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Editor’s note

Dear Readers,

On October 1, the start of our new fiscal year, it became a reality: the Siemens
Industry Sector now has a new look and a sharper strategic profile. With these
organizational changes we are putting an even stronger focus on our industrial
customers.

Our goal is to further intensify our vertical-market and service businesses —
particularly in growing verticals such as the mechanical engineering, automo-
tive, pharmaceutical and chemical industries. At the same time, we will expand
our leading global role in industrial software. For the service activities of our
industry business we have created the Customer Services Division, with about
17,000 employees who will build up our business in technology-based and
value-added services.

We will now be able to leverage our bundled vertical-market expertise even
better - for increased productivity, flexibility and efficiency in industrial pro-
cesses. And we can do a more comprehensive and effective job of offering our
vertical-market customers in particular an end-to-end portfolio from a single
source, from individual products to specific partial solutions and on to com-
plete system integration and a full range of services - all throughout the entire
lifecycle of plants and products.

You will notice that our Industry Journal has a new look as well. We have added
new segments and modified its focus. But we haven’t changed everything; we’ve
stayed with our old formula for success: a careful mix of articles on concrete
topics taken from your market and informative reports that look at details as
well as the big picture.

I hope you enjoy reading this issue.

Sincerely,
Siegfried Russwurm
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The Big Picture

She is 252 meters long, has 1,000 cabins, and can accom-
modate more than 2,000 passengers - the as yet unnamed
new club ship of the Aida Cruises shipping company in
Rostock, Germany, a subsidiary of the U.S. group Carnival
Corporation. The ship belongs to the third generation of
AIDA cruise ships. She will be launched in the spring of
2013 and has many innovations and even more innovative
technology in store for her future passengers.

Much of this innovation comes from Siemens. Two

12.5 MW electric motors from the Siship Drive MV pro-
duction range for the diesel-electric drive system, for in-
stance. Also the ship automation system Siship Imac that
is based on the Simatic PCS 7 control system and manages
all monitoring, alarm, and control functions on board. The
safety management system, air conditioning plan control,
and self-sufficient emergency shutdown system are in-
tegrated in it as well. Altogether, data from some 13,000
measuring points are collected.

For Siemens and the Meyer Werft (Meyer shipyard) from
Papenburg, Germany, where the ship is being constructed,
all this is not overly exciting: the new cruise ship is already
the seventh AIDA ship equipped with Siemens technology.
Among them is the AIDA diva, which was named in 2007
(photo). The smoothly running luxury at sea is a matter of
course for the passengers. Because they do not know how
much effort, high-tech, and innovation are needed for it.
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Remote maintenance of memorials

A memorial site for the victims of the terrorist
attack on the World Trade Center ten years ago
was inaugurated in New York on September 11,
2011. The monument features two huge foun-
tains with a capacity of 2.3 million liters of
water each. Every minute, 120,000 liters

have to be pumped and 23,000 filtered. This is
made possible by the controller-solution Simatic
S7-300 with added features. With sensors, water
quality and weather conditions can be moni-
tored at all times to ensure the optimal opera-
tion of the fountains via the Internet from the
headquarters of the manufacturer Delta Foun-
tains, located in Florida some 1,500 km away.
This feature alone leads to savings in mainte-
nance costs of up to 200,000 US dollars a year.
Additionally, significant amounts of energy are
saved.

Producing steam in order to dry paper con-
sumes a large amount of the energy required
for paper production. Siemens’ automation
software Sipaper APC (Advanced Process Con-
trol) DrySec helps to lower the energy demand
by dosing the steam depending on the papers’
thickness and density. The system calculates the
optimal values for the drying process based on
these parameters and adapts them to the pro-
cess. In a pilot project, Rhein Papier GmbH in
Hiirth near Cologne, Germany, was able to lower
their steam consumption for drying by more
than three percent and to reduce energy costs
and CO, emissions accordingly. Additionally,
Sipaper APC Drysec calculates process variables

that are not monitored, such as humidity and
temperature of the paper webs. This enables the
localization of errors in the process at an early
stage.

The world’s first hybrid plane with an electric motor

In cooperation with partners, Siemens has devel-
oped the world’s first plane with a serial hybrid
electric motor. The motor glider “DA36 E-Star”
is still in the testing stage. The technology is

meant to be used in large aircraft in the future.
It is projected to save 25 percent of fuel and
emissions compared to today’s most efficient
technologies. The plane uses a serial hybrid
electric motor as integrated power train. A
Siemens electric motor drives the propeller.

A small Wankel engine with connected genera-
tor provides power. As the combustion motor
always runs evenly and on low power, fuel con-
sumption is very low. During start and climbing
stage a battery system from EADS provides addi-
tional power. The battery is recharged in cruis-
ing flight. An inverter from Siemens provides
the electric motor with energy from battery and
generator.



China Central Television (CCTV), Financial
Times, and Roland Berger Strategy Consultants
have awarded the “Best Company Award in
Green Competitiveness 2011” to Siemens China.
This prize for multinational companies contrib-
uting to the economic development of China
was awarded in the framework of the Best For-
eign Business Ranking during the World Eco-
nomic Forum in Davos.

Siemens was honored with this distinction in
recognition of its contribution to a sustainable
Chinese economy and society for the second
time running. In 2010, for instance, Siemens
commissioned the world’s highest-performing
High Voltage Direct Current (HVDC) line. It con-
nects the provinces of Yunnan and Guangdong

Industry Journal | 02 | 2011 | Spotlight 09

over a distance of 1,400 kilometers. The HVDC
connection enables a highly energy-efficient
transmission of power, saving 30 megatons of
CO, emissions a year.

Software from production plants prevents flooding

Siemens Corporate Technology Russia is cooper-
ating with partners in the framework of the

European research project UrbanFlood to develop
a condition-monitoring technology for the early
localization of dangerous damages to dykes. In
future, the stability of these protecting walls is
meant to be closely monitored with sensors.
Software is able to predict dangerous situations
based on these measurements in order to imple-
ment actions. For this research project, Siemens
experts are employing software originally meant
for the monitoring of production plants, which

is now adapted to the characteristics of dykes.
They use research dykes, which are destroyed in
different ways. Based on the flooding catastro-
phe in New Orleans, USA, in 2005, an experiment
simulated water causing a tunnel in the dyke, for
instance. At the moment a two-year trial period is
under way in Eemshaven, Netherlands. Here, the
software learns under realistic circumstances to
interpret the measurement data correctly.

Siemens software solution High Definition
Product Lifecycle Management (HD-PLM) is a
recently introduced product that enables deci-
sion makers to take better and more efficient
decisions during a product’s lifecycle. HD-PLM
has been developed to transfer large, distrib-
uted, and heterogeneous collections of data
into knowledge. Intuitive, visual presentation
of product data from various sources can be
presented in a customized format. They enable
users to understand information better and to
classify the meaning of data faster.




Dissimilar siblings

Whether it is in Asia, the U.S., or Europe and whether it is the production of plas-
tics, cars, or beer - similar trends are emerging in every field of industry: higher
flexibility and productivity, fiercer competition especially from and in the emerg-
ing countries, more sustainability. But apart from these basic similarities, the
outlooks, challenges, and success factors differ greatly. The Industry Journal takes
a look at five leading vertical markets: automotive, food, mechanical engineering,

chemicals, as well as pulp and paper.



The global economy is undergoing radical change: Many
industries note a solid growth. It just does not take place
on the traditional Western markets in many cases, but
mainly in Asia, Latin America, and Russia. Massive geo-
economic and geo-political shifts are the result.

Further challenges for businesses are the globally soaring
prices for energy and raw materials, an increasingly fierce
competition, and rising demand for new and customized
products, and sustainable production methods.

The formula for success for the manufacturers of both
capital and consumer goods is maximum flexibility, in-
creased productivity, and higher efficiency in all areas.
For this, they need cutting-edge production plants as well
as excellent engineering and automation software. It is
the only way to achieve customized, holistic solutions.
Because the software enables the parallel flow of product
and production planning - for higher efficiency and short-
er development cycles.

The days of horizontal markets, in which standardized
products were sold to businesses in various industries,

seem to be at their end in the industrial business.

An era of vertical markets begins, in which international
businesses, such as Siemens, focus on individual areas -
just as highly specialized niche suppliers have always done.

Unlike these specialists, corporate companies can meet
the individual demand of their customers at all stages and
apply best practice examples from other industries. This
approach demands an uncompromising customer focus,
the reduction of interfaces through personal responsibil-
ity for industries on the supplier side, an industry exper-
tise that is far above average, process know-how in great
detail, as well as a marked service mentality.

More and more often, suppliers try to put themselves in
their customers’ shoes, asking themselves how they could
actively contribute to a higher product variety and flexibil-
ity of their customers, instead of simply reacting to their
requests. Corporate companies with international pres-
ence, but also excellent specialists, will probably have the
greatest success in times of vertical markets. For medium-
sized and highly diversified suppliers, times will probably
get tough.
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Automotive: Industry in motion

The automotive industry is booming and will radically realign itself in the next few

years. New markets are emerging in Asia. Time-to-market, flexibility in production,

energy as well as cost efficiency, and not least e-mobility will decide about success.

Impressive 71 million cars were produced
around the world in 2010 - 25 percent more
than in the previous year and way more than
were expected. Experts predict sales of 75 mil-
lion cars for this year, and the auditing company
PricewaterhouseCoopers prognosticates 83 mil-
lion sold units for 2012.

The automotive industry is doing well again after its
dramatic slump in 2009. Since then, the production
of cars rose by 24 percent, the one of utility vehicles
even by 32 percent. The growth rates are predicted
to be an average 5.5 percent per year until 2017.

Important drivers of this growth will mainly

be China, India, and Russia, but also Southeast
Asian states. The number of car owners is ris-
ing by more than 35 percent each year in China
alone. Alongside them, expanding markets are
developing in Thailand, Indonesia, and Malaysia,
where production capacities are on the increase,
too. As the average purchasing power in those
countries is considerably below the one in West-
ern industrial nations, a global trend towards
comparatively small and affordable models is on
the rise. But in Western countries, the demand
for affordable vehicles will rise, too.

The speed of innovation increases as well, and so
does the demand for customization. Mathemati-
cally, there are billions of options of ordering
due to the many equipment variations for one
car. Such variety demands increasingly complex
IT and production concepts for virtual engineer-
ing and digital plants. These are images of pro-

duction plants to be built. With them, produc-
tion processes can be simulated and procedures
optimized - to meet the increasingly stringent
regulations for energy efficiency, for example.

Car manufacturers have to rethink their tech-
nological positions, too: According to the study
“Automotive Landscape 2025” by Roland Berger
Strategy Consultants, one in ten new cars around
the world will run on electricity and 30 percent
will have a hybrid drive in 2025.

Even if traditional car manufacturers continue to
have a dominant role - one in six cars produced
globally wore the brand sign of a German group
in 2010 - a strong competition is developing,
especially in China, Korea, and India. A lot of

the local manufacturers do not only look at the
regional markets any more, but increasingly at
Western ones as well — with the target of meet-
ing the high European and American standards.

The trend towards globalization has reached all
manufacturers by now. New plants and produc-
tion facilities are built mainly where the highest
market potential lies. More than 30 new produc-
tion facilities in the Asia-Pacific region will take
up operation by 2017. Siemens as a global part-
ner provides products, systems, engineering,
solutions, and services for infrastructure as well
as automation and drive technology. The digital
plant plays an important role in this as a key
technology. With a continuous PLM platform,
Siemens is leader here as well (compare box:
“Flexible production plants”).



Flexible production plants

Siemens reacted with its industry-leading Product Lifecycle
Management (PLM) range to the increasing time and cost
pressure in the automotive industry. With it, the gap between
product development and production of a car is closed. Digital
engineering and the planning of the production in the digital
plant become reality — from importing data generated in the
planning stage to projecting the automation solution and all
the way to the use in the operating plant. This means that
production processes can be simulated cost-efficiently and
flexibly, for instance, or that production plants can be virtu-
ally commissioned. The result: New models can be brought to

market in shorter time, with a higher degree of customization,

and more profitable than before.

Flexible production facilities are virtually planned and
analyzed with the help of PLM solutions in the framework
of the digital plant. This shortens the time to market.
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Food & Beverage:

Turnover and variety are increasing

Strong and reliable market development as well as an increase in product variety with

the costs for raw materials and energy rising at the same time - the industry is in a chal-

lenging area of tension.

The representatives of the food & beverage
industry (F & B) are enjoying the industry’s
dynamic growth. The market is growing very
stable, which is uncommon in markets today

(cf. bottom right chart). The main reason for this

Especially manufacturers with global presence
have to produce the larger part of their products
with locally available raw materials. It is a matter
of course that those materials have to be afford-
able and therefore suitable for competitive use,

is the risen demand in the BRIC states and in
many emerging countries in Asia that is caused
by a higher level of income.

as well as being in accordance with high interna-
tional standards of quality and security.

A special focus lies on the use of water and en-
ergy. Because on the one hand, the costs for both
of them are rising and due to the fierce competi-

The remarkable successes in this area form a
contrast to the equally significant challenges.

Food & Beverage -
Close to Piedras Negras, a Mexican city near the Texan bor- - f v
der (USA), the Mexican beverages producer Grupo Modelo is - = e —
building the world’s largest brewery. The company has some

40,000 employees and its most popular brand is the beer

Corona. The new mega-plant is to produce some 30 million

hectoliters of beer per year in its final stage of development.

Siemens supplies the standardization concept OPL (Optimized

Packaging Line) to the manufacturers of the bottling and

packaging lines. It comprises most notably the standardizing

of interfaces and hardware components. This saves costs,

because the spare parts demand and the training efforts for

employees, for instance, are decreasing. In addition to that,

the solution simplifies fault diagnostics and maintenance. And

due to the standardization, the concept can be effortlessly mi-

grated to other parts of the plant. Grupo Modelo plans to use

the OPL concept in other stages of the development as well.

The soft drinks manufacturer PepsiCo has made comparably

good experiences with it for some time.

Optimized Package Line (OPL) from Siemens ensures a
comprehensive automation of packaging lines.




tion, additional costs cannot be passed on to the
customer in form of higher prices. On the other
hand, most leading companies feel duty-bound to
their own ambitious targets for minimizing the
consumption of water and energy. The interest in
Siemens’ solutions that reduce the energy con-
sumed by up to 30 percent and in systems for wa-
ter reclamation that enable the reuse of up to 100
percent of the wastewater is accordingly high.

Some other challenges are the quickly changing
demands of consumers, trends, and local char-
acteristics. A lot of food and beverage companies
manage the balancing act between diversification
and higher returns increasingly well. Thanks to
innovative production processes, they have saved
up to one-third of their costs lately and unleashed
additional potentials for revenue with it.

Increased flexibility and fast variations in
production are enabled by the use of modern
industrial software, in particular. There are
high-performance engineering applications,
such as the Totally Integrated Automation Portal
(TIA Portal). With this software, new production
processes can be engineered 30 percent faster.
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The use of Manufacturing Execution Systems
(MES) has increased in businesses since roughly
a decade. They support the identification of op-
timization potentials. Finally, product lifecycle
software solutions, such as Tecnomatix, Comos,
and Teamcenter, enable a 20 percent shorter
time to market.

The megatrends urbanization and demographic
change also demand a change of traditional
views. On the one hand, the demand for food-
stuffs produced on an industrial scale has to

be satisfied and their security ensured. On the
other hand, eating habits are changing due to an
increase in the average age of the world popula-
tion and an inclination toward a healthy diet.

Demands as complex as that can be satisfied best
by food and beverage manufacturers with an in-
ternational presence. High flexibility and avail-
ability of goods, trendsetting logistics, as well as
sustainable and efficient actions are a prerequi-
site for rising turnovers and yields. Convenience
food and wellness products are said to be the
product ranges with the highest growth poten-
tial. m

Country/Region

North Amer.

Latin America

-

Europe,
Middle East

*calculated annual growth rate (in percent)
Basis: Euro

Source: ARC advisory group, F&B Study 2009
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Mechanical Engineering:
the action is in the East

The industry is increasingly headed toward growth. Booming markets and new

business models come into existence because of geo-economic and geo-political

shifts toward Asia - driven mostly by the development in China.

Western mechanical engineering companies
will have to pass an enormous test in years to
come. China is taking the offensive with con-
siderable verve. The speed of growth in the
People’s Republic is breathtaking: the turnover
of Chinese mechanical engineers grew by 64
percent to

343 billion Euros between 2007 and 2009. In
2010, the Chinese added another 40 percent
to this. The change in their share of the world
market was similarly impressive with its rise

from nine percent in 2007 to 25 percent in 2009.

Currently, the 15 largest mechanical engineer-
ing firms in China have an average turnover of
three billion Euros. Five years ago, the same
companies made an average 700 million Euros.
If their growth continues, they will reach an
average annual turnover of some ten billion
Euros in the next five years. This would place
them among the world’s largest mechanical en-
gineers.

Some 90 percent of China’s production is still
made up of large batches of comparatively
simple machines for the domestic market. But
this is going to change, especially because the
Chinese government fosters the strengthening
of the businesses’ innovative work. The inter-
national consulting company Oliver Wyman
expects the Chinese mechanical engineering
industry to expand into other emerging coun-
tries first. But after this, the triad markets USA,
Japan, and Europe are on the list.

The expansion is not expected before another
three to five years have passed, but the way is
already prepared. Experts on the sector expect
the Chinese to start strengthening their inter-
national activities first of all in the construc-
tion, mining, textile machinery, and shipbuild-
ing industries.

Not only China’s mechanical engineering com-
panies, but also their competitors from other
countries, profit from an upward trend in the
industry. Market researchers expect a global
production increase of approximately eight
percent for 2011. This development will be sus-
tained to a large part by the economic upturn of
the emerging countries.

The demand in these regions is mainly for
technically less advanced, low-maintenance
and affordable machines with a low degree of
automation. International mechanical engi-
neering companies are becoming increasingly
present in these countries in order to meet this
demand, as well as to react quickly and with
individual solutions to regional characteristics.
They massively develop their local presence
and business activities, including research and
development.

The industry is confronted with completely dif-
ferent challenges faced in the established West-
ern markets. Here, business models and strate-
gies are of less concern than technology. Higher
speed of innovation and ever-shortening devel-
opment cycles in high-tech markets demand
new, better, cheaper and faster development,

as well as production methods.

Therefore, production systems will merge in-
creasingly in the virtual and the real world. A
consistent, software-based design of automa-
tion, development and production is turning
into a key task. In addition, the importance of
a holistic view of the entire product lifecycle
including the assessment of total cost of owner-
ship increasingly shift into the focus of consid-
erations.
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Higher flexibility and efficiency High double-digit growth in many

Scalable products, innovative systems, holistic solutions and countries

comprehensive global services make Siemens the leading part-

ner of mechanical engineers around the world. The automa- Country Turnover 2010  Growth
tion and drive solutions fit every sector of industry. This holds (in € bn,
true for the printing machine industry, as well as for business-
es from the conveyor technology or the glass and wood pro-
cessing industries. It is applicable for crane, plastics, textile,
packaging and tool machine builders. One example from the
comprehensive range of products: with Mechatronics Concept
Designer, customer-specific requirements and simultaneous
multi-disciplinary development can be integrated in an innova-
tive simulation technology. Through this, weak points can be
found during the development stage and removed without
costly expenses in terms of time and money before produc-
tion commences. This helps to shorten development times, for
example, and optimizes the quality of mechanical and plant
engineering.

compared to
estimated) 2009 (in %)

Ew—

Japan

Mechatronics Concept Designer is based upon computer-game tech- Source: Eurostat, UN, VDMA, national statistics.
nology and helps to shorten development times by up to 20 percent.
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Chemicals: Stable growth

Chemicals worth 3.1 trillion Euros were produced globally in 2010 - a gargantuan

market. The generally optimistic industry is occupied with annual growth rates of

six percent, a regional shift of the world markets, rising costs of energy, and in-

creasing scarcity of resources.

Every crisis is a chance - businesses from the
chemical sector have impressively demonstrated
the truth of this saying from the Far East in
recent years: The Lehman crash with its conse-
quences had led to a new orientation of the field
of business — towards higher cost-efficiency and
flexibility. The auditing company Pricewater-
houseCoopers (PwC) conducted a global survey
among managing directors and chairpersons of

managing boards in early 2011. According to it,

nearly all businesses in chemical industries had
initiated extensive savings measures during the
crisis and strongly aligned their strategy toward
yield growth.

The time to reap what they have sown has now
come: After a slump in turnover of more than
six percent in 2009, it rose by a remarkable

Rubber in Singapore

The global Siemens network makes it possible to sup-
port customers around the world with decades of expe-
rience gathered in various companies of the business
and with holistic, individual solutions.

An example: The starting signal for building LANXESS'
new rubber plant in Singapore came in May 2010. The
world’s most advanced butyl rubber production plant
has a nominal capacity of 100,000 tons per year.
Siemens was asked to design, deliver, and commission
the process automation as well as the power distribution
for the production site on the basis of Simatic PCS 7.

The distributed control system enables the extremely
flexible reaction to changing demands of the market.
Integrated security concepts ensure the fault-free op-
eration of the plants and protect employees, machines,
and environment. The result: the plant availability in-
creases and the total cost of ownership decreases.

LANXESS employees during an inspection round on a
production plant for technical rubber.




23 percent in 2010. According to the PwC sur-
vey, some two-thirds of the company bosses said
that they were “very confident” to continually
increase their turnover until 2014 - experts pre-
dict an annual plus of some six percent.

The trend of a global market shift is obvious as
well: Even if 70 percent of the global turnovers
in chemicals are still made by the ten largest
chemicals-producing countries, the produc-
tion gradually shifts towards the emerging
countries. This is hardly a surprise: In China
alone, the consumption of chemicals rose by 23
percent from 2005 to 2010, in Brazil by 14, and
in India by 12 percent. Not only does the indus-
try note the strongest growth in the lower-cost
countries — strong new competitors and as many
plants as nowhere else in the world spring up
here.

But plant engineers still have a lot of work in
the USA and Europe, today’s leading chemicals
regions. Especially the stringent conditions
regarding environment, security, and energy
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demand the modernizing and retrofitting of ex-
isting production sites in those regions.

The field of business is facing great challenges

in spite of the generally good opportunities for
growth. The basic chemicals area (inorganics,
petrochemicals, and polymers), which generates
45 percent of the entire turnover of the chemical
sector, has had to fight price jumps and exchange
rate effects for years. Higher energy costs across
all fields of business as well as scarce natural
resources make the business difficult as well.
They compel businesses to invest in measures for
higher energy and resource efficiency.

The profitability of production plants has to be
increased throughout their entire life cycle. This
becomes increasingly possible with innovative
lifecycle management solutions. Such concepts
consider the time from commissioning to opera-
tion and all the way to the dismantling of the
plant as early as in the planning stage, and con-
tribute to the shortening of innovation cycles
and the increase of production flexibility.

Regional distribution of
chemicals consumption (in %)

46

Other
regions

South
America

North
America

Asial
Pacific

Western
Europe

Source: BASF

Global sales trend in the segments of the
chemical industry (in % compared to previous year)

Petro-
chemicals

Fine and Detergents/ Pharma-
specialty Body care ceuticals
chemicals

Inorganics Polymers

33

23

W 2009
-17 2010

Source: Chemdata International, VCI
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Pulp & Paper:

Good times in the east -
Bad times in the west

The traditional markets rely on consolidation, the emerging countries on expansion.

Manufacturers of paper and pulp around the world are occupied with energy efficiency,

rising raw material costs, and sustainable production methods.

The world of the pulp & paper industry is
divided: The manufacturers in Europe and
North America suffer from excess capacities
and declining demand in many regions. A lot of
smaller and, through this, comparatively ineffi-
cient plants have already had to shut down.

At the moment, a lot of companies in these re-
gions rely on consolidation, not on expansion.

The situation could not be more different in
South America and Asia. A whole lot of modern
high-performance plants are built here at the
moment to meet the rising local demand.

The industry produced more than 370 million
tons of paper and pulp in 2009. Market observ-
ers estimate that the production will amount

to 453 million tons in 2014. It consists mostly
of cardboard and packaging paper (171 million
tons), graphic papers (152 million tons), other
paper and cardboard varieties (96 million), as
well as tissue and sanitary products (34 mil-
lion). The demand is projected to increase by an
average 2.4 percent every year until 2020.

However, production and consumption have
always developed differently depending on the
region. Whereas an Indonesian consumes only an
average 20 kilograms of paper annually, it is more
than twelve times this amount in Germany at a
per capita consumption of 250 kilograms. Only
Finland and the leader USA use more than that.

The segments do not develop in parallel, too:
Cardboard and packaging papers have been
important drivers of turnover lately, as was the

tissue and sanitary segment. This trend will
probably continue. The reason is the economic
growth of the BRIC states, on the one hand.

On the other hand, the positive global economic
outlook speaks for an increase in demand on
both sectors. It looks entirely different for
graphic papers: Internet, digital cameras, and
e-books contribute to noticeable declines in
photo, catalogue, and newspaper papers.

The industry is facing a geographical change

as well: About the third part of its production
capacities are still in Europe. In the ranking of
nations, China is leader as an individual country
in front of the USA, Japan, and Germany. But
South American and Asian states such as Brazil
and Indonesia increasingly discover expansion-
oriented business opportunities in Pulp & Paper,
so that the markets will probably note a new re-
gional distribution in the medium term.

This promises interesting orders for the manu-
facturers of corresponding production plants.
In the classical markets, it will be less about
new plants and the extension of capacities, but
rather about modernization and services.

Either way, the sector is fighting one common
problem around the world: The constantly and
further rising energy and raw material prices
weigh heavily on the margins. Apart from that,
increasingly stringent environmental regula-
tions demand innovative and efficient solutions.
It is more and more about intelligent processes
for water and wastewater treatment, for in-
stance, or about refuse recycling or disposal.
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Lower water and energy consumption

Albert Kdhler GmbH & Co. KG from Gengenbach in the Ger-
man state Baden-Wirttemberg produces 40,000 tons of high-
quality cardboards every year. The wastewater treatment takes
place in the world’s first membrane bioreactor plant with sub-
sequent reverse osmosis. The solution for energy efficiency,
emission control, and water management was developed and
implemented by Siemens and has led to noticeable savings
and optimizations. The overall concept is considered a bench-
mark by the international paper industry.

The cardboard manufacturer can not only reuse the largest
part of its process water and reduce its wastewater volume

by 90 percent. The energy costs decreased by some 140,000
Euros a year — and with them the CO, emissions by some 800
tons annually. The noticeably lower demand for process steam
contributes to this, for instance. The machine and plant tech-
nology is placed in containers and can therefore be commis- Albert Kohler's wastewater treatment plant can recycle nearly the
sioned without great assembly efforts. entire process water of the business.

The largest producers and consumers of the world (data in %, 2009)

42 A4

Asia Confederation Rest of Europe North America Latin America Other
of European regions
Paper Industries

Source: CPI, RISI
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Quo vadis, automation services?

The industrial landscape is changing, and the pressure,on miantifacturers to

increase both productivity and flexibility grows. This aTso éhar; s the role of
shle

external service providers. Dirk Hoke, CEO Customer Seﬁﬁce%DiVision, Siemens

Industry Sector, and Valentijn de Leeuw, Director of Consuilting at ARC Advisory
L

Group, recently discussed the future of automation service ngviders.
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Dirk Hoke, CEO Customer Services Division, Siemens Industry Sector

Dirk Hoke (42) is CEO of Siemens Industry’s new Division Customer Services, which was established on October 1,
2011. Before that, the mechanical engineer was head of the Siemens Division Industry Solutions.

Hoke came from the car manufacturer Renault in Paris to Siemens in Erlangen 15 years ago. He has worked for the
company in many regions and business fields. Among them, the former Transportation Systems Group in the United
States, Argentina, Germany, and Austria, as well as the leadership of Siemens Transportation Systems Group in China.
Hoke was appointed CEO of the Siemens Cluster Western & Central Africa in 2008. From 2009 onwards, he was head
of the Siemens Cluster Africa, which encompasses more than 50 countries.
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H “As the automation market
emerges from the recession,
external automation services will
lead the way in growth.”

Valentijn de Leeuw: We expect that the growth
in supplier-provided automation services will
be significantly higher than the average sales of
automation product solutions and services. ARC
predicts that services will grow by around eight
percent over the next five years - compared

to six percent in other products and solutions
within the automation-related business. These
figures include value-added services, for which
we see significant potential.

In January, Siemens started a project called
“Growth in Vertical Markets and Services.” What
have you done so far?

Dirk Hoke: The project led to setting up our
Customer Services Division which went into
operation on October 1 (see page 27). That in-
cluded the challenging part of involving and
gaining buying-in from our people, some of
whom are joining us from other service units,
such as from our Divisions Industry Automation
(TA) and Drive Technologies (DT). Within the
project, we have put a strong focus on communi-
cation and telling people about the advantages
and benefits this has for them as well.

de Leeuw: It’s vital to consider the people aspects.
Doing this the right way can lead to a successful
quickstart. I strongly encourage you to continue
this approach.

H “Automation suppliers can provide
users with the resources needed
for new projects, to optimize
assets, and for operations

management.”

If these assets are becoming increasingly im-
portant — why shouldn’t multinationals be able
or willing to build up their own resources?

Hoke: You can’t innovate and be a leader in all
domains. We all do best if we stick to our core
competencies. Our customers’ core competen-
cies are in production, ours are in industrial
automation. This means that Siemens has the
resources to invest in Research and Develop-
ment and be ahead of the crowd. We also have
the skills and resources our customers need.

de Leeuw: There are multinationals, however, that
consider automation services to be a core compe-
tence and capability. But a huge and increasing
majority see their core competence in manu-
facturing. They have a global understanding of
automation, but will go shopping for providers
that can deliver what they need.

How about other advantages — apart from reduc-
ing project-related costs?

de Leeuw: The key finding of our survey is that
companies want to outsource to extend their
internal resources; they want to be fast and agile,
as well as to reduce their costs.

Hoke: During the financial crisis, manufacturers
with an effective outsourcing strategy had a huge
competitive advantage because they only paid for
what they really needed — which often was less
than before. And as nobody knew when the reces-
sion would end, it was important to delay Capex,
which is easier to do with outsourced services.

de Leeuw: And the providers benefit from collabo-
ration and specialization as well. They can afford
specialists that focus on one specific item only
and can deploy resources just when needed. Plus,
they can maintain skills that are used every day -
which can reduce costs for their customers as well.

What about training? End users seem to have a
high demand for this.

Hoke: We have been offering both online and
classroom training for years and we will strength-
en this service regarding automation. There will
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be new training centers for customers - and for our
own people as well. We will have a certified service
education so that - at a certain level - we can en-
sure our people have the same competencies.

“Operations management and
maintenance have the largest
impact on lifecycle costs.”

de Leeuw: The system-to-lifecycle cost ratio
depends on the type and useful lifespan of the
products. But in general, the lifecycle cost and
value is a multiple of the system and installa-
tion cost. So during a product’s lifecycle there
is a multiple of the potential of the pure system
purchase, like maintenance, modernization,
remote monitoring, and so on.

Hoke: That is why we pay so much attention to
covering the whole lifecycle, including the up-
grades, spare part services, software updates, and
many other possibilities, for expanding the life-
time of a product and to offer replacement when
the end of the lifetime approaches.

de Leeuw: People do not differentiate between
the cost and the value aspect quite often. If the
customers make sure that the equipment is well
maintained, they can reduce wear and break-
downs, and thus total costs. The other aspect,
though, is to optimize the value that the system
delivers.

We know that the manufacturing equipment
changes over time. Pumps, compressors, and
other processing equipment are being replaced.
If the associated automation strategy and struc-
ture are not constantly adapted, the system loses
value since it no longer delivers what it was ini-
tially designed to deliver. Control strategies must
be updated and control loops retuned to readapt
the automation solution to the new plant situa-
tion. If users don’t do these things properly and
frequently, the system will lose its total value
within five years or so.

Hoke: Obviously, each case is different. In the
end, it is all about capital efficiency. What is

the best way to run a competitive system? The
answer to this always requires a thorough
analysis, which we can offer.

de Leeuw: Definitely - trust will be a key aspect.
Why should a manufacturer believe that paid ser-
vices would be profitable for him? Suppliers have
to answer this question quickly - perhaps, even
before it is asked. In the next phase, supplier and
manufacturer will have to become interdepen-
dent. The objective must be to go beyond the tra-
ditional client-provider relationship. You can com-
pare that to a bakery where you used to buy bread
every day - and that was that. Now you grow the
wheat yourself and deliver it to the bakery before
you buy the bread - made out of your own wheat.
So suddenly, you both depend on each other to do
business. That changes everything in your rela-
tionship. Production secrets and key information
equal the wheat; services are the bread. In fine
chemistry or pharmaceuticals, in particular, shar-
ing this type of proprietary information requires
an extremely large amount of trust.

Hoke: Therefore, we have to address new business
models as well. These are mainly performance-
based contracts. If we look at energy efficiency
topics, for instance, the fastest way to convince a
customer is for the supplier to assume all risks by
getting paid only out of the savings.

de Leeuw: But still there must be measures that
protect the user’s intellectual property and
knowledge. Probably, we have to work out ways to
get access to the system information without hav-
ing access to the production information. And,
Mr. Hoke, don’t you find your customers to be
reluctant since they are afraid their costs will rise
over time?

Hoke: That would only happen if we couldn’t
guarantee cost transparency between invest-
ments and returns. That is a matter of standard-
ization as well. We will offer service as a product
that has repeatable solutions that can be priced
and measured easily.
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Hoke: That is a big opportunity for us, as we can
deliver what multinationals need on a global ba-
sis with uniform quality. Our customers can rely
on service stability - which they might not feel
safe about with smaller suppliers.

“There is a lack of automation
skills and expertise within the
manufacturing companies.”

Hoke: More experts are needed globally than

ever before. Even in emerging countries like

China there are not enough skilled graduates
to supply the needs of the industries. And in

mature countries, many experts have simply

retired. So the problem will even increase.

de Leeuw: In response, the industry in the UK
started sponsoring a curriculum for a Master’s
degree in process automation, provided by a few
universities. Employees can study while still be-
ing paid by their companies.

Hoke: And we have established cooperations
with many of the best universities worldwide.
Additionally, we are building up a service acad-
emy in conjunction with a German university
that will offer a complete curriculum on services
and, ultimately, a Master’s degree.

de Leeuw: Collaborate with and use the resources
of service providers. For many manufacturers,
outsourcing non-core activities seems to be the
far smarter way than doing it themselves.

Hoke: This is a global trend. Even in China, big
customers are opening up to outsourced ser-
vices. About five years ago, this was unthinkable.

de Leeuw: But meanwhile they have to think more
and more about profitability as wages go up, lev-
eling out their previous advantage in this area.

“Suppliers can add value to out- i
sourced maintenance functions
by providing metrics for overall
equipment effectiveness.”

Hoke: True. Take energy efficiency topics, for ex-
ample. These are not only about automation but
about the factory as a whole — which includes
air conditioning, waste and water management,
and so on. In this area, the benefits of services
are easily measurable if you compare energy
consumption. Other key performance indicators
that could be discussed with customers might
be reducing downtime and guaranteeing up-
time, as well as improving meantime between
failures, for example.

de Leeuw: Or the percentage of scheduled and un-
scheduled m