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Dear Customers,

Gone are the days when the industrial
manufacturing value proposition was
relatively simple: industrial manufacturers
made products and delivered them. Now, the
industrial
with delivery. Driven by ever-more -demanding
customers and supported by the widespread
uptake of Industry 4.0 and the emerging
power of machine learning and artificial
intelligence, industrial manufacturers are
developing new capabilities to track huge
volumes of data generated by thousands of
devices and are adjusting their manufacturing
and service depending on the circumstances.

~ ndustrial manufacturing
companies that are
intelligent enterprises
consistently deliver on
their promises and provide
a delightful customer
experience. y

They must be responsive in real time, always

Georg Kube on, and adaptable.

Global Vice President
Industrial Machinery
and Components

Industrial manufacturers must be able to
collaborate with their customers from

SAP SE discovery through design, service, and well
beyond.
To take their place in

industrial manufacturers must embrace
dramatic business transformation driven by
the adaptation of technical, cultural, and
organizational change.

Because customers demand service as
they undergo their own transformation into
fully digital service providers. Their customers
are demanding the same of them. The result
is a wholesale changein how industrial manu -
facturers should approach and interact with
customers to ensure an optimal experience
through every customer interaction point.

Watch the video about the B
Intelligent Enterprise for
industrial manufacturers

by SRS The path forward is clear f and complex. It

requires a keen awareness of external forces
as well as a sharp focus on internal strategic
priorities. Innovations emerging from

Industry 4.0 are examples of where new
digital technologies can help make processes
faster, more flexible, and more efficient.

Externally, the world is facing huge social,
economic, and environmental challenges that
promise to reshape the industrial landscape.
Simultaneously, customer expectations are
rising, digital transformation continues to
present organizational challenges, competi -
tion is coming from unexpected quarters,

and the globalization of markets and talent
requires new levels of flexibility.

We see successful companies focusing
on five strategic priorities:
Be customer centric
Serve the segment of one
Embrace digital smart products and
solutions
Implement the digital supply chain and
smart factory
Develop service-based business models

Feedback or comments?
| would like to hear your

perspective. Contact me
at Georg.kube@sap.com
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These services will be
delivered anywhere in the world and will be
based on highly customized, digitalized
products. They will cover everything from
mér& d
complex outcome -as-a-service models
and the monetization of data assets.

The companies that fully embrace the
concept of the intelligent enterprise
meaning those that can weave together
formerly siloed processes, intelligent
technologies, and real-world data threads
from customer and employee experiences
will lead the way.

These companies will run integrated,
automated processes that are transparent
and connected to the real world. They will
talk to machines in the factory, chat with
the products they make, interact with
people, and be aware of traffic, weather,
and customer opinions and feedback.

t 'ﬁwg &)Kn'éc?ion Fohe o4 Wb¥id enables

business processes to make smart
decisions autonomously. They will
anticipate and creatively solve problems {
before anybody notices. Automation of
these decisions will relieve people of
repetitive work and enable them to focus
on high-impact tasks.

They will
be the companies that are committed to
their own digital transformation to enable
the transformation of their customers.
These companies will champion a radical
change in the business model by thinking
about lifespan, performance, and use ff
just like their customers.

This paper takes a deep dive into the trends
shaping our industry over the next five
years and the path to innovation. In it we
propose a set of priorities that will drive
transformation and the tools that will make
it possible.

The world is changing at an unprecedented
speed, and our industry is positioned to be
a driver of progress. Together, we can lead
the way.

Sincerely yours,

e

Georg Kube

Global Vice President

Industrial Machinery and Components
SAP SE
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OUR PLACE
IN THE NEW
WORLD

The business environment and, in fact, the world unexpected challengers, and the need for the
at large are undergoing a significant shift {f one to shift resources, production, and capital
that is creating both upheaval and opportunity. around the world.
The transformation from a linear economy to a
and the move toward Forward-looking industrial manufacturing companies

, ,and recognize this as an opportunity to rethink the
underscores the need for . fundamentals of their business, invest in digitalization
and Industry 4.0 principles, identify and address their
The industry itself is being reshaped by rising own experience gaps, and build new capabilities
, the need to develop new rather than be left behind.
, from

Mini Cases: Data in Action

, the worldks | argest pump manufacturer, is helpifng a
challenges. Experience management and always-on intelligence gathering let Grundfos listen to its
customers at every digital touch point to improve brand loyalty and find new business opportunities.

‘ How does taking steps to realize a smart factory vision keep more customers happy? See how
! a Taiwanese manufacturer of motors and pumps, increased visibility into its production, digitalized its
| manufacturing processes, and integrated its business systems.

I~ \ 5 _— . g

Our-Placeinthe-New World
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PAVING THE
WAY FOR
BUSINESS
MODEL
INNOVATION

We believe industrial manufacturing companies that are relentlessly focused
on their customers will innovate their business models to deliver personalized
solutions at scale and as a service in 2025. More than half of the revenue of
industrial manufacturing companies will come from services delivered around
and based on highly customized, digitalized products.

These services will span from simple break-fix services and value-added services
to complex outcome or equipment -as-a-service models. They will also include
new business models based on the monetization of data assets. Increasingly,
industrial manufacturing companies will be able to more effectively use the
data assets that are already being generated based on the business they
conduct, leveraging innovative technologies such as digital twins, artificial
intelligence, and predictive analytics.

At this time, when opportunity is huge but new market entrants are
threatening traditional industrial manufacturing companies, it is essential to
focus on the changing ff and growing §f needs of the customer to inform strategic
priorities and t echnologies to build competitive differentiation and deliver winning
products and services. Industrial manufacturing companies will also need to
demonstrate true customer empathy by integrating customer sentiments and
feedback through the entire value cycle.

Successful business model innovation, process optimization, and workforce
productivity are directly linked to deliver great customer and employee
experiences. In fact, research indicates that the best -performing companies
are pulling away from the rest, widening the performance gap. They are doing
this by delivering great experiences. And they are the most profitable because
they adopt new technologies and deliver winning products and services more
efficiently.

Paving the Way for Business Model Innovation
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Higher operating margin for companies that
have a more engaged workforce!

Of 10T deployment will include Al solutions
for autonomous or edge decision -making
by 2023, supporting

operational and strategic agendas ?

Of manufacturers will use field -asset 10T
data to intelligently diagnose issues and
resolve autonomously by 2024, improving
unplanned downtime by 25% 3

Of manufacturers will use 10T platforms with
digital innovation platforms to operate
networks of asset, product, and process
digital twins for a 25% reduction in cost of
quality by 2025 4

Value creation potential of manufacturers
and suppliers implementing Industry 4.0
in 20255

Of all IT spending will be directly for
digital transformation and innovation by
2024 (up from 31% in 2018) § growing at
a compound annual growth rate of 17%?¢
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FIVE PRIORITIES
FOR SUCCESS

We have identified five strategic priorities
necessary for industrial manufacturing
companies to transform their business.

BE CUSTOMER CENTRIC

N
@ SERVE THE SEGMENT OF ONE

EMBRACE DIGITAL SMART
PRODUCTS AND SOLUTIONS

" IMPLEMENT THE DIGITAL SUPPLY
CHAIN AND SMART FACTORY

DEVELOP SERVICEBASED
BUSINESS MODELS

W‘

" | : : .
Five Priorities for Success
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CENTRIC

In 2025, industrial manufacturing companies will Industrial manufacturers will start toward this

be able to maintain customer -for-life relationships goal by evolving their current routes to customers
with shared risk and a focus on long-term value into an omnichannel model. This means their
based on a 360-degree understanding of their customers can be served seamlessly, even
customers, starting with a holistic view of their with disruption to the ways they interact with
customer siz busi ness pr oc eansifactureesnTdiis Etunadian mig thenibée h
the knowledge of how those customers use the extended to include a real-time view of the
products in their daily operations. Truly customer -  customer and their interactions, including
centric companies will interact seamlessly with customer feedback as well as a view of all products
their customers on a constant basis through they bought, and real-time data to show how the
multiple channels, from Web to direct and products are performing and what condition they
including Internet of Things (I0T) connectivity are in. These two perspectives will transform the
(see Figure 1). They will position the customer collaboration, from sensing demand to delivering
point of view at the center of every decision to value through products and services.

create great experiences by leveraging both

operational and experiential feedback.

The Vision of Customer Centricity

Integrated omnichannel B2B sales solution for digital businesses

ﬁ Information

: Simplified business
759 Self-services : et
5 : tomati
0 QUromation Consumer -grade user

: / N/ ,
Parts and @ experience
Eg' emergency parts  :
- . Marketin, Web Web channel as a onestop
M 9 channel ShOp

Products and Q /
equipment Unified configuration, pricing,

Call and more
=1 Software
and services

As customer and buying behaviors are changing on the consumer side, this will also have an impact on
business-to-business (B2B) businesses.

of manufacturers, as a result of the demand for hypercustomized customer
experiences, will provide personalized dashboards for customers to
schedule service, learn about products, and collaborate by 2023. 7

Grundfos needed to focus on addressing customer feedback f as customer touch points ballooned to

145,000 per day t to ensure it delivered a B2B customer experience that surpassed expectations.

Abdul Dez kam, a |l ead insights specialist at Grundf os,
out about dissatisfied customers when itks too | ate.
time, we risk Il osing them.ny

Five Priorities for Success
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BE CUSTOMER CENTRIC

FROM TRANSACTIONAL
RELATIONSHIP TO ONGOING
PARTNERSHIP

Since commoditization of offerings poses a big threat, industrial manufacturing companies

should prioritize experience management as a differentiator.

TRADITIONAL SCENARIO

Customers interact
with industrial
manufacturers all
year through many
offline and online
touch points, which
can reach hundreds
of thousands.

A customer
satisfaction survey
gets triggered

only once a yearto
gauge customer pulse
about the quality of
interactions through
the touch points.

NEW-WORLD SCENARIO

Measure
performance at
every touch point f
from sales visits to
Web channel visits.

P
()
P

Go from standard,
annual customer
surveys to always-on
intelligence.

POTENTIAL BENEFITS

Increase in average rating across all

Any negative experience

is captured too late to
make any reasonable
intervention with the

dissatisfied customers.

Compare customer
feedback from every

touch point in the context

of data in operational
systems such as CRM
to understand every
customer kzs
needs and their buying
history.

Increase in sales growth rate with

This damages
customer
relationships and,
over time, runs a
huge risk of losing
valuable customers.

Close the loop with
dissatisfied customers.
For instance, a sales-
person is alerted about
every negative feedback,
with recommendations

p r o d forccorrective actions.

Revenue
retention rates
are negatively
impacted.
Competitors
offering a better
experience start
gaining share of
the market.

-~/

Achieve simplified
buying and service
processes to
create loyal
customers and
drive new
opportunities.

touch points happy customers versus unhappy ones

Source: Grundfos customer story

Five Priorities for Success
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SEGMENT OF ONE

In 2025, industrial manufacturing companies will
be able to deliver completely customized products,
services, and solutions that precisely fit the needs
of an individual customer based on sophisticated
platform, configuration, and mass -customization
strategies (see Figure 2). They will use Industry
4.0 principles and technology to drive automation,

experience data to validate that their customers
did in fact feel like a segment of one and perceive
their products and services as individualized. They
will use this understanding to evolve into platform
and configuration models to cover the majority of
customer requirements. They will then extend
these models by adding requirements, engineer -

ing, and functional modeling to establish a more
formal view of the links between customer needs
and how they are implemented in the products.
Once these relationships are clear, they will expose
the functional models directly to end customers
through configurators and, thereby, let customers
define their own products on the fly.
Manufacturers wil.|

adaptability, and efficiency so they can deliver
highly customized solutions at the price of
standard products.

Industrial manufacturers will start toward this
goal by rationalizing existing product options
using machine learning to understand what really

sell s and what doesnkzt e

The Vision of Serving a Segment of One

Individual product
development
Extend the configured -to-
order and made-to-order
portfolio
Manage modular product
concepts
Integrate digital capabilities

Individual and customized
services
Deliver personalized
service and support
Offer tailor-made and
equipment -specific
services
Use loT data for service
optimization

5

a

Contextual omnichannel
marketing
Segment customers
intelligently
Run targeted campaigns
Lot -size-of -one productiol Engage in a personalized way
Produce individual
products in a cost -
effective way
Run a smart, integrated,
and flexible factory
Manage an adaptive and
responsive supply chain

Personalized selling
Convert individual needs into
opportunities and orders
Configure products and
solutions flexibly
Use all sales channels
consistently

Sales

Manage experiences of the stakeholders
including employees, customers, and
partners at every stage.

of manufacturers, driven by demand for product personalization, will have
integrated simulation and configuration tools with customer profile data by
2024, thus achieving up to 2% gains in revenue.8

GEA Group AGhas increased transparency into the available information on each of its customers, helping
it respond promptly to customer requests. The company has harmonized sales, marketing, and service
processes and has made all marketing and sales activities more customer orientated. This enables GEA
to manage its business even as it becomes more complex and its customers grow more demanding.

GEA is now able to adapt its processes to new requirements, making them suitable for the digital age.

Five Priorities for Success
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SERVE THE SEGMENT OF ONE

FROM BULK MANUFACTURING
TO MASS CUSTOMIZATION

Manufacturers must be able to capture all customer requirements effectively and'drive mass

customization to give every customer exactly what they want. The ability to manage the specifics

ofieach order in every aspect of the industrial value chain in a consistent way {f and similar to the

cost of a standard order {f is critical. To do this, all product and process information must be kept

in a single place, and all business processest from initial engineering through after -sales service

ff must be effectively executed and closely monitored. This requires connecting all sensors,

devices, and machines on the shop fleertf+delivering granular data to optimize processes and to

realize an Industry 4.0 strategy. Thenthe manufacturing processes can react faster to individual

requi rements economically, realizing the S"segment of

TRADITIONAL SCENARIO

Manage ideas and Set up and maintain Hand over customer Move the order View all process-
requirements and manufacturing master specifications to through the related issues and
created designs. data, including variants manufacturing (a manufacturing check multiple
Create design results in the separate ERP decoupled process). process using reports created
and bills of materials system and shop-floor Ensure reliability of multiple systems through batch

(BOMS) in a product systems. delivery dates, which and transact pracessing.ts
lifecycle management ~ Make sure engineering requires consulting no integration of
system. and manufacturing multiple systems or information or
information is in sync. waiting for material consistent Uls.
requirements planning
(MRP) batch runs.

NEW-WORLD SCENARIO

Management of a supplier- Handover of BOMs to Live MRP, enabling insight to Profitability reporting
and customer -integrated manufacturing and creation action in real time in one and analysis done on
product design process of work instructions in one consistent Ul actual data at full detall

from early -idea phase to integrated process, Role-specific screens to speed in real time to understand
released design and including closed-loop up the management and all profitability aspects
product -variant definitions change management of the customer order
using digital twins

execution of orders from order
management to manufacturing
and delivery in an integrated
process

Automated shop floor and

POTENTIAL BENEFITS digital supply chain

Reduction in total logistics costs Increase in on-time deliveries Reduction in total manufacturing costs

Source: SAP Performance Benchmarking
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