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InterChina

%I | InterChina, a China-based strategy and M&A advisory firm, )
21285 | has worked with many MNCs on their R&D localization strategy

=

InterChina Consulting R&D Localization Best Practices: Our knowhow base

Leading China-Based Investment 200 industrial clients Procurement I(-)calization Equ. Iocialization
Advisory and Consulting Firm. : ... Automotive Co’ - Machinery co
50 consultants (Shanghai, Beijing).
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600 strategy projects, 200 M&A
deals w. MNCs and CN groups.

Our offering for MNC China Best Practices Org Localization Study R&D in China
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Why are we here today?

InterChina

Survey results Oct/ Nov 2024 (“InterChina Business Forecast 2025"):

MNC'’s key priority now in 2025 is to get fit by developing new products — done via localization
How will you drive sales growth in Which localization initiatives Will you grant China more local
2025 differently from previous years? will you prioritize in 2025? authority for R&D functions?

Launch new/better products. More innovation in China for China C - ° g 2
o F k7 LS oW =
. . . = SV o5 @O g
Expand into new applications. Accept lower margins than global norm S g § l?é B E 3 gé § 8
Expand into new channels. Localize supply chains/ reduce imports 14% 14% 13% £
- - 20% 8
Sell more to existing customers. More authority for China leadership 3% . B1% =
Accelerate decision-making speed. 43% S
More sales to non-MNC customers Il;
Expand into new geographies. 279 b
New /add. production capacities 2 ey 0 g
Accelerate implementation speed. © 49% 53% <
Register more IP locally -
Reduce prices to drive volume. 3 42%
_ Standalone data management >
Add sales & distr. resources. Iz 34% Yes
. . Q
Improve sales & distr. incentives. Form new equity partnerships é 67%
Do an acquisition. More RMB financing in capital mix E 33%
. . % 38% 37% 349,
Increase prices to customers. China-specific B-brand & 27% 5304
Create JV w. a (large) CN group. Prepare for a local IPO
Confidential 3

Source: InterChina survey Oct 2024 with 322 executives across all sectors



InterChina

This push for localization doesn’t come completely voluntarily... 5
=11l
ey 22

By when do you expect to have lost your “legacy advantage” as an
int’l co’ over Chinese competitors? 100% = total respondents in each survey year

100% = no. of MNC respondents 229 287 248 271 322 A Conjecture
“Beyond 8 years 7o, [ |
or never.” . 15% 14% 13%
21% ,
“We expect to lose e
it within 8 years.” ’
m '
m
—
—
—

“We expect to lose
it within 5 years.”

“We expect to lose
it within 3 years.”

“We already lostit.” 17% 19%  20%  21%

Year of survey conducted 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

Source: InterChina annual forecast surveys, 2020 — 2024. Confidential 4



Just about 2 months into 2025, and it’s already a year of
superlatives for China: A testament for China’s R&D power

DeepSeek

Alibaba's market value surges by $87Bklamid
Al development

A testament for China’s R&D power:
We're just about 2 months int02025, and it’s already a year of superlatives for China:

Ne Zha 2

Akeso

Ivonescimab Monotherapy Phase
Advanced or Metastatic NSCLC Patients (N=96)

Study Results

Best percentage change in tumor size frc

Treatment-naive pts with PD-L1 positive (N=54)

W 10mg/kg Q3W @=19) W 20 mpkg QW (n=16)|
@ W 20 mgkg Q3W (@=15) M 30 mgkg Q3W (n=1)
"
0 .
Fi
20 +20%
s |ices 2
[ == "]"I T |
“ m
0 e |
) !
m
-100. |

BYD

BYD's Market Domination:
Outselling Tesla

and Expanding Globally

BYD is dominating the Chinese EV market, selling nearly 300,%
five times Tesla's sales. With a 26.9% market share in China, e
UK, and a focus on affordability and advanced technology, BY|
leader.

In the race for EV supremacy, Tesla is feeling the heat from BYD, China's ho
saw BYD selling a staggering 300,538 new energy vehicles (NEVs)—battery
4916% surge from the previous year. Tesla, in contrast, only moved 63,238
over-year. That puts BYD ahead by nearly fivefold in the Chinese market.

« BYD's market share hit 26.9% in January 2025.
« Tesla ranked sixth with just 4.5% of the NEV market.
* BYD continues to dominate with both BEVs and PHEVs.

Unitree

XiaoMi

Xiaomi SU7 Ultra becomes fastest 4-door car around
Nurburgring
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InterChina

Our Feb 25 survey gives a glimpse into R&D localization
practices of MNCs: 142 responses across different sectors

L
iy =S2s

No. of R&D centers of MNCs globally, sorted by respondents

150 -
Consumer goods
B Healthcare 2 1
Global ex China
50 | ¥ 1n China . |
T Large equ. Industrial parts S
20 -
s | Materials
10 -
——————————————————————————————————————————————————————————————————————————————— 409
5 -
0 A

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential 6



InterChina

The good news: 2/3 of MNCs have already gone beyond of Ty

just using the China R&D team as an “extended workbench”

What is the primary purpose of your China-based R&D activities?

Prevalent / 100%: All respondents, all sectors
typical to sector
/
I.e. Healthcare
E.g., Large equipment; companies
consumer goods @0/0
companies
E.g., Materials /
chemical; Ind. parts I.e. Automotive
companies companies
e L4
-~
36%
To localize (adapt) To develop new To develop new products China R&D is fully integrated
products for China products for China for China and Global / in global R&D portfolio

Asian markets

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential 7



InterChina

Good things take time: It takes MNCs ~ 10 years to drive e

half of China sales by locally developed products

Locally dev't products’ share of China sales of 5 example MNCs How to reach the 50% line

Start year of China
For China 0-1 R&D 29990 2011 2013 2017 2019

Global Products
sold/made in China
(no change to
global platform/tech)

—

Locally
developed | — ——===—" ===
products T: . . , N
(China For - S . Give Cr_una 0 - 1 dev't responsibility
China) 4% Use Chnja testing center
2 . HQ retains control over core components

. Start w. component, then move to full equ.
. Start w. lower-end equipment

. Start w. China adaption of global product

. Empower China team

0-1 . Priority: BU/product successful in China

= NWDUTON

MNC 1 MNC 2 MNC 3 MNC 4 MNC5

*Adaption including innovation on existing global products such as function changes, cost reduction and changes to meet local standards. Confidential 8



InterChina

China for China innovation: It's all about ‘cost-down’

Lz
iy =

What is innovation? What are the major features of
In China For China developed products?

100% All respondents; several mentions possible.

_;Lrl D)

Lower cost than global products

“Innovation is something (based on different designs, 87%
that saves us money.”

maximizing local supply chain)

Special functions that customers
require in China (matching market- 51%
specific characteristics and priorities)

Simpler / simplified products
for lower quality or productivity | 24%
requirements

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential 9



InterChina

Local development = Meeting the customers’ price expectation

What is the initial customer reaction / expectation on a “locally-first” developed product?

All respondents Prevalence

- _ Large equ. co’s
Customers like it and accept it as part of 31% Materials co’s

our comprehensive, value-added offering

Industrial parts co’s
Customers like it but expect a lower Automotive co’s

0 I,
price than the previous (global) product 62% Healthcare co’s

Consumer goods co’

Customers would still prefer global product | 7%
2023

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential 10



InterChina

Going from zero to hero:
Most MNCs are still in infant steps re. real China innovations

No. of real China innovations (0-1 prototypes) developed by local team (example data points, log)

100 H °
You don’t need to be huge to be truly innovative Large equ.

° . .
CemEier geees Real innovation as a

function of size (and, time)
Industrial parts—@

o @ Large equ. @ Automotive o o
10 A @ Materials @® Industrial parts ® Automotive

Materials i Automotive Large equ.

Automotive Materials ]
) ® @ o Industrial parts

@® Industrial parts Automotive e

® lLargeequ.@ @ LalEs equ/..

Automotive Large equ. Healthcare

o @ Consumer goods @ Materials
Industrial parts
Automotive Industrial parts
Industrial partsl Automotive  Industrial partsiIndustriaI parts
1 @ ® . ® @ .

1 10 100 1,000 10,000

@ Consumer goods
Mayjority of MNCs

New 0-1 protypes developed in China

No. of R&D staff in China

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential 11



Most MNCs China sales still rely on global products / platforms

... this can be alleviated with real local innovation (0-1) %

How would you breakdown your current China sales (driven by what type products)?

100% Total no. of respondents in each respective sector, overall average

100% Total no. of respondents in each respective sector,
isolated those that developed ten or above 0-1 innovations in China
B Locally developed 0-1 products

! Locally developed / adopted products
" Extended workbench products \ \
¥ Global products "V 4

Consumer

Consumer
Ind. Parts Large equ. Automotive Materials goods

Ind. Parts Large equ. Automotive Materials goods

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors.

Confidential 12



China for Global: We're entering a world where 20% of MNCs’

global business will be driven by China innovations

China for Global: How much is / will your global business be driven by
‘global products developed in China’ (as a % of total global business)?

InterChina

L
iy =

Consumer goods | Large equipment | Industrial parts Healthcare Materials Automotive
Avg. in % In % In % In % In % In %
25%
19% Avg, all sectors
18%
—————————————————————————————————————————————— r I R - - - - 1-- 17% In 5-7y
/ 15%
13%
11% 11% 11.7% .
----------------------------------------- - I - 1" - "10% - 1-11% In3y
9%
8% 2 8%
—————————————————————————— -- R - -- -- -1- --- - -- -1- 6.6%7N0W
0]
5.6% 504,
. 2.3%
0.79% L3%
1
Now In3y In5-| Now In3y In5-f Now In3y In5-| Now In3y In5-| Now In3y In5- | Now
7y 7y 7y 7y 7y
Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential 13



‘ China Speed! InterChina

b
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How long is your avg. development time in China for a product (measured from ‘concept
validation & requirement analysis’ until ‘testing & verification’)? 100% Total no. of respondents in each respective sector

Large equ. Industrial parts Materials Consumer goods  Automotive
A ﬂ
" > 3years C13% 7% 20% 33%, o
2 — 3 years 25% 29% 20%
1-1.5 years 25%

B 1.6 - 2 years
B 11 months or less

Speed difference: How much faster is your China R&D team able to develop a product in China

Compared to a team in another region (I'e' at HQ) 100% Total no. of respondents in each respective sector

Large equ. Industrial parts Materials Consumer goods  Automotive
| Nodifference 20% d
10-25%faster ~ []m od | e | | % |
s0-sotaser | a0 | | | Tl T ] [
50-75%faster ~ ||lm ] oot oo
il 100% + faster D7% D2%

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential | 14



China speed: A more streamlined R&D process, and integrating agile
local suppliers help MNCs to speed up their R&D cycles significantly

For MNCs that develop in China significantly faster than global: Why is their local process faster?

All

Ind.
Parts

Auto-

Consumer Large
equ.

goods

66%
89%
23%
0
33% 13%
13% 10% 11% 9%
— 3%_

motive Materials sectors

“Less complicated,
more streamlined
internal process ”

“Suppliers / agencies
in China act and
react faster”

“Longer working hours”

“We do less tests”

L

“We save a at least 50% of project time due to
less multi-level approvals, avoiding
misunderstandings between languages, eradicating
different time zones and so on.” — EU circuit
breaker maker.

“Chinese PCB board suppliers provide us the
components within 10 — 15 days. Global suppliers
need 2 months.” — EU industrial automation player.

“It takes 1 month to receive the 3C certificate in

China, but 6 months to get a similar EU certificate.
- EU energy management company.

n

“Our China team works often overtime, also, our
China testing centers is open longer than our
European center.” — EU control systems maker.

InterChina

K

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors.

Confidential |
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InterChina

China-led R&D teams create China speed, helping to accelerate
innovation funnels and R&D cycles in China

A leading automotive T1 MNC halved its R&D cycle via local DoA and joint R&D with local players

41 months R&D cycle! in months (max. scenario)
Testing & verification 5
System integration
& optimization 6 - 30 months @@
Prototype testing 12 6 \
& validation !
18 months
6 ~
3
3
Technology R&D 12
3
12
I 6
Concept validation 6
& requ. analysis 3 3
Before 2013 2013 - 2020 2021 onwards
Majority of R&D HQ no longer : .
R&D_ fuIIy_ follow from HQ; China China R&D Shorter reliability approves locally Joint R&D with local
global; China team : , eco-system partners on
) . team develops lead by test for China OEMs dev't products -
adjust on application : autonomous driving,
some products for China team (6-12 to 3-6 months) = (shortens 2-3 . . .
level only : intelligent cabins, etc.
certain C-OEMs months).

Source: InterChina research Confidential | 16



“Letting go”: Allowing the local team autonomy to initiate 0-1 product is
key; other factors are important enablers for amplifying the autonomy

InterChina

Lz
iy =

How were you able to “let go” and give the China team more authority
— what adjustments did you make to speed up the local R&D process effectively?

Respondents: Companies that developed less than ten '0-1 innovations’ in China, and such that developed 10 or more.

Allow local autonomy to initiate
a In China For China (0-1) project

Local China GM assuming stronger role
(i.e. China R&D head reports directly to
China GM instead to global R&D head)

Localization of SCM / sourcing decisions
to China team entirely

Introduction of special (fast-track) approval channel
for component supplier selection

Remove formal and strict approvals by global
team supervisors for each R&D step

Introduction of product committee composed out
of global and local R&D team, marketing team and
GM to coordinate but not approve on innovation gates

14

< ten ‘0-1' innovations in China Ten+ ‘0-1' innovations

BT
24 - 30
m-

42

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors.

Confidential 17



InterChina

MNCs will grant their local R&D team more authority @

K

As part of your 2025 plans, will you grant your
China operations more local authority for R&D functions? 100% Total no. of respondents in each respective sector

.~ We plan to increase the local authority
 Our local R&D functions already enjoy a high authority
" We rather retain it at HQ or APAC level

Consumer Materials Ind. Parts All sectors Automotive Large equ. Healthcare
goods

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential | 18



InterChina

The global R&D team is elemental and responsible to make R&D in

China work — without them, you can't have a motivated China team .

k2

B
1&

What helps best to motivate the local R&D team? All sectors, indicative (several mentions possible)

Local team perceives that they’re trusted by
global R&D team as well as global management

Recognition, give face,
company-wide awards

W

Monetary rewards
(salary, incentives, bonuses)

More career / promotional opportunities
in China and also globally

Working for a / the industry leader

National pride (“we can do it better
and faster than the US team!”)

Others

Working for a MNC brand
< ten '0-1" innovations in China

B Ten+ '0-1’ innovations

We pay royalty on sales
paid to R&D team for successful products

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential 19



Process and org.: Increased local R&D autonomy and simplified
governance helps MNCs to reduce China R&D project time significantly

K

InterChina

1€

Example MNC equ. maker: With a global adjustment of China R&D governance process, China R&D was truly empowered

Global

Before
2019

China

Other dept.

ther dept

R&D

| Marketing

R&D _
Other dept. _

2

R&D |
Other dept. _

2

R&D
Other dept. _

R&D

Other dept.

24 months

No autonomy to initiate
a CfC project for 0 to 1
full equipment NPD
Need approval from HQ
for each step

Might get stuck/stopped
anywhere, by any HQ
department

No formal process, no
conflict resolution
mechanism

Global

After
2019

China

Other dept.

tter cept |

R&D

R&D

Other dept.

R&D

Other dept.

Other dept.

R&D

Other dept.

8 months

Local autonomy to
initiate a CfC project for
0 to 1 full equipment
NPD

The whole R&D process
is primarily managed by
the China team

Clear and formal process
& conflict resolution
mechanism — Product
committee

Source: InterChina research

Confidential
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Process and org.: SCM / local supplier selection is a crucial battlefield
for China to win — green channels may be a good first compromise =l

InterChina

k2

¥

B
1&

Example MNC equ. maker: With a global adjustment of China R&D governance process, China R&D was truly empowered

Global CEO
Global
Global Global
Global sales R&D SCM
center
china 5 Chlna; GM
I I I |
Sales R&D center Finance Legal/HR/Admin Production Local SCM center
N
Not divided by BU, 3 SCM center
only separated by globally (China,
pre-/after-sales German and
UsS) serve 7
regions
BU _A
New machine X
Service & upgradation X
X X X
Process technology X
Digital X
Mktg (report to China GM) X X

Large team, ~170
people, with
procurement, logistics,
warehouse mgmt. etc.

300 local suppliers.

Local SCM has the
authority to assess
suppliers and
recommend new
suppliers but needs
the approval of HQ.

Green channel for
CfC product: faster
approval, usually
HQ follows local
SCM suggestions.

Source: InterChina research

Confidential 21




InterChina

Many MNCs are still struggling to make use of local innovation
ecosystem partners — a KSF used by local competitors effectively =2

R
How much value do you get out of local innovation _ Examples of minority share
. . - investments by MNCs in China
partners (i.e. local start ups / tech ecosystem companies)?
: Year Sector Investment target MNC Investors
. ! '
Negative ! Positive 2024 Life sciences Jixing Pharmaceutical Bayer AG
experience i experience o o
' 2022  Life sciences Innovent Biologics Inc Sanofi SA
1
N 000909 2021  Life sciences Richardson Medical OLM Ventures
1
13% 2022 Semicon Suzhou Xinlu MPC VII
1
”””” F— 2021 Semicon Shanghai Carson Translarity
1
E 2023 Semicon Anyifa STMicroelectronics
0, 1
. | 2021 Semicon Suzhou Bopai Boschman
1
1
! 2022 Semicon Hainan Shunwei OST
,,,,,,,,,,,,,,,,, !
': 2022 Semicon Shanghai Insemi KOREA INDOR
1
! 2022 Displays Jiangsu Adv. Quancheng  Adv. Process Systems
1
i 2022 Renewables Hunan Xingling New Energy Sembcorp
1
' 2021 Renewables Envision Grou GIC Pvt Ltd
49% ; P
! 2022 Renewables China Coal Xinji Hefei Power United Power
1
' 2022 IoT Shanghai Thingple Phoenix Contact
1
i 2021 IoT Ziyun (Shanghai) IoT Bosch
1
\ 2020 IoT Zheliang ZhiWuHuiYun Advancer Smart Tech.
1
. . , .
Very little but also, Not a lot despite E Somewhat, we work A lot — they're essential 2020 IoT Redtea Mobile Qualcomm
we haven't not us trying to i with various setups for our innovation
. I . . . .
proactively sought ' on a commercial bandwidth in China, 2021 Auto- Al Momenta Bosch
. ! . . o , .
out such cooperation : basis, W|th positive gnd we're also a‘ct|ve‘ly 2022 Auto-Al  Black Sesame Technologies Bosch
experience invest in them (i.e. via

minority shares)

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential 22



InterChina

The battlefield in many MNCs: Localize or not more IP in China? e

Localized R&D enables access towards state-controlled markets

&

Has China’s IP protection
environment become better
and more mature since 2020?

o g 5 =
© B o w (0]
T
= (] = 0

g £ 2 £ 8E £%
T =3 8 = Sa Oo

25%
56% . 60% 64%

-
el

I Yes — much stronger; HQ more confident about it, too
Yes — it's stronger but HQ is not fully convinced yet

™7 Not sure
™ No - by and far, same problems and concerns persist

Are you registering
more IP in China?

()]
&
o 5 = g oy
© v o o =} o)
O © 0] e o o
S Fon ) =) e k7
® 2 © 28 8 3
£ > 5 8& 2 S
14%
25% 33% 11% -
29%
44%
38% 339
20% y 21%

I Yes (localize more global IP; register more local IP)
Yes — we're moving more global IP to China
Yes — by registering more IP developed in China
™7 No change
B8 No - we're moving IP out of China

Does R&D localization help you
to gain an advantage in gov't or
SOE procurement?

(0] . )
= 7] > = usd
5 ") £ o . S
o © © Q = O
= = o o 3w S
o [J] o)) 0 T =
) + o bl cC O ©
=} © c © o O (0}
< = — i O o T

339
50%

2
22% 20%

I Yes, we have that experience

It is possible, but unproven
™8 No, we remain a FIE after all
[ Not sure or irrelevant

33%

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors.
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InterChina

So, what should you to tell the HQ?
“If we don't do it, we will lose business”

b
ki
1&

What were successful arguments for you to convince your HQ
to provide more authority to the China R&D team?

< ten ‘0-1’ innovations Ten+ ‘0-1" innovations

If we don't do it, we will lose customers and business sooner than later 36 84
Customers want it and are asking for rapid upgrades, fast solutions, 3 34 66
local authority to help them effectively and timely
Global team never understands the local conditions, customer
; ) 24 30 54
needs, and supply chains — this has to be done locally
Our largest local competitor already does it — we will struggle to 18 40
compete effectively without sufficient local authority
36

Chinese customers require it because of supply security concerns — they want to 1
see their things developed locally and see a commitment from our side to China

22
Local R&D team is mature now, talent is abundant and
X 12 24
we got strong, capable people who can truly innovate
12 4 26
IPR risks can be successfully managed now in China 456
due to a stronger legal environment

Source: InterChina survey, Feb 2025, n = 142 MNCs across different sectors. Confidential 24



Thank you for your attention!

InterChina

= 4{ Franc Kaiser
s 1 Partner-in-Charge
Franc.Kaiser@InterChinaConsulting.com
WeChat ID: franckaiser
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