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Philips continuous way to improvement

1998 2000 2001 2004 2008
Benchmarking Closing the gap Way to Best-in-Class
(- No company wide \ ( Shocked by new \ (Cross PD \
program benchmarking data
* Initiatives per PD / * TOP program » Business Support Processes
Corporate functions —Company wide — Standardizing processes
Program — Common way of working
* Low sense of urgency —EUR 1 billion savings — Common database
—Improvement along — One time input
* Increasing awareness the functional lines
of opportunities (Finance, IT, HRM) * Best in Finance 2006
program as example
* Add. EUR 250 m. savings
Champion: Champion: Champion: GMC
Product Divisions Functional leaders Sponsor:  CFO

S : CFO S : CFO
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PHLPS
Closing the GAP

Closing

the gap

Benchmarked Shock TOP program

Focus on horizontal business support

Functions (F&A, HRM Purchasing and IT)
Too much variety in systems

No common standards / data _
Introduced new way of workings

Processes too complex Shared §ervice centers for
transaction processes

Cost levels too high DATA Management
Alignment / reduction ERP systems




Improvement of functional processes
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Lighting Semi  Corporate

CE

DAP

Medical
Systems



Cost savings program — EUR 1 billion

2002 2003 Achieved

Overhead reductions 257
Medical Systems 173

R&D & other projects 185

Total 615 486 1,101
Target of EUR 1 billion surpassed

11



Indirect cost reductions in 2004 — EUR 250 M

amounts in EUR million

> 250

250

Target Expected
Realization
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New ambition level after benchmarking
Best-in-Class

Best-in-Class

superior processes
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Finance taking the lead to Best-in-Class

VA

Best-in-Class

Core processes Engineering Manufacturing  Distribution

Business
Support HRM Purchasing
functions

W (alefes]ele= Finance drives other business support functions in the same direction
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Best in Finance

Huge number of projects aiming at Operations and Value adding

Finance Operations
100%

74%

42%

2003 2005 2006
Percentage of transaction
processes handled by SAP SSCs

Adding more value at lower costs

Decision support

Decision support

Transaction
processing
and
Reporting

Transaction
processing
and
Reporting

Current situation  Best in Finance 2006
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Best in Finance 2006

The domains

* Finance operations

« Decisions support

* Business planning

* Reporting and Analysis
* Closing & Consolidation
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Way to Best-in-Class

Medical DAP CE Lighting Semi Corporate
Systems

Finance
IT

Synergies and value added of
HRM

Business Support Functions

Legal _
Purchasing by sharing & leverage

Real Estate
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When will Philips’s shared services reach
Best-In-Class standards?

* One Finance - by end 2006

o IT - by end of 2007

* Purchasing - by end of 2007

* Legal - by end of 2006/2007
« HR - by end of 2007/2008

* Real Estate - by end of 2006/2007
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Way to Best-in-Class: examples

« Bestin Finance - Gerard Ruizendaal
« Treasury /Real Estate - Peter Warmerdam
o IT - Daniel Hartert

e Purchasing

* Legal

« HRM
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PHILIPS

From Plan to Best-in-Class Purchasing

Philips Purchasing
Mission

S
One Philips

From squeezing to partnership

From Purchasing to
Supply Management

From re-active to pro-active

Source : SR PP

One Philips
* NPR Spend

» Contract Manufacturing Strategy
& Guidance
Priorities
Enablers

* HR Upgrade/Transformation
e Concentration

» Systems and Processes




Spend Transparency Project

Process Information Needs

_J/

Spend Analysis

Spend by vendor

Strategic Sourcing Spend by currency

Vendor Management Spend by payment term

Spend by commodity
Compliance >

Spend by organization

Payment Terms
Spend by geography

Price Comparison Spend by period (Philips month)

Standardization Price comparison (12NC)

Delta spend (difference between AP and PO spend)

.

Currency Risk
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Leverage opportunities

One Philips

18.7

2.0
Total NPR Spend  CAPEX Total  X-PD leverage Outsourcing Long-term OEM PD specific
Philips BoM able /Contract Partnerships Materials
Spend Spend Spend Manufacturing Components

2003 spend
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From EUR 3.8 billion to EUR 2.9 billion identified
savings by cross PD cooperation

2004 forecasted savings in euro of millions
Commodities Total Spend Leverage able Savings
spend

Packaging
Main Cords
Plastics
PCBs
Metals
Motors
Cables
Connectors
Wire wounds
Batteries
PCBA
Switches

Total

25



Cross PD BoM leverage: Lead Buyer concept

« All CPQO’s delegated Total Spend responsibilities
to Lead CPO

* Global Commodity Manager appointed

* Cross PD commodity team installed, cross functional
team members empowered by the PDs

« ‘Suitcase’ of standard processes, documents and
systems defined
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Supplier concentration: 'Cutting off the tail’
55 % Reduction by end 2005

Amounts in thousands

50 -
40 -
30 -
20 -
1l
:

May 2004 End 2004 End 2005

I Bill of Material [] Non-product related
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Summary Purchasing

* Program well under way

* Opportunities identified so far EUR ~ 250 million
« Total opportunities not quantified yet

« Standardization

» Earlier involvement Purchasing
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Concentration of Legal activities

Shared
Service

Center
Legal

*Scattered knowledge *Shared expertise
*No clegr visibility on spend «Clear visibility on spend
*Re-active *Improved resource planning

*Pro-active
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HRM: Focus on real value adding

Management

HR professional Recruiting Development

Shared Shared Professional & Administrative processes
Service Center with the potential for outsourcing

Employee’s career
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HRM: Few examples

Old situation

New situation

25 career centers
* Non-aligned recruitment process
* No clear message to labor market

» Scattered training policies
* Inconsistent learning value proposition

* No consistent policy for expats

« Share plan administration in house on
outdated legacy systems

* No global employee database

» One center both for in — and external
* One Philips recruitment process
» One Philips employer brand

» Global web- based learning program
» More effective training at lower costs

» One global market based expat policy

» Share plan administration outsourced
to third party

* One global database
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Wrap-up

Closing the gap Way to Best- in-Class

> 1 billion savings > 500 million savings
Add. 250 m.

Way to Best-in-Class will be top priority for GMC
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