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This annual report gives an executive summary of Finnish-origin SHOK-philosophy
and shortly summarizes the first operational year of FIMECC Ltd. FIMECC Ltd. is
not a listed company and the form of annual report primarily supports the
documentation of main activities. Economic analysis is not in focus because the
objectives of FIMECC Ltd. are in long-term change of Finnish innovation system
rather than in financial perspective.

Strategic basic research is something that companies can do together in order to
increase the number of innovations. If the scientific discussion and communication
is limited to technology platform areas instead of business details, companies can
act open enough without endangering their information that is classified with non-
disclosure label. Strategic basic research can be platform research carried out with
competitors and other stakeholders in order to develop the understanding of
business environment. Application development is the responsibility of each
company separately and independently. The co-opetition strategy is based on two
assumptions: Higher research volume, as such, produces typically more
innovations than lower research investment, and more interfaces with different
actors (competitors, research institutes, and other competencies) increase the
probability of innovations to take place. The search for new innovations is
researching together and competing on how to build applications on the joint
platforms.

Strategic centers for science, technology, and innovations (in Finnish: SHOK) are
directed to boost private sector initiated strategic research with public funding. In
SHOK, the owners define both the focus areas of the SHOK research efforts and
the select the resources to carry out this research. SHOKs are important because
they bring private industry and public research organizations closer to each other.
At the same time, industry can have stronger influence on the research themes
and target setting. From research point of view, SHOK can provide researchers
with funding instruments covering longer and wider research programs than the
present project-based instruments. Furthermore, since SHOKs have many
industrial owners, they work as platform developers be the means of strategic
long-term research. Finally, industry can reach flexibility in the management and
direction of research efforts.

The difference between SHOK activities and later application development is that
SHOK activities are still in the high risk phase. Companies can minimize the
drawbacks caused by realized risks by carrying out this phase co-opetitively and in
this way sharing the risks.
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METALS AND ENGINEERING INDUSTRY SHOK: FIMECCLTD.

The vision of FIMECC:

In metal product and mechanical engineering area, the SHOK-company is FIMECC
Ltd. FIMECC activities can be positioned by utilizing the traditional Matthews'
curve that describes the risk level and monetary funding. Traditionally, the
monetary funding increases while the market orientation increases. FIMECC
activities are positioned between pure academic research and new product
development (NPD) oriented applied research. The project portfolio of FIMECC
will consist of several projects, some of them being more application oriented than
others. On average, the portfolio will be Gaussian distributed so that strategic
long-term research projects form the majority.

FIMECC is a way to carry out mid- and especially long-term strategically focused
pre-competitive research by setting goals and managing research actively, but not
in the area of companies’ NPD projects. The most important FIMECC activities can
be described as strategic platform research, in which the participants openly
cooperate even though in the market they are competitors in the market. The time
frame for activities is 5-10 years before market launch. From this set of platform
research, applied research initiatives are evolutionary created. Here, some but not
all the FIMECC participants form horizontal consortiums consisting of companies
that jointly carry out pre-competitive applied research. In FIMECC, research
activities can also be built around vertical supply chains, in which direct
competition between companies does not exist. At certain point, market
orientation becomes so evident that the activities must be funded by other means
than FIMECC. After this point, many short-term oriented NPD projects are
initiated by companies separately without cooperation.

The total turnover of metals and mechanical engineering industries in Finland was
38 B€ in 2006 representing 30 % of the overall industrial output of the country.
The value added in these industries was 10 B€ and the value of export was 23 B€.
The export of these industries is one third of the total export of Finland. In 2006,
the number of employees in these industries was 153 000 which represents one
fourth of the total industrial employees in Finland. The industry's impact on Finnish
national economy is significant. The R&D investment of the companies in the
industry was 445 M€ representing 1.2 % of the turnover. In addition to this, public
R&D investment in universities and research institutes was 39 M€. In 2006, the
total investment in the research related to these industries in Finland was thus
484 M€ representing about four thousand employees’ annual R&D input.

World Class Platform for Science-Based Competitiveness. FIMECC will create new
international research networks, new top science, and new application-driven research
contents. The competence and knowledge in selected focus areas will be raised to
globally leading position. The research activities are based on ambitious target-
orientation, openness, dynamics, and true internationality.
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The primary targets of FIMECC:

Revolutionary Engineering - Perceiving Customers’ Needs First. Finland-based
companies will make a difference in the global markets through utilizing new excellent
knowledge of FIMECC especially in customer needs understanding, breakthrough market
launching, and successful customer solution piloting and implementing.



