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Today’s industrial machinery and components
companies must go beyond traditional business
models to improve profit margins through the
creation of alternative revenue streams. This paper
explores how you can leverage a solution provider
network – a global ecosystem of customers, partners,
and software developers – to create continuous
customer value and generate sustainable business
growth.

Step Outside Your Comfort Zone

Capturing New Opportunities to Create
Long-Term Differentiators
To survive and thrive in today’s complex
business environment, many of the world’s
leading industrial manufacturers have
embarked on a new journey that involves
stepping outside their manufacturing
“comfort zone.” Some are making a direct
bid to enter a new industry or partnering
with other companies as part of a multiindustry value chain. Others are becoming
true solution providers. This transfor
mation includes a shift from just selling
finished goods and spare parts to providing complete aftermarket service and
value-added support.
What exactly does this mean – and
what does it look like?
A Case Study: Krones Group
Consider the story of Krones Group. Based
out of Neutraubling, Germany, the company plans, develops, and manufactures
machines and complete lines for the
fields of process technology, bottling,
canning, and packaging, as well as intralogistics. Millions of bottles, cans, and
specialty containers are processed each
day on lines that Krones has built for
breweries, soft drink manufacturers, wine
and spirits producers, food and luxury
goods companies, and chemical, pharmaceutical, and cosmetic businesses.
According to Markus Tischer, senior
vice president of lifecycle services, Krones
thrived as a manufacturing company for
many years. But by 2004, new customer
demands began to put pressure on management to deliver added value through
services. “For years, our primary customers were established companies in indus-

trial markets with significant internal
plant management and maintenance
expertise. But by 2005, most of our
growth was coming from emerging markets such as South America, Africa, and
Asia,” explains Tischer. “These customers needed completely greenfield plants,
and because they had limited internal
expertise, they were very dependent on
outside help to run them properly. We
were integrated as an important part of
our customers’ value chain.”
To meet customers’ demands, Krones
needed to become more of a solution
provider by offering value-added services.
The executive team saw services as
a source of new and more profitable
revenue – a top management priority.
“We had a strong commitment at the
highest levels on down to start a new
business unit, which we call Lifecycle
Services,” adds Tischer.
Evolving the business was a process.
Krones had stand-alone channels for
spare parts, service, training, and more
that had to be combined, centrally managed, and offered as part of a turnkey
solution tailored for each customer.
States Tischer, “There was also the challenge of managing execution globally at
customer sites. We had to build up and
depend on a large network of subsidiaries,
third-party machinery suppliers, and
agents, so we could fulfill service contracts.” To support the integrated and
centralized processes and data, ecosystem collaboration, and customer communication needed to enable their new
business model, Krones leveraged SAP®
Business Suite applications.

Today Krones provides lifecycle services
to nearly 100% of its customers. Services
have the most stable profit margin in the
business and represent a significant percentage of the company’s overall revenue.
“Our services include on-site services,
retrofitting, upgrading, maintenance, and
spare-parts acquisition,” notes Tischer.
“We also offer ramp-up support for new
plants and have an academy where people
can learn how to manage, run, and maintain our equipment.” Closer interaction
with customers has also afforded Krones
the opportunity to deepen customer relationships, understand how machinery
gets used, and learn more about what
customers need. The insights gained
are fed to Krones’ product development
team, enabling the company to produce
more sustainable, customer-centric
machinery.
As a result, Krones has evolved far
beyond its original role as a producer of
machinery and bottling lines. The company has become an all-around partner
for its customers, creating harmonious,
optimized synergies of mechanical engineering, line-related expertise, process
technology, microbiology, and information technology.
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Envision a New Business Model

Turning Challenges into Opportunities for
Sustainable Growth
From SAP’s perspective, Krones’ strategy
was the only logical response to current
market realities. Several key business
challenges are driving the evolution of
the industrial machinery and components (IM&C) industry and are forcing
executives to reconsider their business
model.
Competition from Emerging
Economies
Emerging economies are rapidly changing
the competitive landscape of machinery
and components companies. Economists
call this “positive supply shock” – rapid
productivity gains in emerging economies
are lifting the world’s potential output
as these countries try to catch up with
developed economies. For forwardlooking executives of IM&C companies,
new competition is driving the need to
differentiate in new and innovative ways;
for example, by offering value-added services and solutions, not just products.

Shrinking Product Profits
Higher costs continually threaten to
undercut margins at many IM&C firms,
resulting in shrinking profits from traditional product profit streams. Moreover,
machinery manufacturers are coping
with increasing energy costs that affect
the bottom line and threaten long-term
product margins, as does the increasing
threat of intellectual property theft. For
these reasons, IM&C companies must go
beyond traditional business models to
improve profit margins through the creation of alternative revenue streams.

They no longer want to buy just machinery; they want to buy greater uptime in
the overall equipment lifecycle.
Machinery and components manufacturers can leverage these trends for competitive advantage. By knowing what
your customers want and expect, you
have the opportunity to create long-term
differentiators for your products and services. However, the creation of differentiators that deliver more total value to your
customers requires innovative solutions.

Rising Customer Demands
Customers are increasingly demanding
greater value and competitive advantage
when they buy machinery equipment.
They now look for higher quality, faster
innovations, broader solution offerings,
greater uptime, and increased return on
investment. Furthermore, customers are
looking for different delivery models.

Leading machinery and component manufacturers
are stepping outside what’s familiar by branching
out into new industries and transforming themselves into solution providers that deliver greater
value to customers.
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Creating a Global Ecosystem to Deliver Continuous Customer Value

The Executive’s Road Map to Building a
Solution Provider Network
In response to these challenges, leading
machinery and component manufacturers are stepping outside what’s familiar
by branching out into new industries and
transforming themselves into solution
providers that deliver greater value to
customers. The key is developing a thriving solution provider network – a global
ecosystem of customers, partners, and
software developers, all working together
to create continuous customer value.
Through a solution provider network, the
most successful IM&C businesses are
seizing new opportunities and developing new capabilities to enhance value to
their customers.
But vital to developing a thriving solution provider network is executive leadership that facilitates the change required
to evolve from a product company into a
successful solution provider. Leadership
involves:
•• Fostering the mind-set of a solution
provider across the business
•• Developing turnkey solutions that
address real customer needs
•• Learning to tap the power of the
ecosystem
•• Focusing on win-win scenarios by
always looking out for your extended
team
•• Optimizing value chains
•• Leveraging new technologies to innovate processes and offerings
Foster the Mind-Set of a
Solution Provider
To be a solution provider, you first need
to think like one. With a solution provider
mind-set, a manufacturer, for example,
can look into the value streams of its
customers. You may find it advantageous
to take over certain aspects of the value

stream and deliver it to the market. This
requires the ability to support customers
with relevant industry and technology expertise that includes not just products
but also services like consulting, financing, preventive maintenance, field service
repair, and other value-added support
services. When you transition from selling products to also solving problems,
you need a new way of thinking.
Examples of best practices for leading
this change in mind-set include the
following:
•• Before you start, fully understand
your company’s current culture and
capabilities, and develop a clear understanding of what needs to change and
how, including metrics to assess
change over time.
•• Ensure all executive leadership is on
board. You can’t change anything
without executive sponsorship and
guidance across the enterprise.
•• Foster effective and efficient communication channels for all levels of the
organization “from the shop floor to
the top floor.”
•• Be prepared for resistance, and have
a solid plan to manage it. Resistance
to change is expected, but it must be
mitigated quickly. If needed, engage a
third-party consulting firm with expertise in change management.
•• Establish teams with a good balance
of technical expertise and people- and
business-oriented skills.
•• Develop systems that help you collect
feedback, measure results, and take
corrective action.
•• Think lean. Encourage employees to
take the approach that anything that
does not drive customer value and
promote collaboration, cooperation,
and win-win scenarios is waste that
must be eliminated.

Develop Turnkey Solutions
The business transformation required to
become a solution provider includes a
shift from just selling finished goods and
spare parts to providing complete aftermarket service and value-added support
in addition to the original equipment.
This is because revenues from valueadded services can contribute a substantial or even a majority portion of
total revenue; profit margins for valueadded services can be much higher than
profit margins for product sales. If you
are competing against low-cost manufacturers, it’s even more important to
differentiate your products by bundling
them with high-quality services that are
hard to copy and that turn your offerings
into true solutions. In fact, there’s really
no other way to compete.
For example, you can provide aftermarket sales and service as part of your
solution offerings. If your product has
a 10-, 20-, or 30-year lifecycle, you can
provide cradle-to-grave support that
strengthens customer relationships and
provides ongoing revenue streams for
you. This means customers no longer
need to turn to third parties to service
and maintain your products; they can
turn to your company for these services,
as well as consulting, if you choose to offer
it. And generally, this is very appealing to
companies, because they have “one throat
to choke,” one number to call when there
is a problem to solve.
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Tap the Power of the Ecosystem
Not many companies can accomplish
the evolution from product manufacturer
to service and solution provider by themselves. That’s why you need to leverage
the power of ecosystems – a network of
collaborators, such as partners, suppliers,
and other service providers – to fill in
the gaps and create a barrier between
yourself and your competition. While it’s
relatively easy for your competitors to
copy a product, it’s incredibly difficult to
copy your ecosystem. In addition, going
beyond the four walls of the manufacturing plant and extending out to ecosystem
networks presents opportunities for you
to collaborate more closely downstream
with customers and upstream with suppliers. This increased collaboration can
create new value and revenue stream
enhancements for you.
For example, you may need to work
with a partner to quickly gain system
integration expertise. Today’s customers
are looking to solve problems, not just
buy products, so the ability of a machinery manufacturer to offer value-added
expertise beyond simply selling a piece
of original equipment is critical. Such
expertise requires a competency in

systems integration, not only to integrate
your own legacy systems but also to
integrate them with the systems of your
business partners. Sometimes this
expertise can extend as far as an original
equipment manufacturer integrating
competitive third-party products or services. In this manner, you transform
from just selling products, spare parts,
and services to delivering complete solutions via the power of a solution provider
network.
Focus on Win-Win Scenarios,
Look Out for Your Extended
Team
One of the keys to establishing and maintaining a successful solution provider
network is to focus on creating interdependent, win-win scenarios with partners
and suppliers. To build strong relationships across your network, you can’t take
advantage of anyone – or afford to take
on all of the risk if something goes wrong.
Set up agreements and policies in ways
that make risk and reward equitable between parties. And price products and
services in a way that ensures everyone
can be profitable and no one party assumes all the risk.

Optimize Value Chains
You need to continuously optimize the
value chains spanning your internal organization and ecosystem. In an increasingly complex world, your value chains
need the right information at the right
time. This means managing the dynamics
of your supply and demand ecosystem
so that all members of the value chain
network are fully connected and informed.
This is the path to ensuring that, as a
service provider, you can react with
speed and agility to any changes in your
supply and demand picture and consistently meet customer expectations.
One way to optimize value chains is
to invest in business software that supports integrated processes, regardless
of whether those processes are in a single
company or across several enterprises in
multiple industries. The right integrated
solutions can enable much faster and
more effective collaboration with your
value chains.

SAP is ready with trusted, innovative solutions
to support your transformation as a solution provider – quickly, nimbly, and cost-effectively – with
architecture and supporting technologies that
orchestrate applications to build your business.
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Use New Technologies to
Innovate Processes and
Offerings
The product sales cycle of machinery
manufacturers is getting shorter because
product innovation is getting faster; however, the aftermarket sales and service
cycle is getting longer. In response, you
need to find ways to face these realities
early in the new-product development
and introduction phase.
One way is by leveraging technology
to create products in a totally different
way. Mechatronics, for example, which
combines mechanics, electronics, and
computing to provide a synergistic approach to using hardware, electronics,
and embedded software, is becoming
increasingly important. It enables you
to purchase the software needed to run
a machine as something built-in for more
seamless, cost-efficient operations.
Other companies are using mobile
field-service solutions to make their supplier networks more efficient, effective,
and collaborative. For example, to have
a more successful field service business,
you can deliver a mobile user interface to

third-party service providers in your network so that their field engineers can
quickly complete tasks and keep your
customer relationship management
(CRM), billing, and other systems up-todate instantly. You can also push new assignments or changes to mobile devices;
integrate with maps, calendar, phone,
and e-mail applications; and increase
first-time fix rates by giving teams instant access to a library of repair best
practices and instructions.
There’s also the opportunity to perform
forecasting, demand planning, and roughcut capacity planning (with simulation of
what-if analysis) for configurable products
using high-speed, in-memory computing.
With in-memory computing, manufacturers can reduce customer lead time and
optimize inventory levels by more accurately forecasting configurable finished
products and key components.
And finally, using on-demand technology, you can cost-effectively and swiftly
respond by dynamically adapting resources to meet changes in business
demand or processes that must be
supported. For example, cloud service
offerings encompass on-demand

infrastructures – hardware, storage, and
networks – and on-demand software and
services. These cloud services dynamically
adapt on request to customized requirements, including capabilities to install,
serve, manage, and maintain entire business processes.

We help customers increase their participation in
solution provider networks by supporting integrated
processes, regardless of whether those processes
are in a single company or across several enterprises in multiple industries.
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Assess Your Progress

The Phases of Solution Provider
Transformation

Depending on your business, you can
leverage different business and revenue
models to get to the next-generation
business model for IM&C – the valueadded solution provider.

Figure
The Evolution of a Solution Provider Network

Solution provider network
Value and performance

Solution complexity

As illustrated in the figure, the transformation required to become a solution
provider by building a network follows
definite phases:
•• The first phase begins with enterprise
resource planning (ERP) and preparing
the organization.
•• In the second phase, intraenterprise
cooperation, the business adds more
manufacturing plants or sales offices.
•• As the transformation continues, the
company goes outside corporate walls
by enabling collaborative business scenarios, such as inventory collaboration
with suppliers, design collaboration with
engineers, and financial collaboration
with financial services organizations.
•• Finally, the manufacturer transforms
into the last phase – the solution provider network – by developing industry
coalitions that lead to new ways to
deliver more value to customers.

Third-party collaboration
Solutions and services

Many locations
Products and services

One location
Products only

Integration complexity
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Your Partner for Success

Accelerate the Transformation with
Solutions and Best Practices from SAP
The transition to a service provider network can require significant business
transformation. Traditionally, business
process reengineering involved ERP
software as the tool and three-tier, clientserver architecture to drive IM&C processes. However, supporting a solution
provider network requires business network transformation using an integrated
business process platform that allows
you to:
•• Provide secure access to your systems
and data from any organization, location,
or device
•• Quickly and cost-effectively deploy
new applications and functionality to
support your evolving service business
•• Continuously adapt and support new
processes associated with providing
services and solutions to end customers
•• Deploy innovative strategies, products,
and services more quickly than the
competition
With SAP solutions, you can implement
your own business process platform using
the SAP NetWeaver® technology platform
and service-oriented architecture and
then leverage our comprehensive networked solutions. These solutions – which
include SAP Business Suite applications

– provide companies with the richness
in functionality and flexibility they need
to enable new business scenarios for
services and solutions.
SAP is ready with trusted, innovative
solutions to support your transformation
as a solution provider – quickly, nimbly,
and cost-effectively – with architecture
and supporting technologies that orchestrate applications to build your business.
For example, if you already use the SAP
Supply Chain Management application
to manage suppliers of materials for
manufacturing, you can simply switch
on built-in functionality for managing
new vendors in your solution provider
network to support turnkey services.
We also sustain value through longterm, trusted partnerships with customers – partnerships that are focused on
enabling secure, reliable operations
tuned for your business and providing
breakthrough technology for competitive
advantage. At the same time, we help
customers increase their participation in
solution provider networks by supporting
integrated processes, regardless of
whether those processes are in a single
company or across several enterprises
in multiple industries.
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Learn More
To continue the exploration of the power
of a solution provider network to transform
your IM&C business, consult with your local
SAP representative or visit SAP at
www.sap.com/industries/machinery.
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