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Challenges in a VUCA world




The following challenges exist in today’s world:

A. Increased Volatility

B. Lack of Transparency

C. Continuous Pressure for Efficiency
D. All of the above
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“Cost-driven pricing is a

deadly sin, the only
o thing that works is price
W driven costing”
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Peter Drucker




Indexed price increases ($) and Indexed key economic

volatility of key input factors indicators

Indexed values

Indexed values
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Investment!:2

- Confidential -



2,

B @

a

Lack of transparency

Continuous pressure for
efficiency

Increase of uncertainty
and ambiguity

Ways-of-Working and
Workforce Challenges
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Increased volatility

New technological
developments — Al, RPA, ML

Permanent competitive
pressure and new competitors

Paradigm shift centralized vs.
decentralized

@ Horvath



According to Peter Drucker, cost driven pricing is:

A. Arequirement in today’s world

B. A challenge to execute

C. Adeadly sin

D. Not something we should worry about
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Tackling the Issues




Driver Tree: EBIT Levers

Material cost challenges -

EXCERPT

External forces

Direct costs

Material costs & purchased services

Cost

EBIT

Personnel costs

Indirect costs

Other manufacturing costs

Capital costs & depreciation

Quantity

New customers, projects & services

Revenue

Quantity & Pricing challenges

@ Inflation impact

Existing customers & projects

Price

Fixed price agreements
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Variable price agreements

@ Horvath
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Supply and

Prc:ﬁtlr Iuss
mdexes

demand Market
other dynamics other
COGS Future Predictive Product Market Final
oriented Cost reference specific reference
COGS basis price reference price
price

Dynamic pricing and respective costing components with strong influence on current business
models require dedicated attention and management- Future costs become inputs to current prices

®© Horvath
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The goal of linking costing to pricing is:

A
B
C
D

. Smooth our risk exposures
. Maximize profitability

. Provide better performance insight

. All of the above
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Example Approach




Foundation

Foundation: Horvaths' performance
management framework
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Transparency

Transparency: § hypotheses on digitallzation at the
and e

interf.
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Index based Forecasting

Index based risk management using fimancial
instruments linked to market indexes to mitigate risk and
protect inventory from adverse market movements.
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Foundation: Horvaths’ performance management

framework

Decision Maker

SEES

Pricing

Production

Procurement

@—Performance Management—@

Data Infrastructure

Data-based recommendations \/_—_

Deviation analyses &
early warning system

Automatic

alerts

Descr,',_.,ﬁve

Transaction s el

data CRM data

Central data lake

£

Simulations &
scenario analyses

REEIRNTE]
reports

External data

Inflation

Iad

Analytics-powered
forecasts

Pricing analytics at

product,

customer &
order level

External competitive

data

(prices, volumes, etc.)
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Transparency: 5 hypotheses on digitalization at the
Interface between finance and commercial

Digitalization helps to connect the silos —e.g. helps to connect procurement with sales
Digitalization increases transparency — in near real time

Finance and Accounting need to shape, manage and steer the data and KPlIs

Analytics powered dashboards simplify reporting - always up to date with less manual effort

Al-powered forecasting brings increased certainty into the VUCA world (when done right)

® Horvath
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Transparency: Real-time cross-functional pricing
dashboards are key for full transparency and to get
ahead of the wave

ILLUSTRATIVE

Pricing Cockpit

WL MID|@TD|YIDIYE  sapzent
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Price enforcement Average discount usage Working days 23 B s e . Ve
in % (in ppts) in mEUR (in %) Country /Area Channel Customer Segment | Product Category Product Group Brand KU Approval level
- - - wy - - - - wn - an
0, 0,
24 /0 41 /0 Price change approval per unit
APM-20 (-15.4) APY -35 (-24,1) APM APY in mEUR (in %)
ABUD-13 (-10,5) AFC-2(-1,6) ABUD4(-T1)AFC4(-7.1) .2’ 2% 2% Area Manager

16% 18% 153 I Product Manager

Price enforcement (Last twelve months) — Share of price approval

1//_\5
1 1
B .. N
emls AN

34% Unit 1 Unit 2 Unit 3 Unit 4 Unit 5 Unit 6 etc

35%
33% 3% gom 1% 32%
2% 27% 27% 2
21% 21% Price change approval per approver Number |1 I
I I in mEUR (in %) I Price approvals
Sep Oct How Dec Jan Feb

Approver 1 Approver 2 Approver 3 Approver 4 Approver 5

Approver 6 elc.
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An automotive supplier was facing the risk
of negative margins due to rising raw material prices

Project Case: Comparison of raw material prices from procurement and sales

Initial Situation and Challenges

2 bn
|||i| Risk of negative margins due to rising raw material prices

‘:: Supplier price escalation agreements bound to market indices on the
THE CHALLENGE procurement side are not reflected on sales side

m  Lack of transparency regarding |
procurement and sales prices for

strategic raw materials 7 Performance measurement of sales and procurement is not adjusted for raw
Supplier price escalator agreements - ‘ . | ﬁ:

bound to market indices on the — material efrects

procurement side are Not reflected On || ——
sales side

Client was faced with the risk of Missing transparency on raw material prices on the procurement and the sales
negative margins in case of rising raw Side

material prices

® Horvath
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Forecasting: Raw materials with volatile market valuation
Illustrate the impact of cost increase and pricing concepts

Results

1750
1700
1650

1 600

INYSE American Steel index (www.wsj.com)

@ Horvath
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Visualization of phase approach

Formulate Finalize Develop
objectives metrics algorithm

Identifying
strategic
objectives
regarding
costing and
pricing

Using financial
Instruments linked to market indexes to mitigate risk and
protect inventory from adverse market movements

Identifying key
risks connected

Identifying
metrics and ling
cost index-to
pricing factors —
understand the
value chain

Utilize algorithm
based on
metrics to

calculate the
overall risk index
and smooth
margins over
time
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Description

Analyze and mitigate potential pricing
fluctuations and uncertainties

Reduce the impact of market volatility on
a company's financial performance

Enablement of more informed pricing
decisions and risk management
strategies

Provides insights into cost fluctuations
and enables proactive strategies to
mitigate those risks, thereby improving
cost management and enhancing overall
profitability.

Generative Al and more traditional
predicative techniques are all options for
developing cost forecasts

® Horvath



Solution Example: We designed a raw material reporting process to
better manage risk exposure and reflect it in pricing — over time, the
goal is to smooth out risk exposure by better aligning costs with
revenue

Project Case: Comparison of raw material prices from procurement and sales

Raw Material Risk Management System

[ & &
Analyses & Reporting Simulation Market Intelligence

A

v

Integration of internal & external data sources

$ Procurement Illustrative example on the conceptual idea '~ Sales
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According to this presentation by Horvath, the three components to succeed
at linking costing to pricing are:

A. Foundation, Transparency and Index Based Forecasting
B. Volume, Price and Variance Analysis

C. Hard work, dedication and focus

D. There are more than three requirements
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Summary &
Take-aways




Key Take Aways — Call to Action

@ Horvath
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Questions and Answers

Tony Klimas

Partner & President
Horvath USA




Thank you!
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