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Management summary (1/2)

72 companieparticipated in the 5th Corporate Headquarténmstedgternational
participants than ever before

Continuous trend toward centralizagorce 2006companies are responding to
increased complexity and cost pressure with further centralization: certain traditional
functions have expanded greatly since 2005

Shared services amditsourcingemainmportant tool$or providing services
efficientliy outsourcing has declined slightly overall, but certain functions use outsourc
more than ever

A certaidiscrepancyexists between timanagement concegtimed by companies
and the actual approach practiced. Key questions carlesshdbmorate
headquarterand theadded valué offers

Modern corporate headquarters are responding to the question of what role they play
what value they add by coming upewitipproachewsr dealing wiginowing
complexity

Source: Roland Berger | 2
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Management summary (2/2)

Five approaches designing modern corporate headquarters
1. Provide expert knowledge, e.g. through Centers of Excellence
2. Manage services, e.g. through shared services and outsourcing
3. Form strong entities, e.g. a corporate office
4. Work in networks, e.g. in project teams
5. Create a sense of identity, e.g. in terms of joint values

In doing so, modern corporate headg@etetsip decisiemakingand
Implementation processisplify structuregsencouragereativityandpromote
cooperatiorthrough individual incentives

Source: Roland Berger | 3
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Corporate Headquarters is a important topic as meaning and number o

critical iIssues increase

Corporate Headquarters manage increasingly complex issues

CORPORATE SECURITY/FRAI " COSTS/EFFICIENCY

CAPITAL MARKET SENTIV’ CORPORATE GOVERNANCE

WORKS COUNC HQ'S VALUE ADDED

THE PUBLI g&s BORROWING/DISTRIBUTING FUNDS
SHAREHOLDEF | DECISIONS MAKING PROCESSES
TARGETS/BUDGE LEGAL OBLIGATIONS
M&AACTIVITIEL STRATEGY
TRANSPARENC ORGANIZATIONAL RESPONSIBILITY

EXECUTIVE PORTFOLI CORPORATE RESPONSIBILITY

Source: Roland Berger | 6
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The corporate center's management style and expectations towards

central managemed#ocus on corporate headquarters

CORPORATE HEADQUARTERS

é | sexprassion of the way
companyiewsitsmanagement style
inside and outside the company

€ C o n st gustfylityyexisteace t
visavis its operational units and the
capital market

€ needs to react tc
and is therefore undeanstanfressure
to change

Source: Roland Berger | 7
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The corporate headquarters is the face of the company and the expres:

of its fundamental management style

Management style of corporate headquarters

"CENTRALISM PURE" "TOTAL FREEDOM B

> Degree of involvement
HIGH > Share of resources LOW
> Decisiomaking authority

O
°© o L N
oo . @@
© o o0
Complete autocracy of | Maximum self
corporate : determination, delegatior®
headquarters . of decisiemaking
i authority

The management style determines the basic
management concept

> |ntegrated headquarters

> Operational holding organization

> Strategic and financial holding organization

Derives thmlesof thecentral functionse.g. as

> Law guardian (governance/legal matters)

> Manager (management/control, strategy/resources
> Business partner (advice, expertise/innovation)

> Service provider (services, focus on efficiency)

Determines tlalocationofdecisiommaking
authority

> Vertical: HeadquarteBivision

> Horizontal: DivisioDivision

Source: RichardsbhAet al: Does Decentralization make a difference for the Organization?; Journal of Management, 2002; Roland Berger | 8
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Corporate headquarters need to justify their existence to operational u

and the capital markéi he value it adds is not always perceived

Corporate HQ's added value not always Corporate HQ's added value not
perceived by the OPERATIONAL UNITS perceived by the CAPITAL MARKET
Corporate HQ@srceived added value 12345 Samplsumof-theparts evaluatiofsop)
. Improves information flow Q-
B Challenges subsidiary to improve @ - L .
B Provides useful guidance and advice S Ligot/;)
B Substantial cost savings o -
B Knowledgeable about the local environment @
B Fast and efficient decision making o
B Provides relieve from admin. work o BU1 BU2 BU3 BU4 Holding Market
Scale: 5 = Agree strongly; 1 = Disagree strongly discount value

> Business Unit (BU) managers do not perceive all of tbéscount for corporate headquarters in sop evaluation

value the corporate headquarters adds > The value added by the corporate headquarters is not
> The_ b_iggest c_omplaints are about bureaucracy and seen or is even viewed negatively by the capital marke
decision making > The holding discount must be distinguished from the

> Better access to resources through corporate HQ (e.goncept of conglomerate discount for diversified
financing) apparently not an issue/not examined conglomerates

Source: AmbbdsihnkeHow dMNCHeadquarters add value?, Journal of International Business 04/2010; Roland Berger | 9
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The global megatrends are on everybody'® Kus corporate

headquarters this means a need for constant change

Globalization &
internationalization pemographic

Increasing
Vr?]lgﬁﬂklgt/SOf - W chaligs > The demands on corporate headquarters
| by are changing and necessitate structural
o TSR Nal adjustments

HEADQUARTERS!nformation and| > The traditional approach in organizationa

Emergin N
market% a%d Cfergm:gl‘(')%?gg” developmeiit'unfreezenoverefreeze"
shifting I does not take sufficient account of the
economic increased dynamism
centers _
Increasing > The corporate headquarters is constantly
g o= | regulation redefining itself and is turning into a
Sustainabilinkes g - ﬁ company's supreme project and change
and social o g e Higher manager
responsibility governance

Knowledge and  requirements
service society

Source: Roland Berger | 10
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Lessons learned: Five approaches for designing modern corporate

headquarter® Responding to the increasing complexity

INCREASING
COMPLEXITY

>

>

Globalization &
internationalization

New information/
communication med

Increasing volatility ¢
markets

Knowledge and serv
society

Shifting economic
centers
Increaing regulation

Higher governance
requriements

KEY QUESTIONS FOR
CORPORATE HQ

>

>

>

Does it generate a paren
advantag®

Does it comply with legal
requiremerfls

How does it deal with
regulatich

How does it enforce
corporate governance

Does it identify innovatiof
and strategic optidns

How does it allocate
resources most effectiel

Does it safeguard corpor

unity?

Provide

1) The parenting advantage is the value contribution made by a corporate HQ or group versus organizing ted onguegyriggependently (cf. Campbell et al. 1995)

Source: Roland Berger

| 12
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Corporate headquarters provide expert knowi@Bgadling knowledge

by cooperating with local subject matter experts

> The global information flow calls for the

CORPORATE bundlingand provisionrelevant
HEADQUARTERS knowledge

CoE CoE CoE

| > Centers of Excellenagentify
______________________________ companyidebest practicand
s = J share insights with external experts,

Division1 [CoE |. ' Division 2 e.g. academia

> Internal knowledge sharing takes place
| | | througlCommunities of Practice

BU1 |BU2 |BUS3 BU1 |BU2 |BUS3l with the aim of integrating local
knowledge and requirements

| > Corporate headquarters creates
JRPN S PO G H added valubymaking the
R e knowledge availabsnd deriving

overarchingtandards processes

_ _ _ and tools
Local subject matter expe@®P Community of Practice

CoE Center of Excellence BU: Business Unit

Source: Roland Berger | 13
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Example of higher efficiency throughout the purchasing process by

making central expertise availab@perational purchasing stays local

Share of mostly central Share of operational/strategic Employee education level in

coordination [%] purchasing [%]

Purchasing [%]

1
Strategic - s degree
purchasing Technical
qualifications
Operational 7304 Commercial
purchasing 61% qualifications
None

University

55%
Centrally 32%
coordinated
purchasing/
lead buying
2003 2009 2003

2009 2003 2009

v

134Purchasing volume

1M04 FTE total in
purchasing
48
2003 | 2009

Source: Roland Berger "Purchasing Excellence Study", 2009

> |ncrease in central purchasing with qualified staff
(experts, lead buyers)

> Raising the purchasing volume while not raising staff
numbers thereby cutting costs in relation to the
purchasing volume

> Purchasing as an example of the added value offered
by central experts; operational purchasing stays local

| 14
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Corporate headquarters focus on qualitative improvements, managing

shared services and controlling outsourcing partners

Roles HQ is expected to assume as serviceifroadee functidhs

Higher quality of > Focus on governance and control tasks (Risk,

Z
O
b : ] 82% . :
N information Treasury, Reporting, Controlling)
=l ..
< Better provision o 28% > Corporate headquarters adds value as an exper
E information and by managing internal (shared services) or
IES Reduced 69% external service providers (outsourcing)
b coordination cost
= Cost cutting 63% > Bundling transactintensive actions

4 - : .
o L > Providing services for corporate divisions
o 2 Economies of sc 62% including offshore, where applicable
o moroved oroces > Usually assigned to and managed by the
75 qug”ty P 57% corporate headquarters
E
o  Reduced headco 56% > Outsourcing to specialized service providers to
& make fixed costs variable

Cost cuttin 50% : i

8 J ’ > "Bridgehead" function for corporate headquarter:
5 Focus on the cor 43% | Negotiafting SLZAsith the_ external partner
O business I Controlling service quality and costs

1) Multiple responses possible 2) Service level agreements

SourceHorvatt& Partner; Roland Berger | 15
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Example: Shared services at BayBundling support services to free

core areas from the burden of support tasks

BAYER AG ORGANIZATIONAL STRUCTURE

. > Separating supposervices and
: Holding . .
Group Executive Boa strategyorientedgroup services

> Ensuring from the very start that the
| Corporate objectives of the Shared Service
Lines Center Shared companies wouldrbeonciledvith
of work Services thegroup's overarching objectives

Bayer Bayer Bayer Bayer Business Services—

Health Crop Materia _
care Science | Science Bayer Technology Services

> Coordination through "community
management"”, i.e. affected areas work
under theverall control of a
Corporate Center

Bayer Industry Services— . )
y y > Shared Service Centers established as

Roles a major meanssafpportinghe
Bayer Business Servicdusiness and administrative services reorganizationf the entire group
Bayer Technology Servic&sigineering and technology services

Bayer Industry ServiceSitebased services

Source: N. Rérez Service Cent@rganisatio2009; Bayer AG; Roland Berger | 16
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IT outsourcing has been a major trend in recent §y&arsost daily press

coverage e

Examples of

Shell:Full outsourcing of data center maintenance to @
typical deals

T-Systems, deal volumEWRL bn runtime 5 years
‘[ - -Systems

Bombardier Transportaticutsourcing of desktop services, BOMBARDIER
enduser help desk, network and application mgmt.,
EUR765 m volumey@ar runtime @

SAL.OPPENHEIM

Privatbankiers seit 178a

center, networking and security seivgoesjact renewal for 5

years DS
CAT GroupOutsourcing of application development service: ¢

(programming, integration, operation, maintenance) for 3 ﬁ e

7 years DS

ZugerKantonalbankOutsourcing of SAP application services| |2u9¢’

Kantonalbank

(development, maintenance, support), volume of @

‘ Sal. Oppenheinmfrastructure outsourcing (workplace, data
‘ EUR20 m, runtime 7 years

Source: Roland Berger Research | 17
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yd

e but some of t he deal s

savings and were terminated

Examples of Deutsche Post World Nitternal cost structure found opti/ m#eutsche Post QF World Net

MAN EXPRESS LOGIETICS FINANCE

failed deals after preparatiofctUR3 bndeal cancelled before ﬁ .
implementation started ( /n

Bank of ScotlandChanged requirements ¥ RBS
after strategic revie®BP700 m contract terminated

The Royal Bank of Scotland

x
i

N\

Deutsche Bani8avings from full outsourcing of data centery. tsche Bank
realizable EUR2.5bncontract terminated

"II
&

terminated by EDS

o

DaimlerChryslermplementation of full desktop services DAIMLERCHRYSLER

‘ Dow ChemicaDngoing losses for provideriE€Bitract @
‘ outsourcing failedhange of providers [ﬁﬂ

Source: Roland Berger Research | 18
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Savings through outsourcing are often overestingeRade of corporate

headquarters as supervisory body to avoid unpleasant surprises

The real savings from outsourcéigjustration

100%  40% > Savings_, pote_r_ltiéz_t_often
) overestimated critical
evaluation prior to outsourcing

IS essential
60%  20% 150  oneh 504 > During cooperation with an
P T T — external service provider, an
) ) internalbridgehead
function"should be

maintained in the form of a
central function

> In this way, tk@owhowto
control and manage the

IT cost Potential Internally  Further Costofout ITcost Realvalue sService prOVld@malnsn

before  from internal optimized potential  sourcing  after out created from the company even thought the
optimizationoptimization 1T cost fromout (inclprowvi  sourcing outsourcing c :
andoutsour sourcing der's service is outsourced

cing margin)

Source: Roland Berger | 19
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Corporate headquarters @arence agaifi making use of small,

centralized units to handle strategic and governance tasks

CORPORATE OFFICE ]
> Helping group management deal > The departments typically set
> Enforcing compliance with i
with complexity legal regulations and internal up asstaff L{mtsareno
i Corporate council rules _ newcomer$ however,
i Management of committees I Deriving behavioral branded as a luxury, they were
N _ _ guidelines on the basis of fit lish
I Political engineering legal regulations often abolished
T Administration of decision i Developing tools and control .
making processes mechanisms > I\!umerous companies have
i Providing advice and support sinceaeversed this trenand
in compliangelated matters are once again investing in
_ small, strong units to assist in
> Managing the strategy and innovi: 0> Implementing corporate govemancgssues of companyide
process requirements in corporate structuresajayvance
i ldentifying and evaluating stra and processes
development options (d&A T Refining processes and -
investments, etc.) structures > Themain focus of the wodt
I Supporting the strategic plann T Documenting legal the_SQ units _partlaj‘_EerlapS
process organization and processes or is consolidated in larger
I Advising management/ I Advising and monitoring the departments
inrhouse consulting business units on corporate
. overnance
CORPORATE DEVELOPMEN 9

Source: Roland Berger | 20
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Corporate Offic&nergiado Portugal example

Corporate OfficeEdPS.A.

COMPANY SECRETARY'S OFFICE & > EDP'Corporate Office is one of the

LEGAL ASSISTANCE governance support functions in the
MISSION Corporate Center

To support the management board in all administrative matte@thergovernance suppfarictionsin
to ensure the Corporate Center's ability to respond to relevarnhe Corporate Center
issues and to provide advice on legal issues to ensure i Internal Audit

compliance with legal rules N _ o
I Ethics Commissioner

MAIN TASKS : . i Organizational Development

> Preparing meetings and managing decision processe ) . . :

> Communicating decisions of the board I Sustainability and Environment

> Representing the company on behalf of the manageraent i Regulation and Competition
board - i Risk Management

> Coordinating resource allocation in the Corporate Center

> Providing general legal advice > Governance functiomnsure that the

> é boardis able to executestareholder

responsibilities

SourceEnergialo Portugal; Roland Berger press research | 21
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Corporate Office: Examples of political engineering units

Examples of central political engineering units

O -BASF

Continental
Airlines a

Dr. Johannes Teys$&DEO responsible for Executive HR, Strategy &
Corporate Development, Investor RelatiorBokticdignd Communication

Philip ThomsaorSenior Vice President, Global Communications responsible for Met
Relations, Investor Relations, Corporate RespGidiailitypmmunity
Partnershipsinternal Communications and Product Communications

Simone MadriDirector of Regulatory and Environmental Management
(part of the corporate functions)

Dr.JurgeHambreclitChairman of the Board of Executive Directors responsible for
Legal, Taxes & Insurance; Strategic Planning & COotrofiungcations &
Government Relations BASF Grdslpbal HRExecutive Management &
Development; Investor Relations; Chief Compliance Officer

NeneFoxhall Corporate Officer and Senior Vice Prés@emmunications and
Government Affairs

Source: Roland Berger press research | 22
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Corporate Compliance: Robert Bosch GmbH example

Corporate Compliance at Robert Bosch GmbH

Head of Corporafe Head of Internal = > Compliance wortlests orthree pillars
Law Auditing I Development of globally applicable rules
("Code of business conduct")
I Information, seminarsfnesed training,
[ Compliance \, | sensitization and consultation
Committee - . .. . .
i Identifying and punishing incorrect behavior,
Treports to incl. anonymous hotline
Legal Complianc —> > Central Legal Compliance Departmgmirts to
epartment A . .
_ _ the Compliance Committee and coordinated glob
coordinates i | involves compliance matters
v v
Local Compliang Other
Managers functions _ _
| | —> > 35 local Compliance Managenplement the
| e'g ogal centrally defined compliance standards across th

globe

Source: Robert Bosch GmbH; Roland Berger press research | 23
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BACKUP

Central compliance units are a response to the increasing regulation a

complexity of international legal requirements

— CORPORATE COMPLIANEE

Data o of | > Top management responsibilBompliance
protection Officer in top management or the board (as at
Siemens, ThyssenKrupp, etc.)
Avoiding
industrial > Allocated resourceseparate corporate entity/
espionage Fraud/ function for corporate compliance
extortion

Breach of > |nterface managemeftlose coordination/

environmental cooperation with Internal Auditing, Legal and

regulations possibly also Controlling/Finance

Bribery/

Gifts and corruption > Global standard<Centrally defined guidelines
AT and processes, local implementation

Source: Compliance analysis of poleii@steridMumme2010); Roland Berger

| 24
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New IT and communication tools create the prerequisites for working in

distributed team8 Overcoming organizational boundaries

> Working in distributed tearpats the
importance of department boundaries into
perspectivieinitiatives and projects replace
traditional organizational units

> The manageménwith support from corporate
headquartersoften guides the teams \a so
calledstrategidnitiatived

> Implementation is generally effected through a
large number of proje¢ctsmbedded in an
overarching program structure

435 > A centrglrogram management offeesumes
e a crucial role
i Implementation controlling (milestones,
PR y effects, risks)
D T - G I Best practice sharing/method transfer
| N I Reporting on project progress

1) cf. Schmid/MiBtewens/Lechner: Strategic Initiatives as an Instrument for Corporate Management, zfo 02/2009

Source: Roland Berger | 25
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Soft factors are at the top of the agenda for@PaRgicular focus on

change and project management

Top 5 issues in 2015 [% of respondents]

! > Change and project manage
Change management Y )
implementation 26 mentare gaining Importance
as a means of dealing with the

Project management |22

. : constant pressure to change
Leadership |22
_ ! > |n addition, issues lgader
Crosgdepartmental cooperatior |22

: ship, crossdepartmental
Network/virtual organization |21 Cooperatiomnd\/irtua|

- 1 organizatiorave been

Employee motivation

Information and knowledge ; mentioned as focal topics for
management . |20 the next five years
Capacity to integrate : ...
acquisitions . 19 > QOverall, this signifies for
Configuration of corporate cult ' |15 corporate HQ theed to
Performance management ; work aciosSpiiE
J |f y 20 organization irrespective of
Avg. fohard factorsprimarily Avg. fosoft hierarchies, structures and
cost management, restructurlng,i factors or an|zat|0na| bOundal’IeS
process management i g

SourceOrganisatid?015 £fo05/2009); Roland Berger | 26
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Numerous companies have initiated corporate programs for company

and continuous performance improvement

SHAPE 2012 Changing Gear
METRO |Es Increasing efficiency and vale®&B§.5bn > Trimming processes and structures, using Munich RE 22
within 3 years through higher productivity and opportunities for profitable growth e
cost savings > Increasing earnings per share by 10% p.a.
TK best Perform to Win
> Corporate performance program with a focys op> Savings &URL.5bnwithin 3 years with actiogm
@ operational efficiency, reducing financial in purchasing, sales, IT infrastructure and a
commitments, service orientation, etc. structure
STAR Climb 2011

> Efficiencymprovement program to increase > Efficiency program aiming at improving earnings.by...
mult metal distrbuton profitability; mostly by optimizing purchasing arj]d EUR1bnby cutting costs and boosting revenues

distribution networks through profitable stemn investments
On Track One
@ evonik | > Portfolio management, administrative > Savings ¢&URI bnwithin one year, mostly by
reorganization and leveraging profit potentigl; selling off post offices and the associated redﬁcflong
target savingsEB{/R500 m p.a. through 2012 in headcount

Source: Roland Berger Research | 27
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An overarching corporate culture creates a sense of iddatitpedded

by centrally managed HR tools deployed throughout the organization

Culture/values and how they are embedded in the organization through HR tools [number of mel

Results of structured interviews with 11 internatioral

corporate groups HR tools for embedding culture
> All of the eleven companies surveyed have de‘inedDQrfbrmance o
overarching corporate cultuwecommon values Management
> Themain effectshat were mentioned are: Leadership Dev. 6
I Better identification with the company ,
i Clear value proposition to all employees Compensation 4
| Greater emp_loy_ee retention ‘ Talent Mgmt. 3
I Common objectives
I Greater mobility between business units ancfi’  Employee survey 2
countries
ruiting 2
> All benchmark companies embed their corporgte cUftre
and values in the organization by méHRsaufis 4 Competency jl
companies do so in full (= each cultural aspect|or Ptk
value is embedded through HR tools) Other 4

N = 11; multiple responses possible

Source: Roland Berger | 28
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Radical upheavals create uncertainty among employees and jeopardize

corporate cohesiodCorporate headquarters create a sense of identity

[84) mentions by 1,500 top managers surveyed] > |ncreasingncertainty among employees

_ andmanagerss a result of the constant

< changes and the unpredictability

N Increasing 69% 18% 13% :

T volatility ‘ - > Corporate headquarters and certain central

2 functions can be assigned a strong role as

2 creators of a sense of identitythis

S e v B

T > The focus lies on a strmorgorate culture

L that is embedded in a sevefarching

ax > These values are brought to life especially

= sructural through the deployment of vatigend

W Siscontinuit 53% staff development instrumenésg.
performance management, training
programs, competency models, etc.

[ ] Agree strongly [l Agree in part B Agree somewhat

Source: Capitalizing on Complexity, IBM 2010; Roland Berger | 29
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Summary: Complexity is the biggest challenge facing management

Corporate headquarters play a key role in overcoming this complexity

Provide > Complexitys the greatest challenge facing

(ZD g O, management and its extefistonporate
D % 1 headquarters
< = .
L » Manage > Centralization.e.smart managemehy
O Gty corporate headquarieisan effective way to
Z E &Qﬁg overcome this complexity
S .
O W N - Form > Key factorsnclude
ns . ” i Speedf decisiemaking and implementation
Nno s ‘ . . ..
Z O i Simplicityand transparency of structures and
O H? f? «;ﬁ Work processes
a1/ k\ i Roomfor creativity and entrepreneurship
o TR

I Cooperatiofbased on shared values and

‘ Create a sense of individual incentives

SourceRoland Berger | 30
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Outlook: Three aspects define the future corporate headquarters from

Roland Berger's perspective

CENTRAL CONTROL, DECENTRALIZED MANAGEMENT

Putting into perspective the divide between centralization and decepgalfzation
focus on the degree of centralization per function

SHIFT IN THE CENTER OF GRAVITY

Breakup of traditional location paradigms and shifting of value creation by the
headquarters in line with a company's global footprint

PROJECT AND PROCESS ORIENTATION

Project business becomesadgy businesstraditional organizational structure
supplemented by virtual forms of organization

SourcéRoland Berger | 31
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The question of centralization or decentralization needs to be clarified f

iIndividual function® Dynamic perspective

Roland Berger profiling miatioxoe used for individual functions

Indication/answer
Category Criterion Core question Centralization | eans t o Bezantdalizaétion
Informa Customer > Should radically different customer profiles Homogenous target D= , Heterogeneous target
tion segmentation (internal/external) be taken into account? group group
Regional > Should differences between regional marketghe
. , . L genous target 20+ 1 Heterogeneous target
segmentation considered (culture, infrastructure, politics, gigket market
ACCESS > How easily could relevant information be  Complete transp., can pe 3 , No transparency, implicit
gathered? communicated, storable knowledge
Durability > How fast does the information base changeGaesi@st, clear 4 | Highly dynamic,
et CONMIONS, €1C)2 SYMBIOMS . oeeeeesesessssessmstessesssssssne unpredictable .
Incen Attribution > How precisely can a result be attributed to Asirglebution possible 5 , Completely and clearly
tives entity (employee, department)? attributable
. L Longterm (at least 2 Shorterm (< one fiscal
Planned interval > How long before a result is visible? busigntess )sears) 6 ' year) (
Tasks ._ .. >Can the same standards be applied to Can be completely . . L
Standardization tasks/processes (scope, quality, sequence,tnjjardized D ! Mostly individual cases
Synergies > Can synergies be achieved by bundling? High synergy effect 1 (8 i No synergies
Com Differentiatin > Do competitive activities focus more on cosA qupe_ price Lo . . Innovations, low cost
9 b tit high
iti feature innovation? petition, very high ! & " pressure
petition cost pressure

SourceRoland Berger | 32
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Shift in economic centers of gravity

GLOBAL FOOTPRINT
> Research & developmeipt
> Sourcing/partners
> Supply chain mgt.
> Production

> Sales/CRM

> Administration

IMPLICATIONS FOR HQ

> Headquarters locations no
longer reflect the main focuses
of company activities

> Fragmentation of value creation

> Corporate headquarters ® HO activities
> efc. Branches
T T > Decisioimaking powers are
CRITERIA Distribution of mkt. capitalization 2Q0d0 [USDn] shifting to the future centers of
> Value creation/service/ | 80 gravity
N o B > More international management
Shieadcount 40 B committegsregardless of the
> Investments/assets 20 — company's country of origin
> Customers Q- e - _ _
. 2010 2040 > Rise of dislocated HQs

Bl Emerging market{_] Developed markets scattered around the globe

Source: Goldman Sachs

SourceéRoland Berger | 33
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More collaboration in proje@3he headquarters has a decisive role as

an expert and coordinator

Collaboration in projécentralized management

> According to a study by
Universities Corporate headquarters Service GGSE”SChdﬁrPrOjekt
center management, project work
Management . 1 2 ” now accounts for about a
consultan : HR| Legal| Cont} Finance IT\ é ITIHRé third of daw-day
x| business
Suppliers | |
Americar | European | Asian N > Corporate headquarters
Competitors region region region \ mcreasmgly have to
— develop and manage a
Institutes HPlant 1 NP ol | network of internal and
' ' ' / external experts
iFr: ‘;ﬁ{'&tions - Sales -é Hé > |n near future corporate
headquarters will have to
P L Marketing 1 é initiate even more projects,
steer these projects and
EXTERNAL INTERNAL ORGANIZATION 7> 1° timely de
PARTNERS o (example)
Involved in project (illustrative)

1) Measured against total annual costs

Source: Roland Berger; GDP | 34
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Companies continue to centralize and create new departments

1 The relativelZEof corporate headquarters3i&sS\WISignificantly in the last 10
yeard TwWoWAVES OF CENTRALIZATI0882002 and 20@®10

2 TRADITIONAL CENTRALIZED FUNChH#¢EROWIN especially in
FINANCIAL FUNCTIONS

3 TheMANAGEMENT STYdften differs from h@TUAL ROLE PLAYIBD
corporate headquarteasreflection BIFFERING EXPECTATIONS

4 SHARED SERVICiEeSain very imporfa@tUTSOURCINGNtinues to
DECLINE

5 The study fin@OMPARABLE STRUCTUIREEorporate headquarérOSS
COUNTRIEST a reflection i TERNATIONALIZAT?ON

Source: Roland Berger | 36
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The relative size of corporate headquarters has grown significantly in t
last ten year® Two waves of centralization

Trends in the size of corporate headquarters

Relative size of corporate headquarters
[employemtid in %]

> Two waves of centralization
occurred in the last 10 yedra

result of the recession and increased

COSt pressures
3.0

2.8 > Theaverage employee ratbthe

corporate headquarters today (4.5%)
IS much higher than in previous
studies

2.3

0.9 > Companies acesating new

functionsandexpanding existing

functionsin response to the current
challenges

1999 2002 2005 2008 2010

1) Avg. no. of FTEs in the corporate headquarters as a share of total FTEs in company; all companies; icerprchtshzptbsenlices

Source: Roland Berger | 37
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During the crisis in 2009, support functions were often centralized as a

way of cutting admin costs

Examples of companies centralizing their support functions

> Corporate center expanded and service functions (HR, IT, Purchasing, Real Estate, e
&E) UBS controlling functions (Finance, Risk, Legal & Compliance) centralized at Group level

> Integrated "One Bank" system implemented with a centralized management structure

> Management and support functions centralized in Muttenz and Basel region

S Clariant ~ Savings mainly expected from synergies and simpler cooperation between operating
support functions

> Seven management entities abdli€leedralization of strategic functions in the corp. HQ
| > Decentral saip of operational management functions in two virtual divisions with four
business areas each
> Service tasks bundled into shared service center (focus on IT, HR admin., Accounting
Communications)

> Direct Board responsibility for key management functions (Corporate Development,

SIEMENS Communications, Finance, Controlling)

> Global shared service center for Accounting, IT, Logistics and HR

Source: Roland Berger Research | 38
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Traditional centralized functions have grown, operational functions

remained relatively constaitinancial functions in particular have grown

STRATEGIC/GROUP FUNCTIONS FINANCIAL FUNCTIONS
> Company Management > Finance

> Strategy/Corporate Development > Controlling

> Communications

' > Accountin
> |nvestor Relations 9

> M&A > |nsurance

> Legal > Tax

> Patents & Licenses > |nternational Trade and Customer
> Auditing Relations

> QOrganizational Development & Cons

> Human Resources > Research & Development

> |T > Procurement & Purchasing

> Occupational Safety & Environmental Protectiop > Logistics

> Real Estate/Facility Management > Quality Management

> General Services > Marketing & Sales

HR & SUPPORT FUNCTIONS OPERATIONAL FUNCTIONS

Source: Roland Berger | 39
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nanci al functi o

— STRATEGIC/GROUP FUNCTIONS 1 FINANCIAL FUNCTIONS |
Strategy/Corporate Investor Relations/ Finance/Accounting Controlling
Development Communications
® [
f ' '
2008 2010 2008 2010 2008 2010 2008 2010
A 4 A 4 A 4
> Consulting budgets cut > Investors and creditors > Increased complexity due to greater internationalizatiol
and project management required greater and presence in different countries

expertise expanded, e.g. transparency and more Stricter legal requirements

inh nsulting uni iled repor - :
ouse consulting units  detailed reports > Increased spending on evaluations and need for more

detailed, comprehensive forecasts

® 3rd quartile® Median® 1st quartile

Source: Roland Berger | 40
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€ but HR & Support functions

less overall, if at all

HR & SUPPORT FUNCTIONS OPERATIONAL FUNCTION-S—I
[ | |
Human Resources IT Procurement & Marketing &
Purchasing Sales
® [ ®
" ¥
[ |
2008 2010 2008 2010 2008 2010 2008 2010
A 4 A 4 A 4 A 4
> War for talent means > Overall, moderate > Increasingly centralized> Moderate decline in
more spending on increase in avg. size of coordination and greater central marketing and
recruitment and HR central IT units share of strategic sales capacityDoes
marketing > There is a striking gap  Purchasing this represent a trend
> Stronger focus on between the median and Increasing profession ~ toward reducing central
support and developmentthe 3rd quartillDoes alismof purchasing marketing activities?
for managers this indicate a trend deptsi better qualified
toward insourcing? staff, bigger depts.

® 3rd quartile® Median® 1st quartile

Source: Roland Berger study "Corporate Headquarters 2010"; Roland Berger "Purchasing Excellence study", 2009 | 41
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The trend toward centralization is put into perspective by considering

overall function costs and their relevant drivers

Total function costSelection

RANGE, %
FUNCTION ~ [TOTAL COSTS/SALES] MAIN COST DRIVERS
Finance 202 > Legal requirements
02.3 > Degree of internationalization
e > Financing structure and investment intensity
> etc.
HR 0.2 17 > Support intensity and location structures
°. . > Share of work donéduse
> |T support
> etc.
IT 14 21 > System landscape
. o > Share of work donéduse
> Service level
> efc.
purchasing > No. of purchasing groups supported
0|-3 1.-6 > Workflows and system support
_ > No. of suppliers (or supplier groups) supported
(% of purchasing volume) > etc.

1) Depending on the industry and company structure

Source&Roland Berger research: Several studies | 42
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Company size and management concept are the most important factor:

for sizing the corporate headquarters (1/2)

All companiédncreasing relative size of corporate headquarters

FTESs in corporate headquarters
INTEGRATED HEADQUARTERS

14.000 OPERATIONAL

HOLDING

12.000 ORGANIZATION

10.000 1st quartile 5.79%3.6%) 6.49%1.3%)| 0.4%0.5%)

Median | 15.29%411.0%) 9.3%(3.0%)| 0.6%1.1%)
3rd quartile25.39416.5%) 12.29%7.6%)| 1.0%43.1%)

8.000

6.000
STRATEGIC

4.000 HOLDING
ORGANIZATION

2.000
Total FTEs

O " e S T T T T T T 1
0 50.000 100.000 150.000 200.000 250.000 300.000 350.000
1 company () = findings from study "Corporate Headquarters 2008"

Source: Roland Berger | 43



RolandBerger

Strategy Consultants

Company size and management concept are the most important factor:

for sizing the corporate headquarters (2/2)

Clusterk 25,000 total FTES2,000 FTEs in corporate headquarters

FTESs in corporate headquarters
INTEGRATED HEADQUARTERS

2.250
2,000 OPERATIONAL
1st quartile 5.79%43.6%) 6.49%41.3%)| 0.49%40.5%) HOLDING
1.750 Median 15.29%411.0%) 9.39%43.0%)| 0.6%41.1%) ORGANIZATION
1500 3rd quartile25.3%¢16.5%) 12.29%7.6%)| 1.0943.1%)
1.250
1.000
750
500 STRATEGIC
HOLDING
250 ORGANIZATION
0 | | | - Total FTEs
0 5.000 10.000 15.000 20.000 25.000
1 company () = findings from study "Corporate Headquarters 2008"

Source: Roland Berger | 44
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Discrepancies between management style and actual roles result in

different expectations of the headquarters

Deviation between actual role and management style (13 companies)

> In very many cases, management
style differs greatly from the actual
role

> The real role of headquarters is
determined by

Management style is more i Degree of centralization

colmprehensive than the actugl gjze of functions, headcount
role

Financial/ Operational Integrated
strategholdingholding i headquarters
company __:company

i Type of centralized functions

> Discrepancy between managemen
. style and actual role expresses
. comprehensive than the diverging expectations on the part
management style management and e.g. operational
1 units

> This discrepancy may lead to
> Discrepancy misallocation of resources (too mu
or too little) at headquarters

The actual role is more

Details of management concept

. Actual management style/role

Source&Roland Berger | 45
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Most corporate headquarters view themselves as "managers”, few see

themselves as "service providers"

Role of headquarters

, HQ function _
Corporate function Central service )
AT > > Defined role of the corporate
center and the respective
Horizontal SERVICE i '
SN corporate functions determine
> Efficiency/cost focus i Decisiomaking rights
I Sizing
BUSINESS N B
Type of PARTNER } > |n principle, the sizing of the
Coor > Advice/coordination respective corporate functions
. MANAGER > Knowhow! innovati : .
dination > Manage oo innovation goes hand in hand with the
mgm{orm activity portfolio and the power
| > Policy.mEkEs steer the operational/business
Vertical > Legal framework units
V< -
Very high Scope of authority None

Source: Roland Berger | 46
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Shared service centers remain very impodt@uitsourcing continues to

decline
Trend in SHARED SERVICE CENTERS Trend in OUTSOURCING

cC cC * "~ External service

ssC ) providers
| | | |
BU — | BU 'T BU — ‘ H BU BU BU
CENTRALIZATION/BUNDLING PRIORITIZATION/RATIONALIZATION
Proportion of companies with shared service Proportion of companies that have outsource
units 2005 corporate functions
2008 2008

2005 2010 2010

53%
18% 49% 429 0 449% 3204

Source: Roland Berger study "Corporate Headquarters" 2005/2008/2010 | 47
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Shared service centers are less common, but used more heavily where

they exis® Top SSC functions remain IT, HR and Accounting

Use of SSC SSC as share of total
- -
Proportion of —Q‘A 550 > Use of SSCs is down
E:mgag‘éecss | 49% | 44% overall, but companies
that do have SSCs use
Top 5 SSC functiofis SSC's share of functi®n f[hem more heavily than
> = in the past
T 29% 77% > The SSC's share of the
30% 81% : e i
top 3 functions is similar
HR 26% 66% to 2008
28% 56% = g
> Finance: areas where
- 22 86%
ACCO””“”H 2% ﬂ% ( SSCs are Useditt
heavily include Treasury
- 22 65%
France [ s (1396 vs. 796) anc
General 201 8601 Financing (8% vs. 2%)
( (
Services 16% 91%

[ 2010 [ ] 2008

1) Avg. share of FTEs in the SCC compared to total size of corporate center (corporate center + SSC) 2) Brogiodi@Safsctumtfemnfanction in question
3) Avg. share of the SSC compared to the total size of the function in the companies that say they useiS§Esfarnthe function

Source: Roland Berger | 48
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Outsourcing continues to decli@é&l and General Services are now the
top functions outsourced

TOP 5 functions for Degree of
outsourcing outsourcing
s s
> Qutsourcing generally used for
2010 IT (2008: Position 6 19% standardized services, e.g.

Gen. services|Jl] 17% 80% I IT.Application support
(13%), operation/

Legal 13% data processing (19%),
network infrastructure

Real Estat

saEslaie 11% 67% (8%), software
Auditing 11% development (8%)
I General services:
Cleaning (22%), security
2008 Legal | J26% | 3% (18%), staff canteen (15%)

Insurance | ]21% 173% i Legal:General law (8%),
company law (7%)

Gen. Services| | 16% |76%

Communicatigns | 14% |27%

Audit [ ] 12% | 69%

1) Proportion of companies that outsource the function concerned 2) Degree of outsourcing in companiesgiia¢ $apdtiey outsourc

Source: Roland Berger | 49
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Structures are comparable across coun&temnilar relative size of

corporate headquarters and use of shared services

RELATIVE SIZE OF CORPORATE HEADQUARTERS [%]

Integrated headquarters Op. holding org. Strategic holding org.
> The size of corporate
14% 14% headquarters is comparable
10% across countriesimilar
10% goy picture found if shared services
7% Is included

> The number of operational units
Is also similarcrosssection of

89, 1.3% : i : . ..
0.8% 0.3% different industries with similar

— [ 1 : :
Ger Europ® Rest Ger Europ® Rest Ger Europ® Rest international structure
many ofworld  many ofworld — many of world > IT and HR are most likely to be
No. of operational units Use of SSC [%] part of shared services
internationally, too
German 6.0 German 37% > The fact that corporate

headquarters have similar
Europ® 7.0 Europ® 43% structures may be a reflection of
the companies' international

Rest of Rest of 0 . L
world 81 world a4 ization
1) Ouitliers eliminated 2) Excluding Germany

Source: Roland Berger | 50
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Your contacts at Roland Berger Strategy Consultants

Source: Roland Berger

Dr. Tim Zimmermann

Partner

Tel.: +49 89 9ZR8H2
Fax: +49 89 923864

E-Mail: tim_zimmermann@de.rolandberger.

Theresa Tenneberg

Senior Consultant

Tel.: +49 89 9Z3r8
Fax: +49 89 5483578

E-Mail: theresa_tenneberg@de.rolandberge

Fabian Huhle

Senior Project Manager

Tel.: +49 89 92386
Fax: +49 89 5485486
E-Mail: fabian_huhle@de.rolandberger.com

Benjamin Puche

Consultant

Tel.: +49 89 9XRB6
Fax: +49 89 5488236
E-Mail: benjamin_puche@de.rolandberger.g
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