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EFebruary 1998, Siemens announced
iife the firm’s sales growth met shareholder

g

L HICTS
tranger global competition than during the early and
management team was to optimize the business

eveldpments in 1997 and early 1998 and to facilitate the
ate strategy, Siemens launched its first comprehensive corporate
ritical part of the so-called Ten-Point Program was the top”
erisively addressed issues of business excellence and management
innovation. Ho Q ientens design and implement the fop™ program and its management
innovations? To'v fag-Extent and how did Siemens benefit from these efforts? These and other
related issues @be illustrated in the following.
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COMPANY PROFILE OF SIEMENS

Founded in 1847, Siemens developed into one of the /leading global electrical
engineering and electronics firms over the past 160 years. At the end of fiscal 2007
(September 30, 2007), Siemens employed nearly 400,000 pegple-at 1,698 locations all ove
the world. From 1998 to 2007, firm revenues and profitsminCreased “almost every ye %

resulting in revenues of 72.448 billion EUR and n ui;:n\le\ of ‘4@‘8 bil[io@
cal

Headquartered in Munich, Germany, Siemens is publicl thMn }Sermany at the Erank
Stock Exchange and in the US at the New York Stoc\TE;(yéh\m}gg\(‘EN‘Y‘.S E). By the en&
4’?\b1

N

During the period from 1998 to 2007, the b ﬁﬁ}o\f&lﬁ wis frequentl}(@[}ﬁted (see
Exhibits 1 and 2). Examples include the Spm-txff@ the semicofiductor z;gl}i?under the

2007, Siemens’ market capitalization had reached 88

name Infineon Technologies by an initial public ffehn\gﬁIP ) in 1999. A‘l‘\ nd of 2007,
the firm’s portfolio consisted of the following nine opg@_t_lrn groups: Al 07 tion & Drives
(A&D), Industrial Solutions and Sery,}ses‘\&“) Siemens Bulldm (_5 ologies (SBT),
Osram, Transportation Systems (TS),~Power ene&twn (PG),/\ @?f ransmission and
Distribution (PTD), Medical Solutjons (Med W\S@mens IT E:?E and Services (SIS).
In addition, Siemens Financial Ser‘ylcq\'“fs rk:Slemens Rea e Services (SRE) were
part of the portfolio.

Together with about 1 0 \gon sqggp_gmes in five Eé@%s (Germany, Europe other
than Germany, Americas Asm@amﬁ% Africa, NcaE nd ‘Middle and Commonwealth of
Independent States), the ou ere part of; organizational structure (see
Exhibit 2). Although f ((;&ratmg\gmt}os had pro.ﬁd\@gnss responsibility and were largely
autonomous regardi. g\@h&l\ opga%‘ ¢ business ac /5(1 some influence from the central top
management and/Central organjzational functio sted. First, the group presidents were
frequently also 4nenib s\' -]:se\gyerall firm’s-nfanaging board. Second, although the central

entity prim ercise ancial conf;cf?\ over the operating groups, some strategic
measures that a c 6: e'wa the businesses s Operate also existed. For example, the centrally
atibnal exc nce initiati age mandatory for all operating groups.

controlle: /CLQ
Tt\e' ome of the six (\?; decisions of the firm’s businesses was indeed part
w)! I@-‘S/IJ rategy, aﬁ@\% superior value creation for the overall firm. During
ttu:\%me 1998 to 2007, t ’s corporate strategy developed towards a concept of

us’™ rtrcal and h 112‘@)\1{’0pt1m12at10n First, vertical optimization included active
Ifﬁ{a]ﬁag ent and 0%‘ al excellence in the areas innovation, customer focus, and

cempetitiveness. V rti optimization was designed to lead to synergy by leveraging

corp cépablhtles éé ools to individual operating groups. Second, horizontal
optimiz n conccme \@xplmtanon of synergies across the operating groups facilitated by
Initiatives such as Sj “' One. As illustrated in this case study, the firm’s corporate strategy

was executed w'}fgﬂi H{élp of several corporate programs.

The firm’s, corporate center was supposed to contribute to the overall corporate
development ding the corporate programs, and to support the operating groups. It
consisted @/callcd corporate departments, including corporate development, corporate
finance G0 ate legal and compliance, corporate personnel, and corporate technology.
corporate center comprised five sub-centers: corporate communications and
t affairs, corporate information office, corporate supply chain and procurement,
shared services, and management consulting personnel. During the period from 1998 to
e corporate center of Siemens was itself subject to extensive restructuring activities.
For example, in 2001 the firm planned to cut corporate center costs by 15 percent in each of
the following two years.” In addition to the corporate center functions, Siemens founded the
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in-house consultancy Siemens Management Consulting (SMC) in 1996. This internal top
management consultancy not only contributed to the implementation of a variety of different
corporate projects but also served as talent pool for future management positions at Siemens.

NN
//‘H‘"\b% \\.

MANAGEMENT INNOVATION ACTIVITY AT}!EM"& S . 52'/.
. { . O s (&
According to Johannes Feldmayer, a former manﬁgQ}g\b d menfber of %ﬁ\f,
management innovation means changing the managemient System 6f the firm, which es
the principles and rules of structuring and managing the QI@&QZEIIBU oncerning ge in
the “how” rather than in the “what” of manage;:m;ni i’ ha a\ systemlc an istainable

character and is supposed to lead to significal rov mé‘nts f the firm's<o mpetltlve
position.> While Siemens frequently had introd ceql{)in e\management m} lons during
the past decades, the electrical engineerin gzant\s;artad)a more struc nd systematic
approach to management innovation and Busiiiess excel during the - Ol 990s. In 1993,
then CEO von Pierer and his top ‘rra@eg;@m team initiated tl :q\b (time-optimized
processes) program. Because of its im e for “the overall %}bmens management
decided to continue the program under thé-sii htly Tevised nam ’B m 1998 onwards. As
we will illustrate in the following for fhe te \ycanpgnod from 19 2007, what started as a
productivity improvement initidtiv dev “?to a comprelé%ve management innovation
program. Overall, its objecp@e\ Wc firm perfo e by a guided approach to
business excellence. Bro%dly S eak\mg J@ main 1ssuemf \fﬁé Initiative were innovation,

customer focus, and globa Wﬁ}pe {veness/ \__; <:)
O

Context and Ev lut1@ 0 10\);1 Prograhk

Initiated by v feer_in 1 93, the a,q(_\ ﬂ%rogram was directly supervised by a
:m‘n\agil}ﬂ hoard (see Exhibit 3~for an overview on the program’s names,

g\@c&{ds nembers, and cotporate programs from 1993 until 2007). The
Siemens o0 amma ex Q)ence prografir-4 " was characterized by a high degree of
contin fy&nee i 1ts buperv1510n irm’s top management team. Until September
2000, E\ ,Slemens {8ad-of the Automation and Drives (A&D) and Industrial
Sol tio \am:lfS“‘rw es (I&S) Groy \well as of the overall Asian and Australian business
g\ct‘#@v d’@nmble for lamitz}fmg and establishing the program. In the following years,
us Wiucherer was in charg e firm’s business excellence initiatives. Flnally, Ench

fri iemens managir'

Sineg/ the progr K\a@s primarily aiming at a similarly high level of operational
excellence across th@%‘(%:ss portfolio, the program was structured on the firm and group

levels. In 2007, as~coordinated in the Siemens corporate center by a team of seven
people (excludiﬁ‘%ustomer focus program Siemens One). The team head was responsible
for the firm-wide f0p efforts and reported directly to the Siemens managing board member
overseein gram. The role of this team was coordinating the top® initiatives of the
different . further development of the overall program and single initiatives, and
monito the progress of its implementation in the firm’s groups.4 For example, each of the

thre f top”, innovation, customer focus, and global competitiveness, was coordinated
b son. In addition to this central unit, several other organizational units were involved
in plementation of fop”. First, the central top* team was supported by the Siemens in-

house consultancy, SMC, which employed about 160 consultants at the end of 2007. Involved
in top” issues from the beginning of the program, typically teams of two to six SMC
consultants were assigned to single implementation efforts. Second, in each of the firm’s
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divisions and regional companies, one manager was responsible for top*. Third, for Siemens

One as part of the zop” customer focus program, a dedicated corporate-level unit within the

central corporate development department was created. A
4

In the beginning, the fop program was largely illdependf}l%(jﬂ’\l other corporate-level
programs. Over the course of its development, however, 1t bec

an integral part of the.

> . . 1N ¥4
firm’s management system and more and more mtertw1/pe’d\w%\ erfirm programs-Qf
initiatives. From July 1998 until the IPO of Siemens at the N%‘S in March 2001, 76p @d@
part of the Ten-Point Program aiming at sustainabl?-p&Kllman improvements.q ides
fostering the firm’s business excellence efforts, the/ Ten- O'E\txﬂr am included(ﬁ ities
such as the restructuring of the semiconductor busine\zig, ‘reorganizing/the busine@/ nents.
and optimizing the business portfolio.’ /'? - ;

Because of its prior success and the pem‘larg?{lt(\need{o ethiods of businesy excellence,
Siemens top management decided to contizf the mp}\'miggltci}e following PO. Therefore,
fin

in December 2000, the firm’s top manag t team de margin t ;@ or each group
that were to be reached by fiscal 2003: led. Operation 2003, A W program was

supposed to direct firm-wide attention_to _five important acti %{3 r enhancing firm
performance (increase proﬁtabi[ityﬁrﬁ‘%n\ communigatieagroups; integration of
recently acquired Dematic and ; “HNPFO e\:proﬁtability in—UJS business; and asset
5 2 N : : [
management (reducing capital Q ed\@m roving cash ﬂé@).
At the end of 2003, the/fop anag

m emphasiz r}_‘g,ven further the importance of
the top” program for th SUCMQMO iemens. The pro was integrated into a novel
Siemens Management (SMS

11z:sitlven CEO yo %oted:
ARSI
“Besides /i\? e %peraﬁon 2()03,5?\4 Iso conducted a thorough
review ¢f our }rs%v ment system, whichove wanted to make even more
transp -en(g){\d/\e sier_f underst;;rq(i&g@t's why we expanded our top"
busiess-e 'EHKW gram at th ?c«:):t of fiscal 2004, integrating it into a
regrgamize (\Sr'egnens anagement Sy}tgm. In the future, we will concentrate

f H'e\etCo zpar?.j« ide progr Z‘Ez_ﬁnavcze’:‘ont, Customer focus and Global
iiveness — into 1_-'!1@ e are incorporating all our existing
atives-an rojects. re-gearing our management development and
@xming meas@%@support and complement these programs.”’
5, top” be Q;p of the subsequently launched and more comprehensive
rogiam (see E 4). Building upon the four pillars of performance and
le excellendeoperational excellence, and corporate responsibility, the program
ed to fu fengthen the firm’s competitive position and performance.
Operational excellence Shiduld be achieved with the SMS including top™. The Fit4More
program was pla s aumid-term program, with a pre-defined end date in 2007. Since the
firm successful mjpleted the program by 2007, Siemens’ top management decided to
continue the under the slightly different name Fit42010 (see Exhibit 5). More

precisely, \%gnaﬁ\gment’s intention was to continue to “push innovation by applying our
C

proven top,” ods and the top" toolbox while sharpening our customer focus and enhancing

our glow etitiveness™®

P and Content of the fop’ Program

e overall purpose of the top" program was to increase EVA (economic value added) of
the different operating groups and thus of the overall firm. The top” program comprised
several different initiatives, projects, instruments, and tools targeting at profitable firm
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growth. The operating groups were supposed to implement the tools in order to exploit
synergies. ? More precisely, Siemens’ top management defined innovation, customer focus,
and global competitiveness as targets and sub-programs of tap'. These sub-programs
constituted the focal issues of the overall management n vation program. They
continuously guided the overall action and were characteuz,c"d\by ther broad firm-level
targets. As indicated in Exhibit 6, under the umbrella of the )hm

ams 11 initiativies
were defined. First, the innovation program included tech oj%y\ilaﬁd d tren

technologies:

“Our company-wide top” Innovation Progr a'in is prV' fﬂg{\ frew momentyin-.
in our drive to fully leverage our syner o?qnhai{ﬂuha results mc
cross-product technology platforms for rer.gm\;?e Servic umform co
architecture for applications rangmg\fmm ﬁ’*—p’znts and ay

systems to industrial controls and commui rzqm nam orks; and wmatic
best practice sharing of the kind hb has 1 m\qiggfacrer ized o Q tware
initiative. By moving toward 19t zc’a.{ leadership in all b smesses,

we are also st engﬁ?enm
competitiveness.”"’

Second, customer focus Wﬂm d of e customer a@glsltlon and the cross-selling
initiative. Third, global coinpetit ssen mpasscd @'S{')ftware initiative, project

c\?c omer foeft }d global

management, a global p:ogﬁctl red servlcewa sset management. In addition
to the initiatives relating S\& E’of the sub- % s, the service and the quahty
initiative concerned a su = rogl The 11 initiati were characterized by precise

planning and relativel ;Io\@ e orlentatlé}i‘ R mandatory for all Siemens groups.
Further, they wer ed manitored by th corporate center and required regular
reporting to the ierg’ aging board."! N

Each of & ﬂ\u&ﬂam{gs domprised one t}x\n:%ore projects with a precise task. The group’s
respectlve <Va§e 1t oc ed resources (e.g., budget, human resources) to the projects.
The proj %nt todead to mea esults, and project progress was reported in a
decen ali Examples of.c projects are a novel drive concept in the A&D

ejechnology initiative, or the Bangkok international airport as

r@l g initiative {@\Syemens One)."”
ed a management innovation, it has been also a program

o‘z;a\rts{f can be coﬁ%
appropnat%k&} partially new management instruments and tools and thus
avation. From the beginning of the top/top” program onward,
tools havg an integral part to achieve business excellence. Because
. . =+
managemeént frequen hasized the importance of tools for the success of top’, the

o,
2 2 /%
3
B
-
o
g
[¢']
=
@
=
e al

]
“top <\ our company-wide program to achieve sustained growth in
iabflity. To improve the performance of our businesses, we apply tried
ted methods — e.g. cost reduction, sales stzmulatzon quality

ncemenr and asset management. The motto of top" is: Clear goals,
c:ere measures, rzgorous consequences. We continually monitor the
ectiveness of our top™ activities.”

In 2002, the program contained 11 different management tools: corporate plan/business
plan dialogue; balanced scorecards; knowledge management; leadership and co-operation;
benchmarking; e-business; quality, safety, and environment; innovation; cost effectiveness;
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sales stimulation; asset management.”’ As the names of some of the tools indicate, they were
partly identical with the above-mentioned initiatives. Other management instruments and
techniques, however, were even more generic and similarly applicable for several initiatives.
An example of the latter was the introduction of knowledge manaﬁa‘g‘lt with corresponding
5;13 ample, in the project

tools such as databases, etc. It was used in most of the jm'tiati@
gement initiatije %

management and the service initiative. On the other hand, th

consisted almost exclusively of a new and standardized approac to a anagem
thus of a single management innovation. This initiative was E;\a%ce ed with “the p
managing corporate assets in order to enhance operatm’j\ef wh11e mjmmlzm

and associated risks”."” In sum, Siemens top man em emﬁh sized the im ce of
uniform firm-wide processes and methods that w ‘gr gne to enzance busme e
m(v

Interestingly, the focus of the overall prog m,d oL_nJr over tzm e of the
changing organizational and environmental cond\stom buf also differed ﬁgﬁa\ up to group
(and from region to region). First, over t ourse ‘of theini hatlve the es of the top”
program shifted from more efficiency-orier cI\l itiativesSuch as as agement in the
late 1990s toward the inclusion of g/?j‘okwth d initiatives,.ir rogram areas of
innovation and customer focus t \eﬁsﬁﬁa@/by tools(@" 4 benchmarking and
knowledge management. In additidn, VREQUSA e spects werexl cd in the program. For
example, since software had ome Nncr sm 1mportant Siemens businesses, a

systematic qualification i impr € 0 for the firm’s, vare engineers was launched
as a new element of top’. Phis pro am.gnhanded the ablflltgédf the software engineers and
included group workshopg an/d Bersona%tonng

Second, the focus’of thy th top \ﬁg;%‘im also v roup to  group (and from region
to region). Though th m%iv s-an agemen initaiments of top" were mandatory for all
groups, their applicd on\ siness specific.’ ps and countries/regions focused on

as most beneficial in the particular
circumstance ey ace /Egl example 1 the Siemens VDO Automotive division
launched Ll{ff‘; Worldclass Improve\‘}e\m Program), which focused on a Zero Fault
quality inifi tié leverdging producti procurement synergies, and outsourcing.*’

wholly-owned Siemens g-tr alyy Siemens Australia’s efforts centered on the

in the process initiative and on the implementation
21

those initiatives’ awd i" hey co

itiative.

e organizational and environmental context, decisions
QL tlude in the top” program depended on extensive internal

\# fimportant requirement was that the tools that became part of
Wapphcable across a diverse business portfolio but also be
miples within Siemens. Therefore, the process of including certain
ith a pilot project in one of the groups, often a consulting project
the successful adoption or development of a tool in the pilot
project, they beta; art of the top” program and were implemented throughout the firm.
Hence, a posit&t) ack record of a tool in at least one Siemens group was required:

tools we use have already demonstrated their effectiveness for our

lSl ss. Firmly anchored in all of our actlvmes around the world, this

en appmack is driving successful top” programs at every level of the

n

022

pany.

ther, external benchmarking with direct competitors as well as with best-in-class
competitors in certain areas was very important. Hereby, the operating businesses compared
their value chains regarding different dimensions (processes, people, organization) and
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identified a cost-cap. The measures to close a potential gap compared to competitors included
learnings derived from the benchmarking and the respective adaptation to Siemens. Top”
made benchmarking a mandatory step all operating businesses. Recause of the substantial
differences between the operating businesses, the benchmarki bycle was based on the
product lifecycle of the respective operating business. K

In addition, two other mechanisms led to the inclusio ’T‘M‘r&n\ ment tools. F
sometimes new management tools were developed ° frorz/ s atch” by S%& facﬂlta
SMC’s extensive consulting experience. Second, busin \‘ ups and regions also \hBe
their own business- or country-specific tools without @&m&: of the corporate cefite t

If the tools substantially improved the business group er resqc}na eémpany in Acpar cular
area, the corporate center analyzed whether they c?o‘ﬁlj}flso be_l}np lemented in
groups and regional companies. An exampl ow @sl_cbenchmarkl 3
developed by Siemens China and subsequee\) frn}gle e“uted in other ¥}

Similarly, solutions for problems in single §M1ness grou\ﬁﬁ._lg to changesﬁ%r
as von Pierer described in 2004: \\

“In response to the problems-at. bw\ 1,5@41::017 Sy zep quality

management has been re 'gani -}"t‘ Qughout the entir anv In every
N

Group and every Region,\w ha established quaz‘ y mariagers who are

authorized to interve (g\:fd\ giects and p ocess@\ if quality problems

arise. In such case m;pr qeme\}ts\tlmr would entaithigh costs afref project

completion can bqf/e{ ned andq\@emenred at av\/\m Iy stage.””

T/ businesses.
e overall firm,

Implementation of Fog}'am E\"%

From its la chn Nﬁtﬂ )_007 Siem management considered top/top" as a
firm-wide progr eb];gatory for ail s and regions of Siemens. Many groups
and regions Jever, ly only imple nted parts of the overall program While
managemerit t e mead t to guide the mhplementation of the top” program’s goals,
groupiznd 1011S were uitimately 'resp\'g\ s\ﬂﬁh for assessing their specific situations and for
choosing opriate measures, sJed to varying implementation rates in different
ERE TN

w the imple ion of top appeared difficult, mainly because of the

autonomy and-power of the ﬂ\l group presidents and their management teams. Although

Q\B\lt j%{eﬂtaffon was ma for all groups, only some groups applied all instruments
a

nd\ vided. The @Jeason for the partial implementation of top was the still
preva?%ﬁ1 mens cul in“the early and mid-1990s, which was characterized by a lack of
firm-wide’transparency and’ a lack of consequences for the management of low-performing
gwyears, however, von Pierer was able to change the culture by obliging

introducing more ansparent and standardized performance measures and clear consequences
for managers ¥ho did not fulfill the agreed performance targets. Despite these changes, even
during th ent years, the implementation varied across groups and regions. In 2002,
then C‘.F[‘(j fnz-Joachim Neubiirger noted:

e instruments of top/top” itself are good. Yet, we recognize again and
gain that they are not applied with the necessary consequence and
persistence.”?

Indeed, the top/top” program was criticized for being too broad instead of focusing on
single pressing issues. The considerable number of diverse instruments, many of which had
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different or even conflicting targets such as innovation or productivity, hampered
commitment to the program by the firm’s groups, particularly in the first years following the
launch of fop.2® To foster the implementation of the top" program throughout the firm, two
measures were taken. First, management required all groups to x@ake extensive external
benchmarking every two to three years. If a business failgdt j\neve its targets, the

management team had to propose how it would close theh ce gap. Since the
standardized tools of the top” program already existed, the esses-fréguently o
apply them in order to enhance performance. Hence, alth }n t of the tools o /

program were not mandatory, busmess groups weit l\d':Ktly‘{{equlred to app\l
Second, Siemens initiated the top™ award in 1999. It hecdm ’_\mthe\ mm"S»most 1mp0)- \award

and was given to the best performing teams, dl\:(wn:li1 ar:ﬂ b51d1arles rltena
included an increase in EVA and the successful @ y within

entation of the fop” phi
a certain period of time.”” An SMC project m\agaggr dq’son;fb‘éd/ the 1mple§{1féh tion of the
overall program as a “mixture of push and pull effo ’}‘\J

Numerous examples of the (succ s%irl)\ m.lplemen 1011 of sin ects of top® in
groups or regions exist. Since 2000,\Siem s used top’ as a f rk for achieving
performance improvements in thei S\Qu i he mea tT only targeted the
businesses independently, but a 50 \d\"‘&L 1 1;nat1ves for nergy realization across
businesses. The latter 1ncluded uchas pne/ face to ke gustomer groups” and “shared
services for corporate funcllqn %1 2002, the of implementing elements
of the top” 1n1t1at1ve appeaye d Stitg. ’estmgly, af th e, Klaus Kleinfeld, one of
the initiators of top” and cSM la mens Premd’e&g 9.5!(1 CEO, served as CEO of the
US business. Siemens’ 1e rn

“Launcheg 3 a:sxggo oﬁZ top” U. %5&(‘7?1.@53 Initiative has begun to
show rgsi n/ E{szgs )ar our An companies have increased
signifi a(rr /’1%

,\\ {, Q
A fu erl\N arxlpi 1e strategic reb*lygamzatlon of the group Information and

Commupni orks*fCN) in 200 Q“@iﬁwmg the changing strategic focus, tools of the
l‘opJr p 0 plied. The Jefined concrete measures that were monitored
an Jf necéssm adjustertsfgr s) ncluded “reducing the number of production sites

g sales charm Al d accelerating development act1v1t1es in promising

ovat »3/A varlety o businesses implemented elements of top* in 2001 (e.g.,

1em ns Real E 1 example, A&D in the Automation and Control (A&C)
ols such as anagement quality, and cost reduction. 32

aéple of a p&”l‘tm r 1mp1ementat10n aspect of top” and of the challenges firms
such as\élemens fac@ n deahng with a diverse business portfolio is the “business
excellence leadershiff fraiming™ in the Power Generation division. In 2000, the division’s
management te@/ﬁ}\ ided to implement the top’ quality initiative, mainly aiming at
improvements of‘tl rocess quality. The power generation business is characterized by large
customized orders fm single customers. Compared to businesses with large-scale production

facilities, \7}, small series and individual customer demands lead to a typical project
duration of*183J0 24 months. Process improvements by quality management tools such as Six
Sigma Jifficult to (statistically) measure since the different projects are only partly

T . management decided to develop a distinct competence aiming at continuous

co @ Nevertheless, process quality and customer satisfaction needed to be improved.
Eie%%r)e
imp ment that builds upon elements of Six Sigma.*

As the in-house consultancy SMC notes, today the top” program is implemented in all
groups and regions.>* Though fop™ has become the “standard” for operational excellence in
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many divisions and regions, the implementation rigor and scope, however, still varies. To
successfully implement the top” program requires the commitment of the firm’s group
managers. Familiarizing them with three sub-programs innovation, customer focus, and
global competitiveness, and their respective contents appears rﬁ%al * Indeed, Siemens

management identified two success factors of the rop” progra t,\fop management team
commitment is decisive for implementation efforts. Secon c ion across all f
levels 1s key. Both factors are strongly interrelated. For le; the annu wmner of
top" award are invited to an awards ceremony in Berlin, are aWardcd

the CEO. Further, there are management training program r\ ing the top" progr
methods. These training programs are targeted at difier me ent levels, rgré?l from
members of the top management to team manager,s—»\\\\\ $;
Capability Development and the top” ngx;am \\‘ ,(\@}\

Q)

\ \
As indicated above, enabling the deve{qu@nt o}t@mp_etences for @e, in quality or

process management was a critical <§1§per of\j\op Indeed, Sledn@ top management

acknowledged the importance of ca ab n\es\ s weh\as its fit w h\%environment for the
firm’s long-term success. In 2007, eES fficer Hp% ser remarked:

“Management Capa 1 e ‘dec sive for sustiinable competitive
\% 0 of exper zences mpetences and its

advantage. We reg
consistency with rjfe e %mne}:r as crz ‘)‘U success. ¢

eri

In particular, the fop- rc%zug mphasized d@fei‘en{;a’sg}ects of organizational learning
such as experlentral learfiimg, ow\lque manageﬁ\‘ran And best- -practice transfer. First, the
program aimed a acenumu at d managemen{ﬁ efience in multiple areas. For example,
in 2001 Slemef tomotive launched restructuring and

iemens
integration pr/ogr&Qs% y built uﬁ experiences with top and were expected
bi

to result i productivij ns Of about 1 EUR for each group.”’ Second, knowledge
manageme: \‘ s)a { 1 aspect of topf-a\ an integral part of several different initiatives
1

such agt ec management initidtivevand the quality initiative. Third, Siemens top

manag m‘éﬁtﬂfmphak;?l the impo best-practice transfer for the success of the top™
pro rom~the\ refaunch of L[;i?\_,\ 2 1998 onwards, top” reflected Siemens’ corporate
) @pon best-pr shanng and learning. For example, in 1998 von Pierer

associated ?ﬁ uctice campaign stresses learning from outstanding
L

N new cor;ooq mzcrp!es which were formulated last year.

els of effici h within and beyond the Company. top™ is driven by

2

Knowledge m Xént and best-practlce transfer both were facilitated by dedicated
initiatives, whic er€ also part of top”. These initiatives aimed at issues such as providing
the infrastruc and assistance necessary to effectively store individual experiences via
databases rther, they included a communication strategy for exchanging both
experienceés.and’stored knowledge (Davenport & Probst, 2002). Although the application of
the top' taols “was supposed to result in value creation, the sharing of best practices across
gro aries was considered important. As von Pierer noted, the complementary function
of }ge ge transfer also demanded significant cultural changes within the firm:

“These tools are complemented by the systematic sharing of best practices:
each Siemens business learns from the others. We are also continuing to
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reshape our corporate culture, particularly in the areas of management and
cooperation. 92

Siemens’ fop” program not only comprised initiatives iﬁ;tools to build distinct
managerial competences, but also was itself intended to lea usiness excellence or
management innovation competence. Several aspects famhtaf“tl%h\\éuelopment of such/a 2
corporate-level capability, particularly through experience uldtion™ First, fr
beginning of the initiative, the firm’s top management Cr éd)a edu.atéd functi

corporate center for centrally coordinating and mana n”t 3\ ogram Second, ¢

characterized by a high degree of management contn{mt?“ﬁo from 19 tl! the
beginning of 2007, only two members of the/magg 1 respon or the
program. In addition, the manager heading th¢ "tlv‘a uﬂﬁ t e end of th Qm estigated
period in 2007 held this position for more th rther top.. agels were
frequently recruited from the in-house cons ultancyx& thus often I agl petor experience
with the program.
Progr f: (9.‘@
Besides accumulating expenencef mor

I\Ba(a\\le leamlng al @ned. Knowledge
management tools such as databa}we\ww manual - %sed for storing the
knowledge acquired.*® Communifation_of the owledge a%:;’é was another central
element of the top” program. F leMro
Siemens centered its efforts tm %v

¢ beginning.of*thé top" initiative onward,

nt of a ¢ 1 language Facilitated by
internal publications such agazi nets, and even) a “top” book”, a common
understanding of the fo pro ga\md ts key learni 1%\was considered critical for the

success of the program \
@ <>f~§
Performance nt) of the top” Mam
From the ( gram in %@m 2007, increasing firm performance was

the primary /Q‘B“E oﬁrop’ \(‘and 1s still tcéi?%l Therefore, the firm’s top management team
considere c mea rement at all levels as a highly critical task. The top” program

suppesed result in é}%ﬂnprovemems but was also meant to enable
anf:“equeasures “)
/\

/U c' es fo per )%@ 6, our proven top" processes and procedures

that we all spe same language. We set clear and measurable
d define a opously implement the concrete measures required

torqcliteve them. "4

icated in E; ﬁ;
operating group, and
EVA.* Further

, Siemens management assessed the performance at the firm,
2t levels. First, the overall priority was to achieve an increase in
included the growth rate (which should be twice the global gross
domestic prod )), return on capital employed (ROCE), the cash conversion rate
(CCR) minus (:!6\[ venue growth rate, and the ratio of adjusted industrial net debt to
(adjusted) earri% before interest, taxes, depreciation, and amortization (EBITDA)). Second,
operating -level performance was also assessed with financial measures. Specific target
marging-; were defined individually for each group and periodically revised. For
anagement adjusted the margin ranges with the transition from the Fit4/More to

MS. Third, the top” program management assessed performance with non-financial
on the program- and sub-program level. The different measures were customized for
the specific targets of three sub-programs innovation, customer focus, and global
competitiveness. To assess the performance of the top™ customer focus program, for example,
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the quality of the customer relationships in operating businesses was measured by the “Net
Promoter Score” (likelihood that customers recommend products/services).

Overall, the performance impact of top® appeared to be ngy significant. During the
period of investigation from 1998 to 2007, Siemens was abic \kncrease sales by 28.7
percent, earnings by 197.3 percent and market capitalization bp\h&ent (see Exhibit @/
A project manager of SMC, for example, noted:

Q @
“From my perspective, top" is the major wg&q%\\x gemens AG as
diversified entlly with different unrelated busines. TES\N\B “sense and exi
to date. top" is the primary lever of corporte ev Auﬁ{\f cPeation am{( &\

S\,

achieve the goal of an integrated teclmo{o"' % {?HL) )

Different operatmg groups of Siemens also nﬁﬁ\ed\ﬂﬁ posﬁwegg@nce of the
successful top” implementation on perfonmuce A Siemen; Building Fechpologies in the
Automation and Control Group, fop" \u(ag considered-"to subst contribute to
productivity. Indeed, the improved proﬂ'\fm-t;g was credited to th éﬁé tion of top" tools
for enhancing production processes s and Oufsow ;rtam are the introduction of
a new production-optimization s ste dm resulted { ? percent productivity
increase. A similar effect was pre Q\n in other, ps. For e Wolfgang Dehen, then
Group President of Siemens VPO Autoniet I’Fmarked in

e

\
/? 5
“The rapid zmpf on w. top” World Qﬁﬁr mprovement Program
has been decisivef: )}elped us more closely

o1

CCMhL& zmr:arf
align our deve mem‘, uction é quitinistrative  processes  to
custome;/eeks Ve h increased ficiency by reorganizing our

productign capacit, e!.lr‘goﬁ}dwzde =

Interesti \Slem s’ /top manaoemm’iic}tégonzed the business portfolio according to
what exten th red\eﬁge matgin ranges were/met by the operating groups. By the end of
utetafion aﬂd/];rlves Mgdi olutions, Power Generation, Osram, Siemens
iemens Financia) ices, and Power Transmission and Distribution
argin tar agreed upon with the Managing Board proving that
Mﬂss can be achleye\_/ y utilizing all the tools of our top™ management
ps in the first category, Transportation Systems, the
ns Business Services had failed to reach their margin
Slemens to QIB agement demanded from them a more rigorous application
acﬂxtated " program. Since the firms’ corporate strategy partly built
nepgy from W:r(L%7 optimizing the portfolio, Siemens’ management regarded the
top" progiam as critical for perational excellence and thus for super1or firm performance. As
von Pierer noted\l\ﬁoﬁ those businesses in which the top’ program did not lead to
substantial fuml{fe}l ements (1.e., reach margin target ranges), would be restructured and
potentially diveste

nam committed to continuously improving our profitability — even
b the margm targets we have defined. Where we cannot achieve this

Jth our to 5 business excellence tools alone, we will further adjust our
drifolio.”

i

%{Mher benefit of the top" program was that it strongly facilitated the integration of
acquired businesses. As top™ also provided a platform on how Siemens understands “doing

business”, the acquired businesses had the opportunity to openly and continuously reflect its
nracesers and adant them ta Siemeng where it annearad tn he haneficial Tn addition ton’
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offered Siemens the opportunity to assess the processes, tools etc. of the acquired businesses
and to adopt suitable best practices from them within the overall firm.*

While the implementation of entire sub-programs of toé, enhanced overall firm
performance, the contributions of applying single management tools of the top’ “tool-kit”
were also substantial. For example, in the firm’s 2004 annu

report,\von Pierer stated the
following in reference to the tool asset management: %

ve 'chl of the past fou

“Cash flow development, which has been posi
years, was again very gratifying. Net cash(
activities totaled €3.3 billion. Our mana

ement iarfovation performed with

result not from leveraging tools to
evelopment perior capabilities. Although
the firm’s corporate cent estructured @ﬂg the period from 1998 to 2007,
the case suggests th ment and(Gompbrate-level programs aiming at
management innovation will alway \(efapaln impo il
2007, Siemens top ageme t”t%lm ecided to cpali

part of the up t?P corpor program Fit420

operational excéllericg’an A
0
S!

future impo f\ vdtive managem:
future corgor r ven beyond 0. Indeed, current CEO Peter Ldscher, an
executiy ensive agement ce at GE, wants to strengthen the efforts of

Siemerfs i 1'1&1&3{ innovation&r@ ational excellence with the top’ program.
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EXHIBITS

Exhibit 1: Siemens Corporate Structure 1998 (Source: Siemens
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Exhibit 2: Siemens Corporate Structure 2007 (Source: Siemens Annual Report 2007)
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Exhibit 3: Context and Development of Siemens fop" (Source: Siemens Annual Reports,
WWW.siemens.com)

c t Ten-Point Opcration ns Management .
orporate program Program | 2003 | FitdMare Fit42010

Operational excellence program top

%
N4
17,

CEO

Erich
Relnhardt

Managing board member
responsible for top/top+

Si

1]
!
T 1
2003 ' 2004 2005 ' 2006 2007

Corporate
Responsibility
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Exhibit 5: Elements of Fit42010 (Source: Siemens Annual Report 2008)
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Exhibit 6: Sub-Programs é)& iemens fop” (Seurce: Feldmayer 2006)
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Exhibit 7: Siemens Performance Measures in 2007 (Source: Siemens Annual Report 2007:

160, 194-197; descriptions partly from Siemens Annual Report 2001
AW

Q

S

<

o
oS

D

\,
Level of Type of Performance Descriptio ifs(l'argets
Performance Performance Measure(s) Q !
Analysis Measure <
y st — Wa _@\
Overall Firm Financial EVA EVAKegu%rls\)]et perating-profit after taxes 7/
(NOPA T Jess /charge for capital em d)in
(thc[{msi\}ess\ os‘tc{capital). %
Growth S & Grow{h‘o( 2xGDP /@
ROCE (remm@n _# Appropriate” ROCE (re ‘eapital
capital employ 4:\1}( em&o’ye\aj D
B \
N N
~
Y ) @
CC% CCR(cash conversi@&ofl minus the
cornyersia )- | revenue growth m{?@)\
pmee D S
rate
S NN (P\ N
TAdjuste “\./| Defined ratip Ofedjusted industrial net debt to
ustrial net debt | (adjuste \BTDA (see Outlook)
\tt)«kh'usted} Q
| o
Operating Groups F m?c%/\\\ggﬁéngas 1 ; margin ranges for all operating
<
™ DR
top™ Innovation i Befichmarking ] parison of the products, services,

o,

rocesses and financials within an
organization, in relation to “best of practice” in
other similar organizations.

Lead customs? Collection of feedback from key accounts
feed Lh% concerning state and improvement of
innovation
b (S

-

eneration

EE]

Identification and promotion of disruptive
innovation topics of significant relevance to
our future business

—

b “Siemens Top

Innovators”

Development and expansion of network of top
innovators, and intensively applying their
experience throughout Siemens

&

&: “Innovator Expansion of the corporate image as a leader in
@ Image” innovation
top" Customer @rﬁnﬁhcial Market Involves setting goals on what percentage of
Focus << transparency the overall market must be secured in terms of
individual customers and specific projects

(\,\- Customer Systematically collecting and making available

@ relationship sales information from a central source; firm-

management wide introduction of the ‘“Net promoter score”

(a key indicator to measure the willingness of
customers to recommend our products and
services)

top“E@b?ﬁi

Competitiveness

Non-financial

Lean production
system

Developing lean production system,
accelerating its expansion through the reference
configuration of a “Siemens Production System
(SPS)”
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Selected Siemens Financial Data 1998-2007 (Source: Thomson Financial)

Exhibit 8
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Exhibit 9: Profiles of Selected Top Management Team Members (Source:
www.siemens.com, www.businessweek.com)

Name Position Profile
Heinrich von | President & Dr. Heinrich von Pierer studied law ,and\ economics at the Friedrich-
Pierer CEO (1992- Alexander University in Erlalgen-Nure%e any. He joined Siem {
2005) in 1969 and began his career workir e company-s legal departme f@
1977, he moved to the company; pqwq neration_sitbsidiary
Union AG (KWU), where he was volvel with major power pl
throughout the world. Pierer fﬂwﬂ\( s head of business adminis at
KWU in 1988 and was appdinte, he following y@ar, he was
named President of KWU an :1 e same a member o naging
Board of Siemens A s\;pp\)ntc to the Co xecutive
Committee in 1990, aﬁ%jext Ve@@ilmed Depu n of the
Managing Board of Si AG«’I%,‘rer served as Presi d CEO from
October 1992 to January 2 03 ‘\{-Qf_:,r.er as elected to t isory Board at
the Annual Shafeholders' ing on/January 2005 ubsequently held
the post of C}u& il April 2007.
Klaus President & Dr. Klaus Kleinfi eld h~Td the post of CEO ofSids 6n SAG from January 2005
Kleinfeld CEO (2005- wetked at mﬁ\ r about 20 years and
2007) herthings, Sieme ?lgcmem Consulting into an

kj}bal business ermore, he was a member of

to Juﬁfﬁm\lg\m

anagement of edical Solutions Group. As CEO
siness in the LS. he contributed significantly to the
oun of the busm ther¢ within two years. Kleinfeld started

in Germany. Prior to joining Siemens,
at the CIBA-GEIGY Pharmaceuticals
He earned a Master’s degree in Business
the University of Gottingen (Germany) in
trategic Management from the University of

Wurzb g (Genn:jpx{ Q:_' )

Peter Loscher

003-

\/Healthcare Bi

 Roussell Limited in the UK since 1997. He served as Senior Management

éer H. Loscher 'been CEO and President of Siemens AG at Siemens
althcare since Jusl> 2007. He served as President and CEO of GE
G:Sﬁms since April 2004. He served as President of Global

forMerck & Co. Inc. from May 2006 to July 2007. He served
ham PLC since January 2004. He joined Amersham PLC in
as President of Amersham Health. Prior to Amersham Plc,

das Managing Director of Hoechst Roussel Veterinaria A.LE., Spain,
ICC President, Hoechst Roussel Agrl-Vet Company; Head of Corporate

oechst AQG, Germany since 1988. He served as CEO of Hoechst Marion
Consultant of Kienbaum Consulting Group since 1985. He is MBA graduate

of the Vienna University School of Economics and he also has studied at the
Chinese University of Hong Kong and at Harvard Business School.

Gunter

Wilhelm
S
S

$

é-n\‘ber of the
gmg
esponsxblc for

top/top™ 1993-
2001

Dr. Giinter Wilhelm served as a Member of the Managing Board of Siemens
AG from 1992 to 2001. He studied mechanical engineering at the University
of Applied Sciences Friedberg, Germany. Following his studies, he joined
Siemens-Schuckert-Werke AG in 1958 as a project engineer. In 1974, he
became head of a department in the energy division of Siemens AG. In 1978,
he was promoted to area head in the same division. In 1988, he became
deputy head of the division “E-Industry” and in 1989 was promoted to chair
the managing board of the division “Automation”.
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Name Position Profile

Klaus Member of the | Prof. Dr-Ing. Wucherer served as an Executive Vice President of Siemens

Wucherer Managing AG and its Member of the Managing Board from October 2000 to December
Board; 2007. Wucherer started his career with Sierfiens AG in the Bremen Regional
responsible for | Office, Germany, in 1970 and has held~the\following positions Technical
top” 2001- Office, Osnabriick, Germany, since 1 he served as Head of Controlle
2007 Three-phase and DC Drives SIMAT 5 en Regional

since 1978, Head of Drives at SII\%I
Department, Bremen Regional Office, si

Marketing Department at Sigmens Sﬁé\I?sulo, Brazil, fro
1996, Head of various Subdivisiens Divisions of the Eite
8 W

Automation Group in Nurémb rinany/ and Erlangg grmany:
Industrial Communications; ouse, Automatic ems for
Machine Tools and Industri ation Systems SI ince 1996,

anagement at ¢4 hation Group,

Nuremberg, since 1998, tutomation and>Drives Group since

January 2003. Wutherer holts Honopary Professor: cludes Technical
University (}ﬁ-Che\xqi{‘ engineering) University ;}\ B ed Sciences.
Erich Member of the | Prof. Dr. Erich R. Reinhartt was a Merrd%%tjhe Managing Board of
Reinhardt Managing Sieme - ¢ 2001. He¢ s¢ s the Head of Medical
Board, Solutidns i tgj'oining Siemln%@ served as a Researcher of
responsible for izersi a itute for Phygical El€ctrical Engineering. In 1983,
top” 2007- i iemens AG, Me ﬁ* gineering Group and his other
2008 e Applications Teyelopment in Magnetic Resonance

- e 1990, Siemens Ltd. Bombay, India's
ember of the Group Executive

Q nt of the Medica ering Group. Reinhardt holds a degree in
(Z\' ical Engineering, ‘G torate, and Honorary Professorship from the
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