L.KLEIN SA

«ZERO DEFECTS»-PHILOSOPHY

Dear Customers,

Rising quality standards and increasingly complex guestions
of product liahility continue to place growing demands on both
you and us. Even though it is clearly in the best interest of
producers and processors to apply all technically available
means of guality assurance, this alone often appears no longer
sufficient as a contractual foundation.

In connection with quality management agreements, we
have taken an in-depth look. Beyond our long-standing and
well-established in-house guality philosophy, we have examined
the relevant technical and legal aspects. Particularly enlight-
ening is a comprehensive report by the working group on the
«Zero Defect Philosophy» of the Association of German Iron and
Steel Engineers (VDEh], to which all major steel producers in
Germany are affiliated.

Where exactly does the problem lie? It is correct and fully
justified as a requirement that, within the framework of agreed
specifications, every physically detectable defect, that is, any
flaw that can be measured and therefore identified, must, in
principle, be captured by guality control and eliminated.

All parties involved, manufacturers, distributors, and proces-
sors, participate in this defect detection and prevention process
at their respective levels. This becomes particularly relevant in
terms of liahility when material defects are involved that were
not detectable in the delivered condition, and could not have
been prevented, even with state-of-the-art process controls.
In other words, defects that can only be revealed through
destructive testing.

If, during further processing or end use, a material defect
appears which, despite the use of appropriate and available
inspection methods, was previously undetectable, then any
claim for damages must be limited to the delivered item and
any related waste. A «zero-defect» philosophy, particularly in
products made from natural raw materials, can only ever he
approached asymptotically. It requires that each stage of
production and processing contributes constructively to this
ultimately unattainable goal.

In this spirit, our liahility includes the guarantee that we
deliver steel bars. As of @4mm, they undergo continuous
online crack testing. For diameters under 4mm, the steel is
peeled in coil form, which ensures that natural impurities are
largely eliminated during the early stages of processing.
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Supplementary offline inspections, such as final individual
testing of each bar after the last manufacturing step, or
cropping the bar ends that cannot be inspected automatically,
are technically feasible but require considerable additional
effort and are available upon request and at additional cost.
However, even these additional measures cannot guarantee the
absolute exclusion of rare natural inclusions or microcracks.

We assure you that we remain fully committed to providing
you with the highest possible level of quality. We also appreciate
your own contribution through careful downstream processing,
which plays a vital role in detecting the unfortunately unavoi-
dable residual defect rate as early as paossible. This partners-
hip-based collaboration enables us to continually optimise the
shared pursuit of excellence.

We thank you for your understanding. We would be pleased to
send you the full report from the Association of German Iron and

Steel Engineers (VDEh] on this subject upon request.

Biel/Bienne, February 1999
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