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The cost challenge

Sustainability of cost reduction programs at 230 S&P 500 companies that publicized them,
1999-2003, number of companies'

230
90% of companies failed
to sustain lower costs
130
No cost reduction
inyear 1 | —42
Reduction not -34 24
maintained
towpyeaz [N
Year 0 Reduction not Cost reduction
maintained sustained past
through year 3 year 3

*Excludes companies for which relevant comparison data, based on costs as % of sales, were not available,

Source: Factiva; Standard & Poor’s; Thomson; McKinsey analysis

Bl 2-1 The cost challenge

7R &R - Nimocks, P., Rosiello, L., Wright O. (2005). Managing overhead costs. McKinsey
& Company
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Cost reduction and revenue growth priorities

Faced with mounting pressure to cut-costs, most companies continue to go about it the wrong way. Executives are assigning higher priority to
short-term cost-reduction tactics and demonstrating less appetite for longer term initiatives. They have defaulted to standard downturn defenses such as
across-the-board cost-cutting and layoffs.

Priority ranking of cost reduction and revenue growth measures
Layoffs [N
Acrass-the-board cost reduction [HNEGNGINGGGGG
Agaressive working capital management ]
Re-spurce supplier contract
Reduce discretionary spending I
Adjust pricng NG
Optimize product portfolio
Reduce management layers (NG
Acquire new businesses and assets
Irvest n product deyvenpment
Freeze salaries and/or change compensation |
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reduction and new & Portfolio coherence and bansfits
imvastrmeant required
Process * CEO-ed * Senior managemant * Sub-teams-led * Managament team— * Core team—lad, as
* Core team idemtified team—ad leveraging tools and led with input well as embeaddad
* Sub-teams methodologies to creata from sub-teams in ongoing opsarating
established recommendations model
Change * Burning platform for * Broadar communica- * Sanior team * Broader communica- = Ongeing leadership
management change tion of strategy angagement/guidance tion of plans and link engagement
to strategy # Result communication

B 2-5 The capabilities-driven cost-cutting process
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Initiatives Growth Driven by

. . . Solid Financial Base
Social Innovation Business

Focus .
Global Environment

) _ Focus
Leverage Hitachi's . Strengthen
. business resources )
Strategies S UERERs G ) the business
— on the Social »
a global growth ) structure to stabilize
Innovation e
strategy ) profitability
Business

Bl 3-2 2012 Mid-term Management Plan
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Social Innovation Business

Industrial,
Transportation and
Urban Development Systems
@ Eco-cities @ Water treatment

@ Construction @ Elevators and escalators
@ Cloud computing machinery @ Green mobility

& Consulting

® Healthcare
« Data centers ® Energy
- Storage Q Smart grids (Thermal, nuclear, renewable)
Information and

Telecommunication Systems + Power Systems

Materials & Key Devices
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Hitachi’s Social Innovation Business -
supported by materials and key devices -

Telecommunication Systems Power Systema

« Simulation designing technologies
+« MONGOZUKURI platforms
« Business cooperation

Key Devices Business
i ) Power

Materials Business
Metals » Materials for power generation and distribution (Amorphous)
» Motor materials for public and industrial use (Rare-earth magnet)
Cables + Cables for high-speed trains and next-generation automobiles.
+ Antennas for next-generation mobile communications networks
0 * Materials for Lithium-ion batteries
Chemicals ) ' ) -
» Materials for optical and wireless communications
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EGlobalization of the total value
chain

HCentralization of common
processes globally

Production

EEnhance global procurement
capabilities and
expand global procurement sites
EStrengthen engineered sourcing

ECentralize the Group's common
operating expenses

in specialized departments

HECentralize and standardize
administrative operations

EPromote shared services globally

Indirect
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Total value chain
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Newly established
“Integrated Logistics Center”

(October, 2011)

Machinery and
building rep
costs

Logistics costs
Ene

Business travel
expenses

Software
outseurcing
expenses

Leasing costs

Central management at

“Group Asset Center”
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