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Key Initiatives Under the Mid-Term Business Plan
Part 3: Monozukuri Initiatives

— Strengthening Productivity and Earnings Foundation Through the Global Deployment of Lean Manufacturing —

Sanden Corporation (Head Office: Isesaki City, Gunma Prefecture; hereinafter “Sanden”) is pleased to
announce the third installment of its Mid-Term Business Plan Key Initiative Series, featuring its efforts to
improve productivity and strengthen its earnings foundation through Lean Manufacturing activities.

This release highlights the following initiatives:

The Concept and Deployment Status of Lean Manufacturing Activities

Improving Productivity and Strengthening the Earnings Foundation Through Key Initiatives
Achievements and Measurable Results from Shopfloor-Driven Improvement Activities

® 0o

A Phased Roadmap Toward Achieving the Mid-Term Business Plan

Sanden has identified strengthening profitability and achieving sustainable growth as key priorities under its
Mid-Term Business Plan. In the manufacturing domain, amid growing market demands for quality, cost
competitiveness, and delivery performance, Sanden is working to enhance its manufacturing
competitiveness through the reduction of process losses, productivity improvements, and the stabilization of
product quality.

At the core of these efforts are Lean Manufacturing activities, which visualize waste embedded in production
processes and continuously review work operations, logistics, equipment utilization, and other areas.
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* Productivity is calculated based on production volume per operator and compared with the level before the improvements.

® Our Lean Manufacturing Philosophy

Lean Manufacturing is a production philosophy aimed at improving productivity and quality by visualizing
waste embedded in production processes and eliminating non-value-added activities and process losses.
Sanden has established Lean Manufacturing as a common improvement model for use across its production
sites in Japan and overseas and is developing a framework that enables the shop floor to continuously
identify challenges and implement improvements.



The key principles are as follows:

* Visualizing and eliminating inefficiencies

* Continuous improvement driven by the shop floor

* Data-driven process analysis and decision-making

* Standardization of improvement methodologies and talent development
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Lean Talent Certification Waste Elimination Continuous Improvement
« Training on Improvement Promotion Steps * Identification of the Eight Wastes = “Better” Thinking for Rapid Results
+ Training in Various Analytical Methods (TO WISDOM) + Dedicated Improvement Weeks

+ Assessment, Certification, and Recognition + Building a Kaizen Culture with

Full Employee Participation

Our Lean Manufacturing Philosophy

Guided by these principles, Sanden is pursuing improvements across the entire manufacturing domain,
extending beyond production processes to include logistics, equipment maintenance, energy management,
and indirect operations.

® Key Lean Manufacturing Initiatives

Sanden’s Lean Manufacturing activities integrate a range of Monozukuri-related initiatives, including
maintenance cost reduction, investment management, production strategy, and productivity and quality
improvement, with standardization and the use of information and digital technologies serving as common
foundations. The overall framework is shown below.

__ SANDEN Lean Manufacturing .

Thorough Waste Elimination and Achieving Consistent Products,
the Pursuit of Maximum Efficiency Quality, and Costs

| Visualization of the Ideal Monozukuri Approach
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Overview of Sanden Lean Manufacturing

These initiatives are organized into three key focus areas: Enhancing Cost Competitiveness, Optimizing
Production Systems, and Improving Productivity and Quality.

The initiatives are integrated across the supply chain, plant operations, and organizational management to
comprehensively review labor requirements, material flows, equipment utilization, energy consumption, and
other operational factors.



Key Focus Area Category Key Initiatives

Maintenance Cost In-house maintenance operations and optimization of
Reduction procurement methods
Enhancing Cost Investment Clarification of investment priorities and validation of
Competitiveness Management investment effectiveness

Visualization of energy consumption and promotion of

Utility Cost Reduction T
energy-saving initiatives

(ST Production Strategy Review of production footprint and make-or-buy strategies

Production Systems

Indirect Operations Optimization of business processes, role allocation, and

Efficiency workforce deployment
. Enhancing productivity and quality through improved visibility
. zLoac:il:Ctllr‘::t‘:':::ment of equipment utilization and strengthened maintenance
Improving yimp activities
Productivity and o : i i S
Quality Logistics Analysis of material flows, identification of bottlenecks, and
Improvement optimization of material handling processes

Improving operational efficiency through the use of
Low-Cost Automation collaborative robots, automated guided vehicles (AGVs), and
other automation technologies

® Creating Results Through Shopfloor-Driven Improvement Activities

Sanden uses improvement methodologies such as Value Stream Mapping (VSM) to visualize entire
production processes. By analyzing work operations, material flows, and equipment utilization, Sanden
works to eliminate bottlenecks and waste.

*VSM (Value Stream Mapping): An improvement methodology used to enhance productivity by visualizing end-to-end production processes
and identifying non-value-added activities and operational bottlenecks.

B Improvement Example: Enhancing the Electric Compressor Production Process Through VSM

In the electric compressor production process, Sanden reviewed logistics flows and work processes through
VSM analysis. The analysis revealed that individually packaged components required a considerable
amount of time for unpacking.

To address this issue, the packaging method was changed from individual packaging to pallet-based
packaging, while workflow routes and parts supply methods were also reviewed.

As a result, the workforce was optimized from four operators to three, representing a 25% efficiency
improvement based on the number of operators. The review of the overall work and logistics processes also
helped reduce equipment downtime losses and quality defects.

Key Results

* Improved unpacking efficiency through optimized packaging methods

* Workforce optimized from four operators to three (25% improvement)

* Reduced process losses through the optimization of work operations and material flow

* Enhanced productivity through the reallocation of labor capacity freed up by the improvements

M Intensive Short-Term Improvement Activities Through Sanden’s Unique “Kaizen Week” Program
Sanden conducts a short-term, intensive improvement program known as “Kaizen Week,” led by cross-
functional teams comprising members from manufacturing, production engineering, process improvement,
quality, and other related departments.



During Kaizen Week, participants complete the improvement cycle within one week, from assessing current
conditions through implementing improvements and verifying their effectiveness. For items that cannot be

completed during the program, a 30-day implementation plan is developed, and progress is continuously

monitored.
Imp;z:g:e"t Improvement Step Key Activities Expected Outcome
Current-State Assessment = Analyze productivity, workload, and Identify improvement
Day1 e "
& Issue Identification process performance opportunities
Day2 Waste Visualization & Identify waste and inefficiencies through Reduce non-value-
y Analysis interviews and other methods added activities
Day3 Improvemenlt Exgcute high-priority improvement Improve productivity
Implementation actions
e Confirm improvements in work time, Enhance cost
Day4 Results Verification . o
workload, and workforce allocation competitiveness
Standardization & Standardize improvements and define Sustain improvement
Day5 . .
Deployment Planning next deployment actions results

In an HVAC production process, 11 improvement measures were identified, seven of which were completed
during the Kaizen Week period. As a result of reviewing workload, material handling routes, parts supply
methods, supporting operations, and other factors, the following improvement results were confirmed.

Key Results

* A reduction in cycle time through improvements to work and material handling methods
(approximately 11%)

* Improvement in productivity through reduced process losses (approximately 14%)*

* Workforce optimized from five operators to four (20% improvement)

* Elimination of overtime work through the review of operations

* Productivity improved by approximately 14% compared with the level before the improvements, based on production volume per operator.

Sanden aims to contribute to improving profitability under its Mid-Term Business Plan by standardizing the
analytical methods and improvement expertise gained through these initiatives and deploying them across
other processes and production sites in Japan and overseas.

® A Phased Roadmap Toward Achieving the Mid-Term Business Plan

Sanden will progressively advance its Lean Manufacturing activities to translate the improvement results
achieved in individual processes into sustained improvements in competitiveness.

Phase 1: Foundation Building

Sanden will promote current-state analysis through VSM, the development of lean talent, the establishment
of standardized work and loss-reduction practices, and the visualization of improvement results using KPlIs.
Phase 2: Advancement

Sanden will develop infrastructure for collecting and visualizing production data while working to improve the
accuracy and effectiveness of process improvements through predictive maintenance and quality prediction.
Sanden will also share improvement examples among its sites and promote their deployment across global
operations.



Phase 3: Autonomous Operations
Sanden will promote the optimization of production planning and equipment operations using Al and the
advancement of smart factory initiatives, while aiming to establish a framework that enables each site to

continue improvement activities autonomously.

E,;’ Foundation Building Advancement @ Autonomous Operations
- Current-state analysis and identification - Development of infrastructure for - Optimization of production planning and
of issues through VSM collecting and visualizing production equipment operations using Al
- Development of lean talent and data - Promotion of smart factory initiative
establishment of standardized work and + More advanced process improvement . Establishment of autonomous
loss-reduction practices through predictive maintenance and

improvement activities across global

quality prediction operations

.

Visualization of improvement results
using KPIs » Global rollout of improvement practices

Phased Roadmap for Lean Manufacturing Activities

These efforts will be coordinated with the IT infrastructure enhancement initiative scheduled to be introduced
in Part 6 of this series, integrating shopfloor improvement with the use of digital technologies. Through the
advancement of smart factory initiatives, Sanden aims to establish a production model that can be
consistently replicated across its global sites.

Based on this roadmap, Sanden will work to reduce manufacturing costs and strengthen its earnings
foundation by combining shopfloor improvement with the use of digital technologies, with the aim of
achieving its Mid-Term Business Plan.

® Comment from the Head of the Monozukuri Division

Our production sites are the source of Sanden’s competitiveness. The Monozukuri
Division positions Lean Manufacturing activities as a key initiative for improving
profitability under the Mid-Term Business Plan and is deploying these activities
globally. Our objective is not simply to reduce costs, but to continuously improve
the process through which we deliver value to our customers. To this end, we are
combining the standardization of improvement activities, talent development, and
the use of digital technologies as we work to establish production models that can
be replicated at each site.

We will continue to improve safety, quality, and productivity, while reallocating the

personnel and labor capacity freed up through improvement activities to growth

Head of Monozukuri

areas. In doing so, we aim to establish a Monozukuri foundation that can be
consistently replicated across our global sites. Through these initiatives, Sanden will continue its efforts to
improve profitability under the Mid-Term Business Plan and sustainably enhance corporate value.

The next release will introduce Sanden’s education and training programs that support the Mid-Term
Business Plan as part of its talent development initiatives.

*Statements in this release regarding plans, targets, and future initiatives are based on information currently available to Sanden and
assumptions considered reasonable at the time of publication. Actual results may differ due to changes in the business environment and other
factors.
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