EWA Chemical Industry in China Webinar

COVID-19 Has Changed The Business Environment - But The Pre-Existing Challenges Remain
“Combatting Pre-COVID Challenges in a Post-COVID Environment”
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e A leading provider of commercial, operational & risk management solutions and detailed

implementation to western companies competing in the ever-changing China, Asia, Mexico & Central
Eastern European markets

e Founded in 2005, with executives in China, Asia, Mexico & Central Eastern Europe

e All EWA executives have held senior management positions with P&L responsibilities for western

MNCs, including Briggs & Stratton (NYSE: BGG), Bechtel Group, Fluor Corporation and Littelfuse, Inc.
(NASDAQ: LFUS)

e Extensive experience in numerous key industries:

Automotive General Manufacturing Durable Goods

Metal Fabrication Consumer Goods Filtration & Separation
Chemicals Packaging Electronics
Semiconductors Food & Beverage Medical Devices
Specialty Metals Laboratory Equipment Food Technology

Energy & Natural Gas Industrial Textile & Apparel Costings & Building Materials
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EWA Core Areas of Service

Manufacturing
Footprint
Optimization

Strategic Business
Planning

Supply Chain Performance
Optimization Improvement

HR & Executive | Business

Risk Management M&A Due Diligence Research Services

Recruiting Assessment
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ALEX BRYANT DAN MCLEOD Jay Hoenig
Founder & President Director Director
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Challenges Facing International Chemical Companies in China .

Before COVID-19, western chemical companies in China were fighting a 2-front battle:

GOVERNMENT  MARKET
. INITIATED | 7' DRIVEN
o Western Chemical _
Combatting ‘Companies Operating - Slowing
Industrial Pollution «in.China- -, - ‘Chinese Economy
Industry Consolidation | Increased
| -. - Local Competition
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Challenges and Opportunities

. . . China's chemical-market growth has |
No Of Ch|nese Chem|ca| Compan|es slowed as the country’s GDP growth has ;
decelerated, and the trend is projected

| to continue.

| China's chemical-market growth and GDF growth g
| compared, %6

Cheamical-market growth

10
GDP growth -
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Slowing economy and regulatory pressures driving consolidation .

Te el operie nit e Al s
ion; Citigroup; Deutsche Bank; Economist Intelligenca Linit Soldm
tarkit: JPMorgan Chase; Merrill Lynchs USS; World

2011 2012 2013 2014 2015 2016 2017 2018

China’s Jiangsu Province cracks down on chemical industry

New regulations aim to shift to lower-polluting, higher-value manufacturing Push Towards Relocation of

Chemical Production May
Open up Opportunities for

Acquisitions
CHEManager Dec 2019

Chemical and Engineering News May 2020

Chemical Multinationals Must Stop Cutting Corners in Sourcing:
Report on China Blast Reuters 2020
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The profound shift in ways of being and industry paths requires chemical companies to rethink their strategies and re-evaluate
their current portfolios. Ample availability of capital for large public companies and private equity -- coupled with the need to
establish redundancies in their global supply chain amid geopolitical uncertainties -- could also drive an increased level of deal
activity in 2021. PwC Dec ‘20

Sectors with expected high M&A activity

5 Low Diversified chemicals Plastics processing SR A
E / Petro chemicals Co?ntmhgijitv Fertizers . Wlth HE Clear ex,t Strategy Of the
/ o . Pints & coatings pandemic, those who can best manage
2 ’ ‘ change will survive, thrive, and drive
3 Oth ialt AL TR .
2 Nutrton & care _ e“ga ! robust M&A activities in 2021.”
/
Plastics mar{ufacturing
(excl. PE/PP) Agricultural chemicals
— Industrial gases
High
Low High
@ Corresponds to potential transaction value Average calulated takeover probability
Number of potential transactions . High . Medium Low
EY Oct ‘20
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Challenges Facing International Chemical Companies in China .

Before COVID-19, western chemical companies in China were fighting a 2-front battle:
S MARKET
it DRIVEN ~

Slowmg |
“Chmese Economy

- Increased
Local Competltlon
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The Impact of Government Initiatives
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Minimizing the Risk of a Supplier Shutdown
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Supplier Development
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Correcting Supplier Risks
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Minimizing the Risk of a Supplier Shutdown
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Supplier Replacement Actions
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Challenges Facing International Chemical Companies in China -

Before COVID-19, western chemical companies in China were fighting a 2-front battle:
£ MARKET - -
DRIVEN ~

Slowmg |
“Chmese Economy

- Increased
Local Competltlon
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The Impact of Government Initiatives
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Pro-Actively Reducing Risk of Factory Shutdown
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Correcting Company Internal Risks
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Minimizing Impact to Customers from a Temporary Shutdown

2-3 Months

2-4 Months

TEERE Y AR S NORL Ly TN S R TR T L e S e e S R R o R e e T L P TTE R i R TR RO LA TR DR T T L e S

Pre-qualification can substantially shorten your response time
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Summary: Reducing Disruption Impact

2-4 Months 2-4 Months

T

e —
Ql Q2 Q3 Q4 QS5 Q6 Q7 Qs
Site Selection 5
Permits .
Design _
Equipment Procurement -
Construction '
StartUp ﬁ
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Challenges Facing International Chemical Companies in China y

Before COVID-19, western chemical companies in China were fighting a 2-front battle:

~ GOVERNMENT
~ INITIATED
 Combatting
- Industrial PoI_Iuﬂon

Industry Consolidation

N
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Maximizing Competitiveness
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Growth Development - Identifying Opportunities

®
ea St *We St Driving Company Growth in China, Asia, Mexico & CEE

associates



East West Associates Confidential

24

Growth Development - 1dentifying New Opportunities
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Maximizing Competitiveness
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Maximizing Competitiveness — Cost and Efficiency %
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Maximizing Competitiveness: Operational Assessment
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Maximizing Competitiveness: Organizational Assessment
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Maximizing Competitiveness: Manufacturing Footprint Assessment
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Maximizing Competitiveness: Supply Chain Assessment
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Case Studies
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Background
« A global fine chemical company with sales & manufacturing operations in all major world markets

« Well-established operations in China, with a manufacturing facility located in the Pearl River Delta Region dating from the
early 2000s and a network of satellite product distribution"warehouses across other regions of China

. !EWIA c\II\_las engaged to provide an overall assessment and development of a country operations strategy
including

 Potential impact of increased regulatory scrutiny over chemical manufacturing operations, and mitigation strategy
 Major shifts in location of both customer and supplier bases

Assessment
« Client’s factory was in a general-purpose industrial zone and therefore at risk of shutdown or relocation

. Sugyslier and Customer base had migrated from South China to East China since operations were established in the 90’s....only
25% of business was now located in the south. This resulted in increased freight costs and higher inventories.

« Future growth would be constrained by capacity of existing facility, with little space available to expand

. 'COECILtIdC(:ar?' that best option to maintain continuity of operations and allow for expansion was a relocation to a chemical zone
in East China.
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EWA was engaged to
» Identify an optimized manufacturing and distribution site

« Provide project management support for the new site design
Site Selection

e Based on customer/distribution and supplier location analysis, EWA focused on potential locations in the Yangzi River
Delta Region (YRD).

e Search criteria was focused on:
e National Level Chemical Industry Parks
e Availability and cost of land use rights

Available investment incentives

Reputation of each zone as being supportive and professionally managed

Verification of specific properties as being authorized for relevant chemical production (e.g. Class A chemistry)

Optimized location for customer and supplier logistics, availability and cost of labor and utilities

®
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Results

 Identified and procured suitable property, in an established chemical zone, in the YRD region

« Negotiated incentive package valued in excess of $2.2M

« Proximity to customers and suppliers would reduce freight and warehousing costs by $.5M annually
 Estimated inventory reduction of $1M

 Projected operating cost savings (utilities, labor, environmental) of $0.8M annually
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Logistics Optimization in China

Background

¢ Client was specialty chemicals manufacturer operating a single site in China.

o Despite very high inventory levels, on-time delivery performance was poor and nearly 60% of shipments required expedited
freight at increased cost.

e Multiple warehouses were set up across the country, increasing costs and inventories

e EWA was engaged to evaluate logistics and inventory management processes and develop an improvement plan.

Assessment

» Based on current state analysis of the logistics and fulfillment processes in China, EWA developed and presented the following
recommendations:

« Consolidate carriers to improve negotiating leverage and setting of carrier performance management metrics
» More than 50 carriers were used....none had comprehensive service agreements

« Transition from manual planning processes
» Planning processes excessively people-dependent rather than system-dependent

« Redesign organization to align supply chain functions under a single leader
» Organization structure siloed without shared kpi’s
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Logistics Optimization in China

Implementation

e Logistics Management
e An RFQ for outbound logistics services was developed and a primary carrier was chosen to handle 80+% of the outbound
loads
e Contract included kpi’s, performance expectations
e Organization Design
e Organization model developed and key professionals with required skill sets were recruited
e EWA assigned an interim supply chain manager to start the transition
e Planning Processes
e Forecasting, inventory management, and production planning processes were redesigned
e KPI's were set and training in new systems conducted

Results

e Freight & Warehousing cost savings: $0.3M (annually)

e Expedited Orders Reduced from 57% to 14%
e On Time Deliveries: Improved from 60% to 92%
e Inventory reduction: $1.9M

e Results achieved in 9 months
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Make vs. Buy: Contract Manufacturing in China

Background

¢ Client was a specialty chemicals company operating multiple sites in China. In addition to domestic production, roughly 25% of
China revenue was generated from imported products.

e An imported product line had been growing 20% CAGR, to nearly $10M annually. Supporting the growth with long lead times was
becoming challenging

¢ Introduction of tariffs was making the product much less profitable

e EWA was engaged to evaluate options for localizing production in China and developing a plan to transition to domestic supply.

Assessment

« EWA conducted a Make-vs-Buy analysis, comparing in-house production at one of multiple sites to out-sourcing the production

« As part of this, EWA estimated capital costs, expense, and timing to start manufacturing in-house.

» It was determined that capital costs for in-house were prohibitive and working through a contract manufacturer would minimize
both capital and the time to start producing.
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Make vs. Buy: Contract Manufacturing in China

Implementation

e EWA was engaged to identify and qualify a suitable contract manufacturer that met the client requirements for:

Quality?TechnicaI Competence

IP Protection

Adequate Safety and Environmental processes

Proximity to major customers

Minimal capital investment

Ease of Doing Business/experience with multinational customers

e An E\bNA Sourcing specialist identified suppliers for the raw materials, focusing on companies with manufacturing or warehousing
nearby

e EWA provided a Project Manager to supﬁort developing contracts/commercial terms, technology transfer from the client to the
contract manufacturer, and start up at the contractor facility

Results

¢ Minimized Capital Cost Saved $2.1M

o Cost Savings $1.3M annually
e Inventory Reduction $1.1M

e Transitioned to domestic supply in 4 months
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Supplier Performance Improvement

Background

« Client was a publicly-traded leader in the FMCG industry
» An acquisition target included a Chinese subsidiary that was sourcing proprietary ingredients from the US and contracting

with 3 local suppliers for processing, packaging, and distribution of a key product. Production required adherence to GMP
practices.

« EWA was engaged in two phases:
1. Supplier due diligence of the agent and suppliers

2. Post acquisition, implement parent company Standard Operating Procedures, Business Ethics and Code of Conduct, and
establish continuous improvement processes through the supply chain

Assessment

« The EWA Assessment highlighted a number of deficiencies:

Weak Quality Control and Supply Chain Processes to ensure the ingredients sent to China were actually used in production
Weak systems for monitoring and controlling shelf life, rotation and heat history of the ingredients

Possibility of questionable relations between the agent and Chinese Customs officials

Irregularities in legal compliance by the Chinese suppliers

Failure of Quality Control measures in the Chinese suppliers, including non-use of available ‘Clean Rooms’
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Supplier Performance Improvement

Implementation

e Counselled Client regarding need for continuous interactions with agent and suppliers.

* Provided ethics and business practice training to key agents and suppliers

Developed and trained staff in Standard Operating Procedures (SOP’s) covering entry and exit of the “clean rooms”, handling
incoming raw materials, scrap disposal, sterile uniforms, hand washing etc.

Initiated a Statistical Process Control (SPC) program for suppliers to improve throughput and first-pass quality

Results

 After 12 months the focus on developing and implementing continuous improvement resulted in:

« “Above average” ratings of for all suppliers

 Suppliers routinely audited their performance on key indicators and reporting them to the agent and parent company as
evidence of improvement

« Measurement and SPC programs increased throughput 30% from the preliminary baseline and reduced instances of
contamination by over 50%

« Overall, first pass quality measures up 43%

« Reducing waste and spoilage created product cost savings of 15% or $3.2 million
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Finding the Right Approach

Combatting the challenges

faced by the Chemical

Industry in China often High
requires a mix of short term

Improvements and long term,

structural changes.

Impact on
EWA welcomes the Earnings
opportunity to meet with you
to discuss approaches that
could apply to your particular
situation in China
Low

easty€west

associates

Organization
Development

New Suppliers

Fast
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M&A

Restructuring

Customer Base Footprint
Expansion Optimization

Process Improvement

Logistics
Optimization

. Slow
Time to Impact
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Contact Information

For further information as to how East West Associates can improve your business,
please contact:

Alex Bryant Daniel J. McLeod

President Director—Chemical Practice
Charlotte, NC, USA Shanghai, PRC and USA
abryant@eastwestassoc.com  dmcleod@eastwestassoc.com
Direct +1.704.807.9531 USA: +1 207 401 8356C

China: +86 1360 165 0437
Watch out for information on our next webinar "Driving Growth in Specialty Chemicals in ASEAN” coming in March

@ eastwestassoc.com @ linkedin.com/company/east-west-associates twitter.com/abryanteast
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