
assume, that together with th Office integrated in ERIKS
. - Headquarters, build up costs for
Stal‘t Up adverUSlng anc ) furniture, IT-basis and yearly
promotional effort, it will be [ghe oo 2100000 costs
possible to reach six projects i Itipation of Fpoant
. customers with expansion
the upcoming three vyears| |Event 15.000,00€| possibilities
Despite start-up investments ar High quality broschure to
H icat rtfoli d
fu” employed prOJeCt heads Brochures and prints 8.000,00€ E:E;;;i:iﬁ: ;frljf(;(IKr;K{):::sultinq
; ; ; Design, set d mail
each consulting project will be o lsapinly b Jg
finance it5e|f on honorary bases Internet-Presence 8.000,00€|group HP
Start-up Advertisement
Google Ad 45.000,00€|3-yearly costs, 5 keywords
.. . 3- 1 ts, h th 1
The ||m|ted InveStmentS neede eniiir;agcesi: (;:(?)Tg?:cluswe
fOI’ ERIKS Consulting can bE Magazin Ad 36.000,00€|content production
Salaries
spread out as followed. Due t requion S0 08 Siary e
the effective DATABAS E- General Manager 180.000,00€|Bonuses are paid project based
Marketing we Can assume, thi _ _ regular 40.000 € Salary/year
together with the start up| [ecemy ¥ T T —.
advertising and promotiona Total Start up Investment 743.000,00€

effort, it will be possible to reach
Six projects in the upcoming three years. This waause expenses as followed.

Per each project the needed number of projecttasses will be hired on honorary basis.
This keeps fixed costs low.
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SBU - ERIKS CONSULTING - Example Project
Usage Amount Deta__;‘_.l'g
This secures regain of
Basic Survey Price 10.000,00€|investment
|Salaries
Project leader is responsible for
Projectleader (per day) 1.500,00€|the project
Project assistance (per day) 1.000,00€|at least two aids per project
Travelexpenses unknown
Additionals (such as prints,
inhouse offices etc unknown
Example (Research and Analysis of a possible market entry
Time needed in days 45,00
General Fee 10.000,00€
Projectleader 67.500,00€|variable costs for ERIKS= 0
variable costs for ERIKS=
Projectassistance 45.000,00€|27.000
variable costs for ERIKS=
Projectassistance 45.000,00€|27.000
irrelevant, because of 1:1
Travelexpenses 0,00€|forwarding
Final Report
Printed for Shareholders of the also 1:1 fowarded (here just as
company 8.000,00€|example)
175.500,00€

6.2.C.4. Pay-Back Periods

Due to project based calculations, it is not eadptecast an exact payback period. However,
to indicate the high profitability of ERIKS Consualy, please refer to the following graph,
which shows a simple consulting project and itsegahcosts for the customer.

Returns after 3 years

2009 2010 2011
Costs (which are not included in Startup Investments
Projectassistant 27.000,00€ 27.000,00€
Projectassistant 27.000,00€ 27.000,00€
Projectassistant 27.000,00€ 27.000,00€
Projectassistant 27.000,00€
Projectassistant 27.000,00€
Projectassistant 27.000,00€
Assumption of bonuses (15% of
income/employee, targets have
been reached) 27.000,00€ 27.000,00€ 27.000,00€
Total additional costs 27.000,00€ 108.000,00€ 185.000,00€
Gains
|Project 1 167.500,00€
Project 2 167.500,00€
Project 3 167.500,00€
Project 4 167.500,00€
{Project 5 167.500,00€
Project 6 167.500,00€
_'F_c)_!ﬂ Revenue 167.500,00€ 335.000,00€ 502.500,00€
Results
Start-up expenses lineary 247.666,00€ 247.667,00€ 247.667,00€
Additional Costs (transferred) 27.000,00€ 108.000,00€ 189.000,00€
Profit 107.166,00€ 20.667,00€ 65.833,00€

As impressively seen, the turnover with one simylgect easily creates high profits and thus
a fast ROI.

Based on the assumption to have 6 projects initsed years, we are facing the following
returns (all figures are based on a most likely Ise@nsulting service and therefore even
better if ERIKS Consulting is more successful gseexed).

Remarkable is that this simplified model of how ERIConsulting is regaining investment
after three years is that all employees are cdledl@an a yearly basis. Nonetheless the
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example project is only calculated for 45 days,alhs around 2 month. Consequently the
remaining time can be used for additional reseaatHeast for the ERIKS Groups’ other
interest such as own market expansions.

6.2.C.5. Critical Occurrences

The idea of ERIKS Consulting is based on alreadgtiexy assets. The new service does
neither require major build up investments nor pidmn facilities. ERIKS Consulting
business is based on projects and honorary payrnibig.makes this product development
easy to implement and rather likely to be finarigialiccessful. However, the level of success
is still hard to measure, because it is not eadgrecast actual demand for the project-based
performance of ERIKS Consulting.

6.2.C.6. Motivation
Regarding the entire scope of ERIKS group todaylKEBRconsulting will not meet turnover

levels such as other core activities. Also regardhre broad scope of consultancies in this
highly competitive market is an indication for gohill race.

However, due to the little investment needed |
quick return and the useful side-effects of anaex Expand
research and analyse facility in-house, ERI}t j Marketshare
Consulting builds up an interesting investme
choice.

Build up
core competency

As seen in our little puzzle, ERIKS Consultir
approaches only one of our key problems. Even
the cross-selling perspectives, the constant ab/| siengthen
to assess interesting markets and the long-t | glebalimage
opportunities which ERIKS Consulting offers ai
obvious.

Extend customer,
base and strengthen
relationships

b——

6.3. Comprehensive spreadsheet of strategic options

© STRATEGIC OPTIONS
1 2 3
Strategy European geo. market dev. Asian geo. Market dev. Consulting service dev.
_Starting 135 Mio in 2010 12 Mio in 2010 743,000€ in 2009
investment
. Total 225 Mio over 19 years 15 Mio over 4 years 1,07 blier 3 years
investment
ST(3y)= 131,165
ri)ﬁ??g;?) MT(5y)= 211,442 65,833 in year 3
P LT(10y)= 325,198
Invest. Poland2018
Invest. Romania= 2018
Break-even Invest. Spain= 2020 2014 2011
Invest. Sweden= 2029
2009=2,89%
Total MS 2012=3,36%
2018=4,37%
(+) I () “ 1 0 ] ()
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Enables
strengthening ar . .
implementation ¢ High investment High skilled Unknown/ney . Low Success hard td
employees investment
core competency level . market measure
. available level
and competitive
advantage
No loss at Long break-even Lon
corporate level| 9 Strengthen 9 . Demand difficult
time on a cluste - transportatiof Quick return
(and shareholdgr global image ! to measure
level time
value)
Achievement of . - Extra research Uncertalnty
Long lasting No minimum . . surrounding
European strong . ; : . Risk and analysis
. implementation| capital requireq S market
leadership facilities .
penetration
Cost of gradual
Significant Low account of| Increase of No extra implementation
. : A lot of g )
increase of global Asian and US| global market b facilities (substantial but
ureaucracyf \
market share markets share needed |[still over years n(
to be overlooked

6.4 Overall Strategic choice

Having now some more distance in front of ERIKSe¢cgwoviding the results of the SWOT
analysis and regarding the three strategic optmmaposed, we think the best choice to
recommend for ERIKS is a mix of all the above opsigproposed, helping optimizing +
points and avoiding — ones. | our opinion, it is tinost appropriate and strategic course of
action for ERIKS is to proceed with all of the abownentioned options. European
geographical development with focus on Romaniaagjeographical development and the
consulting development.

Motivation

Through this diversification ERIKS will be facinglawer risk. The combination of these
options will offer the best possible conditions the development of ERIKS. By focusing
only on one option for example on the European ldgveent, ERIKS would run the risk of
losing existing customers which move to Asia. Mdstly these customers will try to find a
local supplier and not ordering all the way fronr@pe. A reason for that might be that they
would like local advisory service and would not wemwait for a long time when problems
arise. On the other hand just focusing on the Asianket might lead to major market share
losses in Europe. Due to the fact, that Romaniadsiggest potential market within Eastern
Europe, with 35% of GDP dedicated to industrialdquation. The third option offers an
opportunity for ERIKS to use its existing know-howithout the requirement for high
investments and a short pay-back period make fftisro attractive. To conclude all of these
options will provide ERIKS with minimum input forelst expected output.

Description

Our recommended strategic option can be financidigplayed as following. This is
considered as to be the alternative of our recondexrstrategic options, supported by a
worked out external and internal analysis of ERIK®'se. Pay back period have been
estimated in previous section.

Short term (3 years)

First, we want to achieve European leadership thiotsugh organic growth (in UK, Germany
and France clusters) that will be supported by tauitigil investments in developing the local
structures, motivating and training the workforoel anplementing ERIKS “8/6” model (that
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we have defined more times in this report). In otdesustain the position, it is necessary to
apply to geographical market development. As tlggired organic development investment
for that is quite prohibitive, acquisition seemsh® the best way to take. As it has been
proven earlier, investment in Romania seems totexdsting in terms ROI and Break-even.
That's why we recommend looking for potential firnesacquire. There is starting now and

growing exponentially an enormous market to coveerd. This strategy should be

implemented on a short term basis and should stave profitable directly on a corporate

level and up to 2018 locally in Romania.

(i) Specific consideration should be given to tlmenfacquired. The level of investment
represents the budget dedicated to that strategi@nMaybe some repartition could occur,
but we recommend looking for a relative strong apeg company with sufficient production

facilities to fulfil level of production forecasted

(i) Another aspect to consider is the growingaattiveness of the country. Since it EU entry,
Romania has been welcoming many foreign investmant$ even if there is a large

uncovered gap on that market, competitiveneskedylito increase very rapidly.

Middle term (5 years)

On a middle term basis, we want to start vertio&kgration strategy in India (through a
distribution centre), in order to enter Asian mankghout facing the problems identified in
the SWOT analysis, that is to say, ERIKS’ lack@# Icost facilities. Thanks to this strategy,
ERIKS will be able to propose its own products malid growing market. Its competitive
advantage will be achieved through the avoidancdistfibutors’ margin and the benefits
aloud by Malaysia and Singapore plants. Due tddfiel of investment required this option
should be implemented on a middle and long ternsltasenable to spread the investment
over time. Despite the lack of information aboua&xROI break-even, we can make some
assumptions that we will use for further finang@knning.

(i) The main aspect to look toward here seems tthbespeed of implementation of that
strategic move. Because of uncertainty related dckat penetration speed, it is possible that
break-even, occurs in some time at a cluster ld»aén so, we have seen that shareholder
value is not affected by that located loss. Morepwe a long term basis, this strategy has
proven to be not only profitable but also necessaigurvive in the future and not bearing the
risk of getting itself acquired.

Short, Middle and Long term (10 years)

Implemented progressively from now on for the pextion and turned to be a new long term
goal for ERIKS, service development in terms ofstdting offers many advantages for the
firm, both financial and non financial. Moreoverethelative low cost of the project, even
more if implemented over time, could add some uengss to ERIKS’ core competency and
give more reliability and professionalism to theakhgroup.

(i) Considerations toward the future for ERIKS paenting out the increased competitiveness
of the market and the need to find a unique coripetadvantage that would enable to
achieve a sustainable market share.

(i) As we have seen that ERIKS core competenc§)(Bicks uniqueness, it is necessary to
find solution to that problem. But product develapris very difficult due to the complexity
of the production and the high rivalry. But thamsts “8/6” model ERIKS is able to provide
additional valuable service to its customers, aidieal costs for it and benefiting from very
high margin.
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(i) Even if the problem here seems to be agae ¢stimation of penetration time, the
relative low cost of the strategic move aloud ERI&®ne time to test it and implement it.
Thanks to its extensive knowledge on logistics andrket, it will be no problem to

progressively integrate that activity as a new knleew domain and core competency,

building with it the new ERIKS “9/7".

Assessment of financial consequences

Tatalsotlented macker 209,10 2088 OBJECTIVES 2009 OBJECTIVES 2012 OBJECTIVES 2018
ERIKS
2001 |9 | 4 L I
Gamiol) | &, #u|ps| % |044(5%
H AL L IR T I EF R L 3 :. Sales Costs Growth ! year Ms Sales Costs Growth ! year M3 Sales Costs Growth ! year Ms
tylef|ey[sz(eadey
pe[né|is|da|Enlpon
Maintenance of Maintenance of Maintenance of
HL 259,921 | 221340 | 3% | current sales 284,023 | 242520 3% | current sales 329,260 | 303520 | 3% | current sales
level: customer level: lewel:
tetention « retention ¢ retention +
Bl 155,135 | 3220 | %% prospection 173,851 Eo00 e prospection 201,587 w450 4 prospection
Total estimated West_grn Europe Implomentation 192 Maintenance 222 Maintenance and 282
uK market = 5.4 Bilion | o | 420,338 | s08880 | ™ of local 511,348 | 391500 | 6% and cost 684,300 | 543,800 | 6% cost
H structure: § optimization optimization
v know how
oT M osres | M300 | 5% | gomsinsandd 164,137 | W00 | 6% 230,211 | M9500 | 7%
" core setivities Organic growth Organic growth
Fr E 28,09 1600 | 6% focse 34,41 21510 ™% 50,562 31,680 8%
® Implementation
-
[] of local Organi "
E structure: & '9&%3;‘;‘" Organic growth
Total estimated EasternEurope | Koo bt btz - 1) cad
C.Ev ki B sao |GE0R5[ [ domiwds fomrx| saee | e | m | UNED oam| soss |2RASEE| s i (59| 0,212
core activities e A new market <>
: focuz « further Repn.::’;::]n s Seandinacia ¢ 7)
: organic growth
B + acquisition
' Maintenance of Maintenance of Maintenance of
Total estimated Us market=33 | & e ewia cmo
UsSA Bilion| : AT.TH1 33310 | 3% |operatinglevel | 0,48% ) 52,168 34,258 3% | operstinglevel | 0,53% ] 66,581 55,470 5% |operating level « | 0,67%
H network + network network
- cxpansion cxpansion cxpansion
; a Maintenance of Mhaintenance of Maintenance of
Japan market = 5,1Bio| Ig current current current
S.EA Chinese matket = 2,4Bio| p | 23.409 ’i'.:; T4% | operating level 26,920 "‘?" 53% | operating level 29,074 1,780 | 16% |operating level +
Asian market = 54Bio| " sustained 016 + gustained ' sustained
Others = 15Biol [ rganic growth | organic growth | 0,19% organic growth |
Others M 0,54 Maintenance Mhaintenance Maintenance
s
Profit = 0,63
20092 8,0 (13,0 6,0 |10,0 (10,0 | 49,9 | 0,1 | 1 090,627 | 960.459 | 10,59% 150,168 287
2012z [10,0]12,5)9.0 125|125 | 42,3 | o7 i‘l 253.245(1028,95 | 3% TS 13302
2otz [125 125|125 12,5 | 125 325 | 5.0 1599674 |1289.80 2164 TS | gom

To sum up, all those strategic efforts will contitid to (i) build up ERIKS’ SCA and unique
competitive advantage, (ii) increase global masdtsre and sustain future development in
global market, (iii), extend company networks (devand & backward, and horizontally) and
customer base, and (iv) strengthen the corporaageniKCM).

6.5. Focused strategic choice: Moving into India

We think that the last proposed option could poddigtaddress all the identified important
issues of ERIKS. However, implementation of thatsigic option is projected to be spread
over the next 20 years. Therefore we need to focuthe first strategic move ERIKS will

have to make and build a precise marketing plait.for

6.5.1. Motivations for strategic move

Regarding financial projections of the overall sgac options, it seems advisable to make the
choice of the first strategic move according to élxpected break-even, the level of expected
return and the non-financial benefits obtained ugtoit. Shareholder value should also be
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taken into account. Comparing now these aspectthefoption, it appears that moving
entering to India is the most advisable choicetrighw. Projections show an expected 2014
break-even for a starting €12Mio investment in 2@H@ an additional €3Mio investment
spread over the 4 following years. But above fima@nconsiderations, other aspects support
that decision.

First, it has been stated previously in the exiearalysis that the expected growth on
ERIKS’ markets will mainly be supported by the Asimarkets and especially China’s in a
first time and India’s on a second time. Thereftlne entry on those markets and the
achievement and strengthening of a relative stroatket position there, have been identified
as key factor for sustaining the industrial acyiwvand avoiding the increasing risk of take-
over. As many actors on ERIKS’ market already hanassively entered Asian markets, it is
urging to follow up before having to face some matymarket phase entering.

In parallel, one major weakness of ERIKS, that bhasn pointed out through the internal
analysis, remains it's very little involvement ihet Asian demographics related market
growth. ERIKS’ presence is Asia is currently lingitéo Malaysian and Singapore plants,
which clearly shows that the main opportunitiesedtl by potential markets growth are not
being answered yet. In order to stay competitiveaaglobal manufacturer and supplier,
ERIKS has to answer that issue as soon as possible.

To sum up and accordingly to the previous statemdirtancial projections and expected
reach of marketing objectives motivate the choiteamcentrating on the Indian move first.
On a long term basis, ERIKS should consider implging the other aspects of the
recommended strategic option.

6.5.2. Motivations for moving into India

The necessity of entering the Asian market is noestjonable anymore. Further
considerations should look toward the targeted etankith Asian growing markets.
Obviously and as stated in the external analysdialand China have been pointed out as to
be the most growing and growing potential mark&tese countries also are very attractive
in terms of investments (vs. foreign investmentj #©RIKS due to the extraordinary
demographics and economics and the related enorimengsse in terms of industrial need.

However the overall analysis that has been letlisxdase let appear that a move into India is
better than China, it could be way more profitalibe ERIKS, both financially and
strategically.

First of all, ERIKS should consider external fasttinat will impact the company if taking a
strategic move into Asia. The key point here isabmpetition based strategy. When looking
into Asia, it appears that competition is basedggressive low cost and low price strategy.
ERIKS in contrast, and despite its corporate hybsttategy (both low-cost and
diversification), wants to achieve a very high aasive image for the best prices but not for
the lowest prices. Likewise, it belongs to the camppolicy to offer high level of benefits
for its employees and to run high salary policiEsat’s why it is seems very difficult for
ERIKS to easily enter manufacturing markets witisia and especially in China where
minimal cost strategy is absolutely required. Asadternative, the Indian market, which
offers similar growth potential over longer timathChina, seems the have less requirements
in terms of low cost policies. Service is therehygvalued and the country development is

/170168



IDM VH2 ES03, May 2008 Karolina Deptula 520287
Team 1 Clio Beraldin 519722
Amat Ros Y Hildebrand 521443

way more orientated toward sustainable developrttent toward rapid development. Even
though economic growth rates increase is the waihasa’s.

The key aspect that should be considered is retatéite statements made from the internal
analysis. ERIKS wants to achieve a very high qatié image and compete on qualitative
(upper) markets. China’s current situation and ienagll not enable ERIKS to attain that
goal. In contrast India can provide the companyilie necessary environment maintain its
gualitative objectives and even though be competitin the proposed strategic option, we
addressed that problem by proposing the implementaif ERIKS’ French strategy into
India. In other words, we think it is advisable gmgressively enter that market and only
develop distribution facilities in India. This walienable ERIKS to achieve a comparative
price competitive advantage, when assuming thakKBRAill be able to sell its high quality
device without including the distributor margin ¢&ance of manufacturer/distributor
transaction > downward vertical integration strgje@roduction should be achieved in south
East Asian cluster, allowing both costs savingserms of transportation and boost of the
south East Asian cluster’s activities.

To sum up, the choice of targeting India to enker Asian cluster is motivated by many
guantitative and qualitative aspects, most of tlhemg the easiness of entrance (as compared
to in China), the expected return on investmenfinancial terms as well as in delays, the
maintenance of ERIKS’ corporate image and the tmgidacilities supporting the process of
implementation.
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