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Electronics Industry

Classical State of Imbalance

Mismatch Between ‘Customer Needs’
and ‘Supply Chain Capability’...

SIOW * 6 months Lead Time

* Low Flexibility

Supply Chain * Mediocre Quality

New Product Launch... FAS I

Every 6 months .
Innovation

Creating Missed Sales During Growth Times & Major Write Offs During Slowdown
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The Fundamental Premise

Driving a Different Approach

Total Solectron Costs

Value Add
5% — 10%

Solectron’s Approach

Major Focus on
Eliminating Waste

PV

90% — 95%)

Neoyr) — VeiltierAefo
(Weisie

90% — 95%)
Neap — Vzlltje Aele

WVESHE

The Driver of SPS™ Cost and Time Savings
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SPS™: The Foundation of Excellence

Enabled by People....Driven by Values

Solectron Production System™

-

Six Sigma

Speed . Results . Quality

The Roadmap to Success
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The Impact

Golden Triangle of Customer & Shareowner Expectations

Quality Growth

Shareowner
¢ Expectations

' Customer
 Expectations

Competitiveness Flexible Delivery Productivity Asset Velocity

Two Sides of the Same Coin
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Competitive Advantage
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Building Supply Chain Excellence

First Step: Internal Transformation

SOLECTRON

FCBA Operations

System Assembly
and Enclosure

Repair

b 4

Deploying SPS™ Internally Since June 2003
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Solectron Production System™ Delivers

Transforming the Warehouses

BEFORE ACTION

Put Parts on the Line
Close External Warehouses

AUG '03* AUG '05*
Inventory Turns 6.8 7.9

* Quarter ending
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Solectron Production System™ Delivers

Transforming the Warehouses

BEFORE ACTION AFTER

Create Supermarkets

AUG '03 AUG '05 RESULT
% Parts in Supermarket 15% 50% 233% M
Pick-up time per part 45 sec 23 sec 49% ‘
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Solectron Production System™ Delivers

Transforming the Plants

BEFORE ACTION AFTER

Faster Changeover
Visible Flow

AUG '03* AUG '05* RESULT
Work-in-Process Inv. (WIP) $215M $153M 29% B
Change-over Time >1 hour 14 mins >55% M

* Quarter ending
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Solectron Production System™ Delivers

Transforming the Plants

BEFORE ACTION

Establish “Takt Time”
Work in U-Cells

AUG '03 AUG '05 RESULT
% Assembly in Cells 0% 48% 48%
Space Reduction — > 300K ft2 2 free factories
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Solectron Production System™ Delivers
Transforming the Plants

: Poka-Yokes...Eliminate Human Errors
Zero Defect Lines: . .
Six Sigma...Eliminate Process Errors

AUG '03 AUG '05 RESULT
Zero Defect Lines 0% 84% 84% M
Return from Customer 0.4% 0.1% 75% ‘
Rework Queue $32M $12M 62% i |
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Solectron Production System™ Delivers

Lean and Six Sigma at Work

TOOL: Kaizen Improvement

Jidoka
Poka Yoke

See Defect
with Eye

i V. V. < u
Pr]nter‘ ST » Solder‘ ‘J/c »
|_

TOOL: Six Sigma Project
Measure

DMAIC
Defect

SIX Sigma

Combining the Two Most Powerful Quality Disciplines
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Solectron Production System™ Delivers
The Secret: Our People’s Creativity

AUG '03 AUG '05 RESULT
# of Kaizens 0 5,000 per yr. *
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Solectron Production System™ Delivers

P & L Impact

CAIZEN P&l IMPACH

Reduction of operator’s wasted
movement and time

Labor cost reduction
Space reduction Reduction of depreciation & utilities cost

Equipment utilization Reduction of depreciation

Reduction of scrap, rework and customer

Zero defect line return cost

Major Contributor to Gross Margin Improvement
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Solectron Production System™ Delivers

Balance Sheet Impact

CAIZEN Cash-te-Cash IMPACI

Warehouse elimination Reduction in Raw Materials inventory

Supermarket and material flow Reduction in WIP inventory

Pull with supplier Reductlon in Raw Materials Inventory
Increase in Accounts Payable
Reduction in Finished Goods Inventory

Pull with customer ) ;
Decrease in Accounts Receivable

Major contributor to Cash Cycle improvement
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Solectron Production System™ Delivers

We Are Visibly Different

SHOP FLOOR

“Organized Chaos”

Large Warehouses

Long change-overs and large lots
Long lines

Production scheduled by forecast
Defects inspected and repaired

PEOPLE
* Inefficient process
e Improvement by committee
« “Brute force” scramble

TRADITIONAL PLANT

SPS™ PLANT

SHOP FLOOR

 Clean and neat

» Supermarkets

» 99-second changeovers

* “U-shaped Cells”

» Production scheduled by customer pull
 Defects stop the line

PEOPLE

» Aiming for process perfection
 “5-Whys” for root cause
« Continuous improvement on shop floor

Come and Visit, See for Yourself
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Solectron Production System™ Delivers
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Solectron Production System™ Delivers
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SPS™:. The Next Steps
Extend to Suppliers

SOLECTRON
Suppliers
0 L0 &
gl
- G Supermarkets
.. = h
e

~Expand to Whole -
\ . Supply Chain

PCBA Operations

System Assembly
and Enclosure

Repair
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SPS™. Next Steps

The Traditional Sourcing Approach

Supplier Margins
5-10%

Supplier Margins
5-10%

Major focus on

price reduction

Market sourcing
90% — I5/

Cosis

Frequent bids

Reverse auction

Total Solectron Buy Low cost labor

(Materiali& Senvices)
= S10illien

Traditional Model is Limited
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SPS™. Next Steps

The Collaborative Approach

Supplier
Margins

5
10%

90-95%

o s s
Cosis

Total Solectron Bu
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SPS™. Next Steps

The Collaborative Approach

Supplier
Margins
?00/ , Commodity
. Materials

?

50-75%
Lapor, Overread,
Capitzl

HiotaliSelectren Bu

(VI EIETAIASEIVICES))

~ 510 oillion
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SPS™. Next Steps

The Collaborative Approach

Supplier
Margins Breakthrough
_ Thinking
Commodity
10% -
Materials

30%

Real Value
Add

50-70%)

> Weisie

50-10%)
Welsie Joint focus on

eliminating waste

» Target sourcing
djetalfSelectront B « Long fterm partnership

(VI EIETAIASEIVICES)) « Cost drilt down
~ 3510 villion  Balance labor and
landed cost

Breakthrough Thinking : Opportunity to Attack 50-70% Waste
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SPS™. Next Steps

The Co-Prosperity Business Model

B Commodity Real Value Suppliers Solectron [ Waste
Materials Add Margin Margin
CUStpmer Approx 8 % v
Price
100 WASTE 100
>8% v 92 “
85
SLR
(20%)
Supplier Joining
(80%) Together

Year 1 Year 2 Year 3

Win-Win Model for Customers and Suppliers
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SPS™. Next Steps

The Solectron Co-Prosperity Model

Impact for Customers:
» World-class: cost, lead time, quality

Impact for Shareholders: SPSm
e Improved margins and turns Z"'Ber’[iﬁ:éd;
_ i Supply Chain

Impact for Suppliers: R T R G
e Improved margins and growth VAR |

Sustainable Differentiator for Solectron
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SPS™. Next Steps

Extend to Customers

SOLECTRON

PCBA Operations Customers

Suppliers
©

Supermarkets

System
| Assembly
& and Enclosure

Y

Expand to Whole ~ Expand Down

Supply Chain | to End-Customers

Repair
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SPS™. Next Steps

Connecting to End-Customer Demand

SOLECTRON,

End- Solectron
Customer Customer
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SPS™. Next Steps

Connecting to End-Customer Demand

T

SOLECTRON,

End- Solectron
Customer Customer

» Forecast for planning
and investment decision

End-Customer « PO’s on daily pull
Demand Driven « Takt time production

 Strategic buffer inventory

The Road to 100% Delivery to Customer Request
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SPS™. Next Steps
Deploying the Supply Chain Suite™

Supply-Chain Suite™ Tools:

» Complete landed cost

» Supply chain geographic
design

* Demand variability analysis
» Buffer sizing
* Reorder point calculation

DELIVERY TO CUSTOMER REQUEST

100

%

50 T

Providing competitive
differentiator to major
telecom customer

Enabling Customers to Capture Perishable Demand
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SPS™. Next Steps

The Goal

e SLR System Plant

c Pull ¢
based on
ORDER > end -

[
customer Assembly/Test °
demand (1 Day) .
End Qstomer OEM o
[

On Pull SLR PCBA HCC Plant e
m 4................................. _.j- :
[
400000“ > XX XN NN X
Suppliers .

PCBA Lines/Text

With ‘slow’ lead times

SLR PCBA LCC Plant
m ‘ooooooooo"oooooeoooooooo } J-
<ooooo¢

. <o o o o o WIP Supermarket
Suppliers RM Supermarket (as required)

Y Day

The Full Power of the SPS™ Certified Supply Chain
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SPS™ Foundation for Growth

Lean Manufacturing and Fulfillment

Extended Supply Chain Management
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SPS™ Foundation for Growth

Lean Manufacturing and Fulfillment

Extended Supply Chain Management
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SPS™ Foundation for Growth

Customer Feedback

€6...0ver the past two years, Solectron
has delivered one of the fastest
transformations, in terms of customer
focus, that | have ever experienced.
Philips and Solectron are building a
solid and transparent partnership...9 9

Jean Pierre Zajac

Sr. Director of Manufacturing,
Patient Monitoring Division
Philips Medical Systems
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SPS™ Foundation for Growth

Customer Feedback

¢€¢...We are very happy to work with
Solectron. Your Ibaraki facility’s
kaizen focus has improved quality
and customer satisfaction for
NEC’s computer business...9 9

Masahiko Yamamoto
Sr. Vice President
NEC Corporation
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SPS™ Foundation for Growth

Customer Feedback

€¢...Solectron’s leadership In
adopting its supply chain
practices provides Teradyne a
competitive advantage.. 2

Jim Frederico
Chief Operating Officer
Teradyne
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SPS™ Foundation for Growth

Customer Feedback

6 ¢ with Implementation of Lean
manufacturing, a tremendous
business strategy and an engaged
work force, it's unbelievable what

they can do. 29

Bruce A. Langos
Vice President, Global Operations

NCR Corporation
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Electronics Industry Imbalance

“The SPS™ Solution”

FAST 0O

Innovation Supply Chain
V- V-
* <2 Weeks...Total
Supply Chain Time
New Product Launch... ' » SPS Flexibility
Every 6 months « SPS Quality
-

Becoming the Toyota of the Electronic Industry
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