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PREFACE

This wae a co-operative preject involving the Centre for Organisation '
and Develepment, P A International Management Censultants Ltd, and

the enterprise RMK - Zenica. This project was the second phase of

assistance previded by INIDO to improve the management practices of

the enterprise.

The aim of the project wvas to assist the enterprise and the Centre

te oxamine and further develop the accepted programmes identified in

the first phase of the project. The broad areas covered were as follews:
- Organisation Structure and Management Development
= Marketing and Planning
- Finance and Management Information Systems

The experts provided by P A International Management Consul tants Ltd
and their longth of time in the Project Area were as follows:

J Therburn Team Leader 26 weeks

A R Randerson Marketing Specialist 18 weeks

W MW Adam Information System 20 veeks
Specialist

Totals 70 weeks

The preject wvas completed on 30 June 1974,

Yor comploteneas and interest, twe Annexes have been written and are
attached te this report:

ABReil <~ A shert history of "Workers' Participation in
Management” in Yugoslavis

Anpei 2 - A shert extract from a report summarising the very
suceessful project in Industrial Engineering, carried
out concurrently with the project under review at M-
Zenica by P A International Management Copaul tants lLtd,
the Yugoslav Centre for Organisation and Deve lopment
and staff from the enterprise. ’

This project was a direct contraet project between
the parties concerned, and although it did net invelve
UNIDO financial assistance, it coeuld be said that it
was UNIDD originated. It also commenced in September
1972 and is currently continuing.
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Sampepition at Compencement of Preject

At the commoncement of the second phase of the preoject in
September 1972, the compesition sf M-Zeniga, as & result
of mergers between the Iren and Steelverks Company at
lenica, and other companies, in 1968, 1969 and 1970, was
as fellows,

- JIren Ore Mines and [renwerks Compgnies (4)

These four companies are all lecated around the towm of
lenica vithin a radius of 30 te 1350 kilemeters and are
all engaged in mining iren eres and/or preducing pig
iren and iron ecastings. Fach company enjoys substantial
autenemy in the sense that it has its ewn General Manager
and management beard, but eperates under the rules of
the self-management agreements. Jach company comprises
ene or mere basic economic units or 'prefit centres',
altheugh it may sell all, or practically all, its
production te the Kombinat.

- Limestene Quarry (1) remarks as above
- Metal Product Mamyfacturers (6)

These companies were, in effect, formerly cempetiters of
Lenica whieh has had a wire-making department in its ewn
main plant since the 1920's. They purchase all their raw
material requirements from Steelworks Zenica and sell their
finished products more or less independently of Zeniea.

- Screws and Bolts Manufacture (2) - remarks as above

~ Steelvorks Zenica

This is the parent and largest company in the grewp. It
comprises Coke-ovens, blast furnaces, epen-hearth
furnaces, relling mills, forge and machine ohep. Main
products frem the rolling mills are mild and mediwm

earben steels in vwire, red and prefile sections. Curreat
capacity is about | million tons of steel ingots por anmam.
Preduction volume and preducts are as follewss
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Ixefmats Pxeduction Yelume ('000 petric teme) :

1966 1967 1968 1969 1970 1973 (planmed)

WMite pig iren 666 m 706 617 7V 1800
Rav steel 884 909 883 890 1000 2000
Tinal relled preducts 679 Nt 72% 7% 776 16M
Yergings 12 9 11 12 11 b )
Asle assemblies 9 9 8 L) 9 9
Iren ore 2299 2219  22%7 2488 29500 6200
Grey pig irem 109 82 &80 54 74 242
Castings b b M 11 33 74 19
Prawm wvire L)) ¥% L) 35 b2 94 !
Nails 12 11 7 7 11 15
Serevws and belts 10 7 9 10 10 20

The requirements for the 1973 plan include the construction ef twe nev
cohe-oven batteriss, twe new blast furnaces, three L D eonverters, cach
of 100 tems capacity, plue continuous casting plant and twe nev

relling mills. This equipment is currently in ths ceurse of instsllatiom.

The company policy is slewly moving from a purely quantitative aspeet
te a qualitative aspsct. One of the objectives is now te become »
competitive steel maker and a leader in its own domestic market in
terme of rangs ef products, quality and service.

WE'e goographical pesition is excellent as regards the lecation of
all rev materiale (sneept coal) and demestic markets, but acecess to
everseas marhets could be more costly compared with plants lecated
on the ceast. Cohing coal is shtained from 'ceBocon' coumtries,
simee mome is availabls in Yugeslavia.

Srmamisqtion Strestere of the Kewbingt (eee Chart Ne 1)

In September 1972 the wumber of Basic Ecomemic Units (operating wnits
er prefit-contres known as OOURS) making up the Kembinat, imeluding
Steelwverks Zemica, mumbered 14, The General Manager of cach OOR
reperted directly te the General Director of the Kembimat.




Alse reperting direetly to the General Director were three
Directers (Technical, Financial & Feconomic), a Legal Assistant
and seven Departmental Managers - all located at the Nead Office.
Thes, in all, seme 26 executives reported directly to the General
Pireetor.

The 14 eperating units are in no way wniform, nor can they eperate

in ¢ completely independent manner. Some furnish raw materials
exclusively and some mahe finished products using Steelworks Zeniea
steel. There is a very greet disparity in the size and sophistication
of the wunits. For the most part, they eould net have established

a profitable future for themselves if they had been left completely

on their ewn.

These separete osperating units - eapecially those whieh were, until
the merger, independent companies - want to retain their identity,
and they particularly place great valwe in preserving the
relationships between their contribution te the Kembinat and their
persenal incoeme - thus the name 'profit-centres'. This is a werth-
wvhile feature which helps to motivate workers and managers,

permnitting them te share income in accordance with preductivity.
Nowever, the faet that those operating units do net completely contrel
their commercial activities, and particularly since they have ne say
ever their selling priees since steel prices are contreolled, prefit

is net the best ceriterion on which to measure the suceess of all
epereting wunits. '

All eperating wnits within the Kombinat cannnt maintain gomplete
technical steffs of adequate quality, and yet the best technieal
capability existing within the Kombinat must be made readily available
wherever and vhenever required by each operating unit. This ia
currently achieved in some measure by having a "staff" functien

at Kembinat level, comprising specialist Directors and their personmel
sdvising in varieus fields, alongside the "line'" organisation persommel
respensible fer the major functions - preduction, marketing and
finance.

Preduction plans and quetas are based on past perfoermance and
negetiation rather than on true capacity as determined by engineering
studies. As a result, plans ere relatively easy te achieve and do
net represent a wnifermly high level of performmnce.

There is very little marketing effort at the Kombinat; greater
prefitability could perhaps be achieved by more effective marketing.
Te realise this, hewever, requires an accurete knowledge of coets,
both actual and standard, wvhich is net available.

Management infermation and business systems are weah peoints ia the
erganisation at the Kembinat. Altheugh there is a wealth ef data
available throughout the orgenisation it is net in the form that is
post useful te management. There is mne srganisation wnit ia the
Keabinat capable of develeping and implomenting husiness systeme
of the quality meeded.
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CORPRRATE ALNS AND ORVECTIVES

WE Zenica pocsessee 3 and 19 ysar plans for its steel-making
operations. These plans are expressed in terms of tens ef steel,
types of product produced, types of tochnology used and number
of employeee - they are net exprassed anywvhers in terms of raturn
on investment eor prefit.

The enterprise has ostsblished noe objectives for itself exprassed
in financial sr marketing terms. Questions put te Directers and
Senier Exceutives of the company during persemal interviews,
regarding cerporate aims and odjectives received the follewing
typical answere:

« te develep Beenia
« to satiefy the Nation's demand for steel
- te impreve the remuneration of the entsrprise's emplsysss

- teo previde better living conditions fer employess,
mere flats, ote ete.

These ohjectives, although commendadls, are toe vague to be of
serviee in reselving difficult decisions vithin the enterprise
and te provide a basis for the develepment of action-eriented
plane.

The market enviromment in wvhick MMK-Zenica eperates contains »
number of specific foatures vhich tend te pro-detormine the mature
ond 2ix of the marheting sctivities empleyed by the company, and
even to relegate marketing teo a pesition of relatively mimer
impertamee vithin the erganisation. These fsatures compriss:

1 Ihe Absence of & Coeupetitive Market

Steel, and for the mest part, stesl preduets, ars in shert
supply vithin Yugesisvia. Demestic demand substantially exceeds
production as shown i1n Chart Ne 2} as a concequence comsideradle
quantities must currently be imperted by uwsers.

Impertation requirss the use of scarce forsign curremey vhich
etee] conosumers would prefsr te reserve for the purehass of

other items net produced in Yugeslavia. Accordingly, demestie
steel preducers, such as Wl-Zenica, find themselves in a seller'e
marhet with conoumers anzious te buy whatsver quantitiss of eteel
can bo preduced at vhatever terms are ashed for.




Competition between preducers on quality, serviee ete
therefere scarcely oceurs.

T™he industry eptimisation plans of the Union of Yugeslav

Steel Producers (eonsisting of NMK-Zenica and the six other
steelwerhs in Yugeslavia) have had the effeet of further
reducing competition within the industry. The Unien has,

in the mational interest, divided the activities of its members
in such ¢ vay as te permit preduction speecialisatien te eceur.
Thus, NK-Zenice specialises in the preduction of mild and
mediwm steel rellings, such es profilss and bars, vhile other
steelwerke specielise in alley steels or in steel sheot and
plate. This speciclisation has had a side-effect - the elinination
of the elternative seurces eof supply vhieh custoemers can wse teo
gonerate a competitive market.

T™he Kembinat's need for marketing okills and expertise te meet
ecompetitive pressures on steel sales is aceordingly limited, at
leaet et the present time. This situation could eonceivably
elter after 1979 when the current expencion plans of WK-Zenieca
and other Yugeslev steelwerks vill result in sufficient plant
capaeity being available petentially te satisfy the demestie
market.

At the present time, only six of the subsidiary companies of WM
Zeniea (Nowi Sed, Bibad , Mrhenjic Grad, Besansha Gradilka,
Pirnjaver and Becanchi Kestajnica) producing finished metel
products sueh as serews, chains, nuts and belts, etc can be caid
te operate in anything appreaching ¢ competitive market envirem-
sent. These compenies account for less than 10% of the curremt
external turnever of the Grewp.

Ihe Prssense of Price Centrel

In their efferts te eontrel inflatien, the Federal Ezecutive
Counecil and the Gevermmeate of the Republics have impeced price
contrel on virtually every commedity. Prices for steel and steel
products, being basie te the cconemy, are wnder rigid cemtrel,
thue effeetively eliminating the price elomeat frem the marketing
aspects of the Kembinat's activities.

Linitations on the Nugber of Custemers Availsble

As a developing country, Yugeslavia is met yet fully industrialised
and the number of petential purchacers fer the producte of the
Kembinat is limited.

Thie number effectively hae boon further reduced ¥ the recwrreat
liquidity erices faced by Yugeslav industry. Throeugh ever-
inveotasat in steeh, plant and persemne]l reseurces, and inedoquate
contrel over eredit, masay Yugeelav caterprices are foced vith a
liguidity shertage which preveate them paying for goede they have
parchased.




The prodiom facing enterprises sweh as WMi-lenica has therefsre
changed frem finding potential customers whe need stes]l and
stee] produste, to finding petential customers whe can pay for

these produsts.

By mecossity, the plamming of hew te get paid for the geeds

od has becoms the major pre-cceupation of the persennel
whe should be mere preperly engaged in plomning marhketing and sales
operation.

Sales negetiatiengnew principally invelve discwssion on torme of
yment and the arrengement of "cempencatien” (a process of
settling dedts by contra, invelving three or mere parties).

Sales servieo prineipally invelves the policing of earlier-made
ngreenents regarding payment.

The onterprise’s current need for marbeting shille in of & very
low erder.

Por basic steel preducts, the company operates in o virtually
non-competitive market envirenment. Fven vhen supply ultinately
satohes domand in Yugeslavia, the eperations of the Uniem of
Yugeslav Stee] Preducers vill prebadly tend te regulate the
marbet ss as te oliminate "vasteful" competition. Newever, seme
added atientiom to marbeting vill prebably be desirable after
1979.

Othervise, the need for marketing expertise and skille is
sonfined te1

« the finished steel preducts area, rcpresenting
lese than 10% of the curreat business

o the development of expert marhets

« insreasing the cost-effoctivences of the existing
mrheting effert.




TRARING ACCOUNT - I RENICA

TABLE 1

(Corroeted te comply vith current medern practice)

External sales
Other sales revemws

Sales reyenes Par Yool

Closing steck
1aga epening steck

Yalue eof Preductien

Material Isswes

Other material coeets
Cost of materiale eold
Peroonal incomen

Jagg cost of intesrnal services

labour and material cests

Operating margin

Depreciation

Travel

Nea Preduction Service
Insurancs:

Lsan intermal

Other sporating -xpenses
Transfer te building aceount

Operating prefit

Other inceme
sther expenses
7 income & oxpenses

Prefit befere tax
Less tanes paid
Proefit after tax

1971 1972
%lllonl of ]%zu-n)
2660

6

o o
243 54
*21 2

J22 12

3A1h 3916

2386 2555
155 159
249 351

02

) e

18 862

2607 2903
807 1011
I 469
19 20
8 70
26 32
79 112
30 31

4 .o
2% 249
61 24

3 —
261 290

#



Rolled steel products
Forged products

Rails and accessories
Parte for railwvay wagons
Rolled steel tyres
Semi-finiehed products
Second quality materials
Castings

Drawvings

Nails and wire

Fipes

Chains

Rav steel

Other steel products

Coke

Iron ore
By-products
Limestone

Screws and nuts

Screwvs and wire cloth

Stoves, flue ,.pes, cooking equipment
Other products

Reinforcing mesh

12,700 "

"

2 5825nEund
¥8¥3883383¢es

¥
g

1226,200 "
”z’m "
6,’2“ "

33,234,000 dinars
15,274,000
19,574,000 "

,.m’m "
15,787,000 square metres



Llant Lesetien

Zenica < steel works
- hoad office

Vares

Lyudi ja

111 jas

Sarajevoe

Nevi Sad

Bibaé

Mrkenjic Grad
Bosanska Grediska
Prajaver

Gernji Vakuf
Debej

Bosanska Kestajnica
Bijeljina

Casin

12,933
758

2,1
2,698
3,066
1,112

MO

19%
m
12
214
LTp.

I\d

25,315

uwnder
construction



JAMEL

IRSRSCTION OF YUGOSIAY STERLVORKS - 1970

Steelverks

Zenica
Mikeic
Sisak
Skopl jo

United Metal Enterprises
in Slevenia

Smedereve

Preductien velume
(000 tens)
777 (39.7%)
157
196
277
508
60
199

Bavepge
(Millions of dinars)

3006 (v3.09)
53

834

N/A

2166
303

N/A



Type of steel '000 tens
Steelverks
Prefiles | Plates | Tudes | Rolled Other | Tetal
Preducts
Zenica 1340 - - 120 A 1508
Niksie 77 27 - 26 - 1%
Skep) je - 953 - - - 9%
United Metal
Mnterprises
in Slovenia 193 %20 - 90 67 670
Smedereve - 200 100 - - 300
"l‘t 100 - - - - 100
TOTAL 1710 1542 510 2% 212 4210




YUSSSIAVIA - 1973

Actwal Acutal Porecant

A
Mailvay limes 79,260 83,9520 122,170
Nard prefiles 101,010 109,990 150, %0
. Other prefiles N/A N/A 1,184, %0
Relled wire 84, 700 92,170 80,6%
Seni preducts 70,100 81,280 97,9%
Porging steel 33,700 93,9% 96, %00
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.. ] DANT LOCAT]ON

Coks plant
Blsst furnaess
Stee] melting shep
Relling nills
Ferge lenica
Trenspert
Neat cconemy
. Maintenancs
Technical contrel
Administration

Mines

Blast furnacas

Poundry

Maintenancs Varea
Varaheuse

Transpert

Mechanical shep

AMuinistretion

Main ore nmine
Eastera eors mine

Repairs & mintenance Ljubi ja
Mine building werk
Canteon
Administration
. Elaetries] plant
Toundry
Maintenanes & heat cconemy 111 jas
Metallurgical parts & construstion
Administration
Vire plant, "Alipasin Meat" Sarajeve
Serev & vire preducts plant Novi Sad
Vire precessing plant Bibhad
Serev plant Nrkonjic Grad
Metal preducts plant Desancha Gradiska

coscconmt'd



Chain plant

Iren ere mine

Limestone mines
Agricultural mchinery plant

AMministration of R Zenieca

AN ] (eomt'd)

Prajover
Goranjl vakef
Podej

Bos Kastajnice

Zenica Nood O0ffice
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Contrel of Dusiness enterprises in Yugoslavia is deputed te their
empleyees with the responsibility to manage and develep the
enterpriee in the interests of the natien.

Cach empleyee of an enterprise participatee in the election of its
Werkere' Ceuncil, which is the governing bedy of the enterprise
and has tetal contiol of its plana, pelicies and actiona.

1 Pegition in 1972

At the time of commencing the project, larger enterprises in
Yugoslavia, because of their size, hiatory or decentralised
operation, were organised into smaller units (known aa SOUR's)
for the purpose of self-management, thus enabling greater
worker participation in management and decision-making.
SOUR's, each having their own individual representative

. workers' Collectives possessed a cloaer community of interest
than the enterprise as a whole, and were respensible for their
own profit performance and hence remuneration levela.

Thus, within RMK-Zenica, each plant location was a eeparate
self-managing SOUR, vith the Head Office at Zenica being formed
inte a 14th SOUR. The manufacturing SOUR's had, by agreement,
deputed many management and administrative functiene to the
Kombinat SOUR, incluwding

-« finance

- selling and purchasing
- economic planning
- pereonnel and organ satienal eervicee
- quality control
. - transpert
- new investment
- maintenance

- planning for productien ete

This agreement enabled the Kombinat SOUR te act ae o Mead Offics
te the Group of companies, with the other SOUR's acting as
manufacturing subsidiaries, reeponsible for their ewn profit
perfermance. The Head Office SOUR wae organised inte a

masber of Divisiens, as previously descrided, under the coentrel
of a Gemeral Directer roperting te the Werkers Council of the
entire emterpriee.




Iha Nev issndmente 1973

Amendmente to the self-managesent legislation vhieh became
offective during 1973 were introdwced in order tos

= provide groeups of verkers vith greater sutonemy over
the werk they carry out end the revarde they reeceive

-~ provide greater worksr participation in management
decision-making

- mere closely relate the remuneration of the werker
ts the actual centribution he makes te the enterprise'e
well-being by eetsblishing smaller prefit comtres

« forestell the growth of s management e¢lite diverced
from the worker ond his problems

In offect, the new Amendments give the right of forming self-
management units (known ss OOUR's) to sny aggregation of werkere
forming ¢ groeup eeparats from others in terms of lecetiem, type
of employment, preduct produced, precess otc ete.

Thie right te form en OOUR is subject teo twe baeic previees:

= that the remainder of the employess in the enterpriee ds
not opposs its formation

- that its operations sre discreet so that soparats balance
shsets end eccounts can be meaningfully prepared.

OOUR's con lsgally determine their ewn conditiome of empleyment,
remuneration, etc, snd es eeparete prefit centree, cam purehase
their own suppliee, fix their ewn prices, market their own
production, inveet their ewm capital ete ote,

o ] 1

Within MK Zenica, the publicetion of the imendmente raised the
folloving questione, on which ¢ censensue had to be odtained:

« how many OOUR's wers to be formed?

- what wvould be the intsr-rsletienship between OOUR'e,
particularly in lerge plants such os Steslwerke Zenica vhere
the sutput of imdividual OOUR'e is inter-dependent and their
activities need to be integrated as clesely ae peseidle teo
form ¢ virtually centinuous procees?

- would the existing Head Office concept at MK Zenica be
reteined? Would o Head Office OOUR bo formed? What
functions would it perferm?




e what would be the form of the relationship hetlween any Head
office OOUR and the various individual 0OtH's it might serve?
Bow would it be recompensed feor its services?

« what functions weuld the individwal OOUN's seek to perform
fer themselves?

- how eou'd funetions which are currently centralised in the
interests of efficiency de decsntralised without a majer
inereese in cost and unnecsssary duplication? Where could
the mecessary persennel be obtained? HNow could they be trained?

Obtaining answers ts these and similar questions tetally absorbed
the decision-making capability of the Kembinat from November 1972
wntil the snd of 1973.

As a consequencs very few decisions were mide by the enterprise on
the recemmendations generated by the project teams in organisatien,
marketing and finance, and without decisions accepting the
recommeondations little implementatien has been able to be under-
taken under the direct guidance of the foreign consultant projeet
teame.

The preject teams were, however, required repeatedly to give their
adviece on the many problems raised by the Amendments and thus
eontributed in many ways towards erienting the thinking of the
varioes committees fermed to consider thenm.

ts © ts

While many details are net yet finalised, the following items
swummarise the outcome of the enterprise's deliberations on the
self-managenent Amendments:

= WK Zeniea will comprise Y0 OOURS (rising to 41 with the
completion of the plants at Bijel jina and Cazin.

« Small mamfacturing lecations will constitute a s.ngle OOUR,
bat largsr plants will be divided (for example, Steelworks Zeniea
will comprise 10 OOUR's, Vares 8, Ljubij 6 and Il jas 3).

« The larger plants containing mere than one OOUR w.1l each
eonstitute a ZOOUR (Unien of OOURS) having a funeiion teo
eco-ordinate the activities of the component 00URs and te
wandertaks certain activities at a community level.

« Separate financial accounts will be prepared for cach OOUR,
bat in the case of the larger plants, these vill e prepared
at the level of the ZOOUR, rather than at OOUR level, as will
the smaller plaats.



A t OOUR ("Common Services”) will be formed at
Kesbinat level te assume the role of a Head Office, te

provide services for wee in common by the individual
OOUNS and to previde co-ordimation and advice. The
"Common Services” OOUR will undertake these functions
under contract te the individual OOURs and ZOURs.

e The O0URs vill wniomise part of their assets and funds te be
administered by the "Commen Services” OOUR.

e The "Commen Services” OOUR vill undertake the bulk of the
operations presently comducted at Kombinat level.

The oxtent te vhich cemmercial, marketing, selling and purchasing
fupe tions will be undertaken by the "Commen Services” OOUR has net yet
been fully determimed, but it is likely that the recommendations
contained in Section D 1 of the Marketing Report will be fully
sccopted,

1]  The preject vas undertaken at a time when RMK-Zenica, 1n cosmon
with all ether emterprises ia Yugeslavia, was in the precess eof
examining and interpreting the newly presulgated Amendments to
the self-management lawe of the couatry. ,

Tis invelved WEK-Zenica in substantial internal discuseion and
megetiation regarding the redistribution of management centrel
ond decision-making pewers within the various sections and
companies of the emterprise, a process wvhich continued threughout
1973 and inte 1974,

The net effect was to slev the actual precess of decision—making
within the enterprise. As a consequence, the rate of implement-
ation of the preject togme! recommendations has been far slover
then was anticipated at the time of commencement of the project.

2 The curreat shert supply eof steel, and for the mest part, steel
products vithin Yugeelavia, will net be evercome uatil at least
1979 aad pessibly evea later, Until that time, when, and if, a
truly competitive steel market will exist in Yugeslavia, the
need of WK-Zenica for sephisticated modern marketing techaiques
will be limited,

3 Delays in implementation of the varieus teams' recosmendations did
net represeat a serious threat te the enterprise's immediate
performance or well-being, Delays, in fact, have already proved
adveatageeus because they have allewed greater time te be available
for the development of individual prefessional skills vithin the
eliont's staff.

Similarly, sdditional time has been available fer furthering the
expertise of the YUCOR conaul tants engaged in the projects.
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Representative - PLECE

Representative - LJUBLJANA

Representative - BEOGRAD

Manager-Self NManagement Department

Maneager - Internal Andit Department

Manager - Personmel Divisien

Pirector - Organisation Divisien

Director -« Economic Divisien

Pirecter - Financial Pivisien

= Manager - Commercial Department

-~ Irem & Steel Pivisiea

- Metal Preducts

« Techmical Cemtrel "

= New Investment Pivisiea

« Plamning Preduction Pivisiea

- Tramspert Divisiea

Directer - Mining Pivisien
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! ICIPATION IN MANAGFMENT

|

2.

3.

In reporting on the work carried out to investigate and

develop a new marro-organisation structure at R.M.K.Zenica,

it is necessary to know and understand a little about '
WORKERS! PARTICIPATION IN MANAGEMENT in Yugoslavia. This

is 80 because the operation, and development - (ever since

the project commenced) - of the self-management system

has had a fundamental influence on macro and micro-structure

investigations at this major iron and steel manufacturing

complex, as it has had indeed, in all enterprises in Yugoslavia,
particularly during 1973 and 1974 to date.

The evolution of workers' participation in management, through the
system of self-management, can be divided into three periods:

- 47-52 - ement of the Economy by the State injgtratio

During this period, companies were fully controlled by the State
and had little freedom of action. All important decisions
regarding the operation and development of the company were
taken by the State, Individual company action was limited to
making proposals and observations. Workers' influence on
management was exerted indirectly through the trade unions
(every worker is elegible Sor membership of the appropriate
trade union, and, as a rule, all members of the same company
belong to the same union). The unions had the right to submit
to the managing director of the company proposals for increasing
productivity and improving working conditions,

The introduction of the £irst workers!' councils, in December, 1949, was
the starting point of abandonment of the administrative system of man-
agement .of the economy. These councils had no powers of

decision but had the right to make proposals which the managing
director was bound to take into account. Disagreements between
councils and directors were arbitrated by a State agency.

With the introduction of workers' self management, the direct
influence of the State was abolisled and the managing director's
powers were controlled by the 'work collective!, through elected
bodies.

-1 64 - truction of the tem of
Workers' and Social Self Mum‘gent

During this period, companies were gradually Eiven the right to a
share in their profits, after meeting their obligations to the State.

This measure gave the company greater responsibility for its
financial success. Sections of larger companies that had separate
records and accounts were transformed into self-managéng "work
units". As these units acquired greater independence, an tagonism
developed between them and the central professional management,
and also between the work units themselves.
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Between 1952 and 1956 workers' self-management did not have

mich influence in the allocation of the income of companies,

but workers did have a share in the profits, in addition to their
salaries. In 1957, however, the fixing of salaries by the State
was abolished and the company was free to allocate its net
income, after taxation, to capital, welfare and workers' incomes.

- - so : -

The basic Law of 1965 on companies gave fuller expression

to the concept of organisations as free associations of responsible
work partners (as opposed to wage-earners) managing the organisation
directly or through delegated bodies. The primary organisation

for this purpose is the work unit, The legal powers of the

work unit are to exercise the asslf-management rights, excepting
those which, in the interest of the whole company, must be

exercised by the whole collective of the company directly, or
through management bodies.

One of the aims of the economic reform was to increase the

share of personal income in the national income, The law provides
criteria which companies should apply in allocating part of the
net income to personal incomes. A minimm guaranteed income

is laid down by Federal order.

Structure of Workers' Self Mapagement

Self~-Management of a company may be carried out at one, two

or three levels, depending on vhether the enterprise is small

and simple, larger and complex or very large and very complex

(R.M.X. Zenica is an example of the latter, where self-

management operatesat three levels - Kombinat, Company and

WorkiUnit). Self-management at two levels shovs the most impertamt
aspects of the practice, and is reasonably typical of the ecomemy as a
whole. It operates through the following imstitutions.

- First (company) level - the work collective; the workers'
councily auxiliary bodies of the workera' councilj the
board of management of the company.

-~ Second (work unit) level - the workers' Assembly; the
work unit council; the board of management of the werk
unit,

(R.M.X. Zenica has an additiona]l Kombinat level vhere the werkers' couwmcil
consisis of elected representatives from the workers' ceumcils

of the individual companies or basic economic units; cempamy

workers at Kombinat level are mow constituted into a separate

basic ecomomic unit, usually known as "Commen Services” which

functions in the same way as amy other umit)
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A Ihe Compeny lLevel

(1)

(ii)

(1ii)

’ (iv)

(v)

» through vhich direct self-management
is carried out, comprises all the workers in the cempany.
In smal]l companies they participate diiectly in the
decisions. 1n larger and more complex companies, the
work collective operates through an elected vorkers
councile As a member of the vk collective, 0
i be ’ i

tio « His job and remumeratien
above the legsl minimum wage, Jdepend not merely on how

well he works, but on the financial success of the company.

Ihe Merkery, Councll 1o the oap) e
COUpanY . 18 elected by a e workers thro secret

ballot. Any member of the company (other than the

managing director) may stand for election, Most councils
consist of between 15 and 20 members depending on the

size of the company. The usual term of office is two years,
half the members being elected esch year, The Workers!
Council considers and sdepts decisions en matters which
have been placed under its competence by the statutes of the
company., By lsw, these statutes and other general
regulations sre drafted by the council., Some i

anecilic
duties of the Council are te W' re develo L4

and :rgra-u, take decisions om siness pelicy, & epare the
C ance sheet,

williary Bedies of the Vel ¥

The councils may sppeint coumisgiomsto deal with such matters

as recruitment for certain jebs, discipline and cemplaints,

The councils may alse appoint prefessional committees teo give
expert epinions on prepesals such as development planning sf the
enterprise, and financisl, ceamercial, personnel and secial
pelicies,

Ihe Peazd of Management of the Compamy

This is the executive body of the weorkers' coumci)., It

prepares draft statutes, regulatioms, plans and programmes

for submission te the workers' coumcil., I{ ensures ebservamce

of regulations and decisions of the ceuncil and, in gemeral,
directs the eperation of the company. The beard of

management is elected by the workers! council from members sf the
work cellective,

Ine Pirecter of the Compaiy (‘Gemeralni' or 'Maaaging')

appe

invitation for applications, Ne rums the siness eof the
company, executes the decisions of the werkers' coeuncil oad
boards of management and represents the company. HNe is
persemally respemsible te the workers' council, the beard sf
management and the work cellective, Although he is bound to
participate in the work of the workers! council, he has me right
to vete,




(vi)

Exefsasienal Managerial Stafl

Prefessienal Manager: still exist in Yugoslav companies, evea
with the self-management system. They carry out day teo

day mamagerial activities jp accordance with policjes fermmiased
ok apereved Wy the werk collective.
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Work Units are determined by the possihility of separate
recerding of costs and results, and the possibility for
werkers in the units to influence costs and results. There
are gemerally two categories of work units in production
and professional service,

(1) Ihe Assembly of Workers of the Work Unit is the
whole work collective of the work Unit.

(ii) The Work Unit Council. The members are elected by the
Work Unit. The Council! makes decisions that affect the
Unit, and collaborates with other Work Unit Counc1ls
on matters which affect them all.

(iii)The Work Unit Board of Management 13 elected by the Work
Unit Council and acts as its executive,

(iv) The Assembly of Workers of the Accounting Upit. A Work
Unit may consist of a number of 'accounting units!. The
Workers in an Accounting Unit constitues its assembly.

Self management in small and simpie companies takes place at the

_company level. In very big and complex companies, separate

plants have their own workers' councils and boards of management,
and participation takes piace at three levels - company,
separate plants and work units.

a.“g g! Workers! participation in Self Management

Workers participate to a considerable extent in the structures

for self management. In 1908, about 6% ot workers in companies

with 70 or more empioyees were members of workers councils,

From companies with a total of 750,000 workers, about 32% participated
im various self-management bodies. There is a higher percentage

of attenddnce at meetings of the Work Units that at meetings

of the Collective., A targe majority ot the workers having the

right te vote take part in the election of Workers' Councils.

The number of meetings of Workers! Councils ranges from 20

a year to more, the majority of Councils meetings between 11 and
20 times a year. Major items discussed are production and sales,
internal organisation and personnel questions, investment and
reconstru: tion, personal incomes and the apporlionment of net
inceme. Work Collectives tend to concentrate more on
apportionment of company income and allocation of personal
incomes than do Workers' Counsils, but also give more attentienm
te preduction, sales and labour productivity.

] ticipation

For Workers! Self Management to be effective, workers muat
be given adequate information about the decisions in which they
are to participate, and this information must be given in a
way in which the workers can understand it. The basic law




on companies gives workers the right to relevant

information, but companies vary in the extent to which they
provide for an information service in their statutes, Some
workers' knowledge is deficient or non-existenty ethers

select from the information available only what 1is relevant to
the issues in which they are interested - personal incomes being
the leading one.

As well as receiving information that they can understand,

workers must he taught how to use it. Training for self-management
is, therefore, necessary, However, bearing in mind the low
educational level of workers in Yugoslavia after the Second World
War, much has been achieved by the "workers universities",

Training programmes concentrate firstly on education in

management subjects and then on solviig concrete problems

of particular work organisations,

Under workers' self management, the urganisational patterns

of companies ix hecoming extremely complicated. 1t is becoming

more and more diffacult to co-ordinate the activities of the

eyer increasinug steps and levels of decision making and to

resolye economic relations between them, Conflicts arise not only on
net income apportiomnment and workers! personal incomes, but

also on investment and development.

There is still a tendency for "authority” in the form of the
managing director of the company, to have considerable

influence on the self munagement bodies. This causes dissatisfaction
among workers who want complete self management.

cts o ers' Self Management

Seif management motivates all members of a company to do their
best 80 as to increase the net income of the company and to gain
the best possihle rates of pay and working conditions. At

the same time, they must share in the responsibility for the
efficient operation of the company. Thus, each worker has

an opportunity to develop his capacities and obtain personal
fulfillment through his work.

In the early stages of workers' self managemnt, the workers'
council merely supervised and directed the old hierarchial managerial
organisation. The next step was to distribute authority and

influence among work groups. It is clear that thege work

Yaits cannot successfully fit into the hicrarchial system of
aanagepent. There is conflict between the units themselves, the

central bodies of self management, and the professional
sanagement.

While the authoritarian organisation has the problem of its relation to °
environment, the democratic organisation has, in addition,

the problem of internal relations within the organisation,

Each group has diverse interests, but realises that the possibility

of achieving its interest is greater when the groups act together,

Al though this diversity of interests may lead to conflict, it
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ean alne coempel members to begin to think of commen
interests. This may mean compromise and a partial
realisation of conflicting interests, bhut it could
lead to co-operative activity.

Self-management is considered by the workers to have

led te a wore equitable distribution of income, improved
welfare and conditions of work, better organisation of
work and greater freedom of the worker as a producer.

Ixtracted and adapted from

International Institute for Labour Studies' Bulletin Ne. 9

based en a study by D, Gorupif and I. Paj of the Exenomski
Institut, Zagreb, 1970,
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A INTROCTION

Part 11 of the Final Report details the results of the programme
of consulting work in the macro-organisation structure area conducted

at Wi-Zenica, Yugoslavia, as part of UNIDO Project No DP/YUG/70/511,
Contract Ne 72/35.

This organisation structure investigation wa3y conducted by PA
International Management Consultants Ltd in conjunction with the
Yugeslav Centre for Organisation and Development and had as its
general aime:

« the improvement of the management practices and profitability
of MMK-Zenica,

« the implementation of the recommendations concerning macro-
erganisation structure made as a result of the first phase
of UNIDO assistance to the company.

« the examination and further development of the necessary changes .
in macre and micro structure in the company and the preparatien !
of jeb descriptions. !

e the imstitution of management development and training.

DPetails ef the werk undertaken by the Project Team in Organisatien,
the reoults ebtained and the recommendations made, are discussed in
the sections ef the repert which follewe

SERANISATION AND ACTIVITIES OF THE PROJECT TEAM

Werk on the erganisatien structure section of Phase 11 of the tetal

preject was cemmenced at Zemica on September 1972, The preject team
comsinted ofs

e Mr Predrag Matic, Senier Consultant frem the Yugeslav Centre for
Orgamisation and Development, who was alse the Cemtre Project
leader.

e Mr Infam Pasié, Director for Organisation and Development at
M- Zenica, and from Lime to time various members of his
departaental ataff,

e Mr James Therburn, Senior Consul tanmt from PA Internationmal
Management Consultants Ltd, who was alse the Pro ect Directer,

This team liaised clesely throughout the preject with the eoperating
teams formed te undertiake the consulting werk in the Marketing and
Pinance areas.
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The initial werk of the organisation structure team consisted mainly
of the fact gathering. During this stage, in total 33 Directers

and General Managers of the Kombinat and its subsidiary cempanies were
interviewed by the PA and YICOR Project lLeaders together with
representatives of the Kombinat Organisation Department.

This interview prograame involved a considerable amount of

travel and, due to difficulties in making and keeping appointments
with Kombinat and subsidiary Directors and Managers, was time-
consuming.

Bach interview lasted from one to two hours and followed the same
fermat, namely

1 an introduction outlining the objectives of the project

2 a discussion of the interviewee's responsibilities and
preblems in carrying out his duties

3 a discussion about the advantages and disadvantages of
the existing organisation structure

A a request for his ideas, help and assistance in devising
a mew organisation structure

It is interesting to observe that in spite of many reminders,
p

only twe Directers were sufficiently interested, or metivated, te
previde us with their ideas on paper.)

IRSESSALS TOR A NEW MACRO-ORGANISALLON STRCTURE

As a result of these investigations which were carried out during
the last quarter of 1972 and the first part of 1973, the fellewing
repert vas prepared by the Consultants. This outlined the prepesed
macre-erganisation structure considered as suitable for the grewp
of companies comprising MK-Zenica as they were conastituted during
the investigations, The repert was submitted in March 1973.




The existing Kembinat macro-organisation structure has two main
bdasic weaknesses 1

- the duties and responsibilities of individual
managers are not clearly defined

- too many managers have a direct line of comminication
with the General Director in the performance of their
duties

Ve prepose that the top level of management at RMK should be
re-orgamised in order that the General Directer can delegate some
duties and co-ordinating activities to deputies in three main areas 1

- Amnual operating plans
- Marketing and finance activities
- Future activities

The Gemersl Director should also delegate the duties of co-erdimation
of other vork, common to the needs of the Basic Economic Units (OOURS)
of the Kembinat, to two assistants 1

- for organisation and personnel

- for self-management and general affairs

It is amticipated that this type of organisatien will release the
Gemeral Director so that all his efferts can be directed to selving
the basic problems of the Kombinat's business, te fermulating
objectives, deciding pelicy and planning hew the objectives can b
schieved.
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Puring the diagnostic phase and investigation of the situation
and functioning of the organisation system in RMK carried out
im 1971, and alse the additional investigations in this area
carried out in the last months of 1972, it has been found that
the existing macro-organization structure of the Kombinat has
twe basic weaknessess

(i) The duties and areas of responsibility of individual
managers are not precise and clear, so that often some
work is duplicated; in addition, the individual areas
of action of seme managers are superimposed.

(i1) Too many managers are in direct line of commnication with
the General Director (at the time of the diagnosis in 1971,
there were 18 managers in direct line with the General
Director; at the end of 1972, this number had increased
to 26). It is obvious that with so many managers in direct
line of communication, it is very difficult to co-ordinate all
activities, anC this is one of the reasons vhy RMK has net
achieved better business results.

In the light of these main weaknesses in the existing macro-
erganisation structure, we developed the objectives of this
prepesal.

The first level of management at RMK should be re-organised to
eliminate the weaknesses and release the General Director so that
he might more easily direct the efforts of the other managers in
the Kombinat, and rationalise their solutions to vital problems
of the business. One possible solution (see Chart No 1) is that
the duties and responsibilities of the General Director should be
divided between 3 Deputies and 2 assistants as follows:

Deputy for annual operating plans

Deputy for marketing and finance

Deputy for future activities

Assistant for organisation and personnel affairs

= Assistant for self-management and general affairs

A further explanation is given later concerning the content of
these functions, the duties and responsibilities of individual
managers and the programme for further werk in organisation
development.
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2 BAMS Fef DESIGNING THE MACRO-CORGANISAIION SIRUCIVRE

The meed for organisation exists everywhere where people are
collected together to achieve some common objectivej the

greater the number of people who are collected together, the more
complox the organisation becomes and the greater becomes the
preblem of co-ordmntlng the effortl of all nenbeu of the
or‘ulultlon. c !

The requirements for co-ordination
the work of the collected-together members of the organisation)
must be decided and they limit the organisation structure and
form,

MK-Zenica is a large company by any standard - one of the largest
in Yugeslavia - and that is the reason why the organisation structure
will be complex. It should also have the most adequate structure
to enable it to attain its objectives, Since it is a large company,
MK should use the benefitas which come from this, especially in

' the felloving ways:

« to follow=up and to use the up~-to-date results of science
and technology in its business area, and in this way
maintain its leading position among domestic iron and
steel producers, and also to start building up the condltlonl
necessary for entering international markets,

« to continue to merge with smaller companies and to monitor |
their development and in this way to accelerate the
development of all regions where the company has its plans,

= to recruit around its programmes top level experts, who,
in turn, will fulfil their ambitions,

In order to use these benefits in the long term, the organisation
structure of the Kombinat must be constructed in accordance with
the following principles:

. (i) The Kombinat is a unionised organisation with unionised
objectives and self-management policies in all its parts.

(1) The common objectives which have been agreed should be
achieved by decentralising the responsibility for
business results in those parts of the Kombinat (OOURs)
which are responsible for their own profit and its
distribution. In order to put this basic national
principle into effect, it is necessary to build a stronger
relationship beiween personal income of the workers on
the basis of individual performance and the overall
financial results of the 00URs,

(31i) At the Kombinat level, all functions should be grouped
and centralised which would not be economic to have at
the level of the OOURs, taking into account the common
objectives of the Kombinat and its OOURs in achieving
the best business resul ts,
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Starting from these principles, we divided all activities in
the Kombinat into 4 main areas:

Area for co-ordinating the annual operating plans
Area for co-ordinating marketing and finance
Area for co-ordinating future activities

Area for co-ordinating the common affairs of the OOURs,

Overall co-ordination of all activities is the responsibility of
the General Director of the Kombinat.

The General Director of the Kombinat will therefore be primarily
responsible for:

proposing to the self-management bodies the principles of
the company's business policy, and after their decision,
putting these policies into effect.

putting forward Lhe objectives of the Kombinat in its
annual operating and long term plans, and when these
objectives have been accepted by the self-management
bodies, organising all the necessary action to achieve
the plans,

checking and controlling the achievement of the objectives
of the Kombinat and of the O0URs and initiating any action
necessary to ensure the achievement uf the results.

representing the Kombinat at Governmental level, in social
institutions and in other public and business matters.

initiating and creating the development of personnel and
experts of all kinds, not only fer the needs of the Kombinat
and its O0URs, but also for the needs of the comsunities

in which the various enterprises of the Kombinat are situated.

To assist the General Director in his duties, he wili delegate
certain responsibilities to:

Deputy General Director for annual operating plans
Deputy General Director for marketing and finance
Deputy General Director for future activities

Assistant General Director for organisation and personnel

Assistant General Director for self-management and general
affairs.




By the term "Annual Operating Plans" we mean the achievement of
the monthly and yearly operating and sales plans. The primary
objective of this function is to achieve the planned volume of
production and sales in order to satisfy the customers' needs
by efficient utilisation of materials and plant resources and
to produce good financial results.

tS ti

According to the existing organisation structure and internal
regulations of the Kombinat (which we have checked by detailed
investigation) the main responsibility for achieving the
production plans lies with

-~ at O0UR level - Manager of the OOUR
- at ZOOUR - Manager of the ZOOUR

- at Kombinat level - General Director of the Kombinat

For the achievement of the sales plan, the normal line of
responsibility is to the Director of the Commercial Department
at Kombinat level, but, in effect, the responsibility is to the
General Mgnager of the OOUR, ow ZOOUR (this we conclude from
the fact that profit has been accounted for at OOUR level)

The Technical Director and Departmental experts at Kombinat
level are responsible for assisting the Managers of the OOURS
and ZOOURS and the General Director to solve technical and
technological problems which arise in the fulfilment of the
Annual Operating Plans.

igati St

Bearing in mind the existing situation, we propose (see Chart No. 2)

to introduce new levels of management for co-ordinating all
activities connected with achieving the annual operating plans 3

Deputy General Director - Annual Operating Plans
Divisional Director Mining Division
Divisional Director - Iron and Steel Division
Divisional Director - Metal Products Division
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Existing Divisions, for example

- Division for Planning, Preparation & Development ef Preduction
- Division for Maintenance
- Division for Technical and Quality Control, ete

will retain their present role, bearing in mind that it will be '
logical, in the framework of the Division for Planning, Preparation

and Development of Production, to form the Department fer co-ordimating

all Jndustrial Engineering activities throughout the Kombinat,

The existing Transport Division should take responsibility for
supplies, and in that way become the Division for Tran.port and
Supplies.

Detailed investigations should be carried out in order to establish
whether the present Mining, Metallurgical and Mechanical Departments
should retain their positions under the Deputy General Manager for

’ Annual Operating Plans, or should be responsible to the projected
Divisional Directors, In this second case, these Departments would
be the Staff Departments whose duties would be to assist the
Divisional Directors to solve operating problems, and to initiate
and formulate future development programmes and plans for the
Divisions.

D pDesic Puties of the Deputy Genersl Mapager for Angusl Qpersting Plans

The basic function of the Deputy General Manager for Annual Operating
Plans is to co-ordinate (plan, organise, manage and control) all
activities within the Kombinat which are connected with the
achievement of operating (monthly and yearly) plans, and to ensure
that they are in accordance with the financial objectives of the
Kombinat and with the programme and policy decided by the self-
management bodies and General Director,

, Specifically, the Deputy General Manager, will have the
following duties 1

- to refer to the General Director and inform the self-
managing bodies of the Kombinat regarding all actions
in connection with achieving the Ammual Operating Plams
and to prepare proposals to solve the problems vhich arise,
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« to ergamice the preparatery work for , and te centrel the
schioevement ¢f, the Annwal Operating Plans, specifically in
relation te the definition sf ebjectives; te propese the
peliey in comnection vith material purchasing, capacity
utilieation, intreducing nev techmelogical procedures,
intreduction of nev preduct develepment in the Kembinat
and ite enterprisee, all the time bearing in mind the finameianl
ebjectives of tue Kembinat.

-~ to initiate pregramme-mahing procedures and participate in
defining long-term objectives and development pregrammes
for OOURS and T00URS,

« to direct and assist Managers of OOURS in selving techmical
and teebnological preblems vhich arise during day-te~-day
eperating and vhich could net be colved by their own staff

Te fulfill these duties, the Deputy Gemeral Director for Anmual
Operating Plans vill have help from the fellewing

Divisienal Director - Mining Divisien
Divisienal Director = Iren and Steel Pivisien
Divisional Directer - Metal Preducts Divisien

and alee frem the Directors of the Co-erdinating Divisiens for

- Planning, Preparation & Development of Productiom
- Maintenance

- Techmical and Quality Centrel

- Transport & Delivery etc.

In prineiple, the duties and areas of respensibility of Divisienal
Directoers are very similar te these of the Deputy General Mamager,
but fer their own Divisien emly. Their basic duty is te have
day-to-day centrel ef actual preduction results in fulfilling the
plan for preduction and sales and alee to have contrel of efficiency,
wtilisation of men, materials and mechine capacity, operating alwaye
in accerdance with financial ebjectives im deciding policy fer their
Divieions,

E  DPrepesals fer Farther Verk

We propese that the Kembinat sheuld accept these propecals for
hacro-erganisation structure as & bagie for further detailed
inveetigation inte hev te organise the functien for Anmmal
Operating Plans. In comparisemn with the existing ergamication
structure, the bdiggest changes will require te be made in the
framewerk of the Division fer Preduction Planning aad Indnstrial
Engineering since the Industrial Engineering Department will be new.

The primary edbjective of this prepesal ie te give to the Directer
wvhe is respensidle for Anmwal Operating Plans & practical teel

te emable hin te fulfill his dutice more effectively. The
Industrial Engineering Department at thie level will bave the
fellowing rele ¢



e to co-ordinate ¢11 Industirial Engineering werk threughout
the Kesbinat in each OOUR and ZOOUR

e to comsolidate the werk of improvement and increase the
knewledge of Industrial Engineering in the GOURS and te
intreduce nev nethods and techniquee in this werk '

e te aesist the Directors of the Kembinat, ZOOURS and
individual OOURS teo impreve, primcipally 1

- production metheds and contrel of production

saintenancs metheds

trameport methods

capacity of plant and equipment utilisetion

contrel of capacity utilisation

wvork measurement

plant layeut

contrel of production costs

intreductiion of better schemes for workers
incontives

Finally, the main objective of introducing this form of
ergenisation is, that by bettsr wss of existing men, materials,
and machine reseurces, teo increass prefits, and in this way,

te help to fulfill the dasic needs of all mombers vhe are
working in the Kembinat and surrewnding regions.

It is propesed that the Gemeral Director sheuld delegets his duties
in the Marketing and Finamee areas to o Deputy Gemeral Dirseter
(see chart me. 3). It is wndersteed that the Gemerel Director cammet
delegate hio responsibility as ¢ whele, simee he will still have
overall reeponsibility for the business recults of the Kembinat

, on which the sarketing aand finance functioms bave great impact.
Hewevar, the General Directer sheuld and mmst delegats responsibility
far day-te-day contrel ef the activitiss whieh take placs in the
sarketing and finamce ereas.

The basic function of the Deputy Gensral Directoer for marketing and
finamce is te ce-ordinate and mamage all activities for prograaming,
inplementing and centrelling the marksting and fimamcial plans of the
Keabinat in the ferm of yearly sad leng-ronge plans. Dy using these
functions, the Deputy Gemeral Director for marketing and finance 1o
specificelly rosponsidle for 3

- assisting the General Dirscter and Self-Management dedies by
defining the ob)sctives of the businmess policy sad transferring
these objectives inte money terms

- raviewing ¢ll acti-ities in the marhets amd srganiniag the
neceseary recoarch work as a rssult of changes in enviremmental
conditions, in srder te forecast the pesition of the Kembinat
in future perieds) imvestigating, amalysing sad putting forvard
the pessidilities of emtering nev market areas and taking the
neceeeary action in these fields.




reprosenting the Kembinat in its relatiens with social
institutions, partaers, banks and ether bedies, draving up
contracts in accoerdamce vith the suthorioation given by the
Werkers' Councils and General Directer

In carrying out his duties, the Deputy Gemeral Directer for Marketing '
and Finance vill have the assistance of, and may delogate his duties
and respensibilities, in certain areas to 1

Director of the Marketing Divisien
Directer of the Finance Divisien

A Orgnisation of the Marketing Pivisies

It is recommended that the Kembinat Marketing Divisien sheuld
contain six sections (Chart Ne. 3)

- Market Research Departaent

« Sales Proemetion Departaent

- Demestic Sales Department

« Demestic Purchasing Departasnt

« Foreign Trade Department

« Commercial Operations Department

The major changes preposed in the nev organisatien are as follows:

the creation of a specialised Foreign Trade Departaent
embracing all impert and expert tremeactiens

the creation of a single Demestic Purchasing Department

the creation of a Sales Promotion Department concerned
vith preduct and market prometion ae well as vith advertising

the creation of a Cemmercial Operatiene Departaent concerned
with transpert, credit and compensatiom, clerical activities, eotc

The basic function of the Kombinat Marketing Division is to assist

and provide specialist services to OOURS fer the work which could

net be carried out by OOURS themselves escememically, and to co-ordinate
the activities of the OOURS fer the commen geed.

Accordingly there mmst exist » number of fumctional links between
each OOUR and the Kombinat through wvhich ce-erdimation and liaisen
can take place. The mere impertant of theee in terms of marketing
and commercial functiems are itemised as fellews 1
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o0UR t liajs a
Activity saderiaking functiopal ce-ordinstion
VWarebousing Commercial Operations Department
Transport Commercial Operations Department and

Director for Co-ordination of
Transport and Supplies

Purchasing Purchasing and Foreign Trade Departaents
Sales Administration Commercial Operations and Finance Depts
Product Manager Sales, Sales Promotion, Market Research,

Foreign Trade Departments and Long
Range Planning Section

Co-ordination of the activities of the various OOUR Marketing
Managers will be undertaken by the Kombinat Marketing Director. In
s number of areas where product ranges are complementary, there will
be a need for considerable liaison between different OOUR Marketing
Managers.

The main change in our proposal for the Marketing organisation
structure is the introduction of the function of Product Manager.
Depending on the complexity of the product range and the market,
the OOURS or ZOOURS could have one or more Product Managers

The basic functions of the Product Managers would be to ensure that
the sales objectives for the products in his charge are achieved,
and to act as a link between the OOUR and its market. Specifically,
a Product Manager would 3

- represent the OOUR at all negotiations with key customers
and service these customers

- provide technical advice

- provide the OOUR with information concerning the changing
technical requirements of its customers

« provide the OOUR with competitive market and economic
intelligence

- develop, in conjunction with the Kombinat marketing
personnel, specific marketing plans for the products
under his control.

- develop, in conjunction with Kombinat personnel, specific
advertising and promotional plans for the OOURS products

- promote the sale of the OOURS products in conjunction with
Kombinat personnel by means of participation in trade fairs
and seminars, preparation of technical literature, etc.
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- request from the Kembinat such market research as is mecessary
for the successful marketing of the OOURS preducts

- participate in the product development programme of the emtire
Kombinat by identifying the needs of the users of his producta
and thereby identifying oppertunities fer his OOUR and the
Kombinat

T v proposed organisation structure of the marketing function of

. Kombinat should be very flexible in erder te fulfill the
«re-ific needs of individual OOURS and ZOOURS and alse te proevide
vificient warning and time te react te changes vhich take place
1 markets now and in the future.

! Organisation of the Finance Pivisien

The Finance Divisien at Kembinat level would cover .
the following range of operatiens 1 (Chart Ne. 3) '

- Internal Bank - all functiems in cennection with
pinnnin.. procuring, distriduting and investing
funds. This should include the previsien of funds
for new investment.

- Fipnapcial Ogerations - all tramsactions comcerning
foreign exchange. All debtors' and crediters'
transactions including compenmsation.

- Book-keeg%gg -~ co-ordinating and susmarising beeking
for the § book-keeping fer the Kombinat; OOUR
and inter-00UR accounting

- Management Accountipng - everall respensibility for
‘ annual planning, costing systems, budgeting centrel
and managesent information systems.

-  Development and Technical Services - everall respemsibility
or the development of management infermation, budget
and costing systems and the prevision of technical aid
and expertise as and when required by the fimancial
departments of the OOURS.

- Administration and Persens] Incege - all administrationm
and personal income services for the Finance Divisien

Applicatjon to t a

(]

Within the Operating Divisiens, the key unit is the ooUR,
the higher levels of organisation merely being co-ordinating
units, firstly at the ZOOUR level and eventually at
Kombinat level. Each OOUR therefore requires to have its
own Finance Sectien, vhich will cover the fellewing vide
range of financial and economic activities 1




-

- 4y -

- hshchesalas el kcomting! o1l sepects of book-
eeping and accounting including personsl income,

production accounting, material accounting, steek
accounting, petty cach and continweus inmventery.

- Mepagement Accowmling ! ol] sspects of mamagement '
accounting and contrel, including annual plamming,

costing systems, budgetary contrel amd sanagement
infermation sysiems.

At TOOUR level, where apprepriate, a fimamcial depariment
will alse be nscsssary te ce-erdinate and summarise all

the beck-keeping and accounting setivities of the individual
OOURS., This Department sheuld be relatively small since

it is carrying eut a ce-ordimating and summarising function
enly.

' Although full rsspensibility fsr the achievement of sperating
plans in financial terms lies with the Operating Divisienms,
there should be no coe-erdimating finamecial departaent
within the Operating Divieions at Kembimat levsl, this
function being carried sut vithin the Fimance and Commerecisl
Divisiens.

3. Applicatien to Pytyre Pevelomment hctivities

Twe activitiss invelving finence and eccomemics, vhich are
net vithia the scope of day-to-day operating are !

= Leng Rangs Planning
- New Investmeat

In our opinien, beth sheuld be peoitioned ia the Future

Activities Divisien as the finsnce and ecomemics aspects

. of these functioms are omly part of the multi-dieciplime
techaiques vhich sheuld be applied there.

Leng Bange Planning sheuld be concorned with the Ysar +2
onwvards, the Year +1 being handled by the aamual plamming
procedures.

All Nev lavestment aspects sheuld be imecorperated in ome
depertaent with the excoption of the precurement facilitioo
for materials, servicee and finameo which sheuld dbe ecarried
out by the Finance and Commercisal Depariments.

C  eMANISATION of TNE FUNCTION - IUTUME ACTIVITIES

Activities vhich are coamectod vith the pesition of the enterprice
ia the future, but vhich are being earried out at the precent time,
are very ispertamt for businees results both in the shert and

long term. These activitiee are very cemplex and mormally are
multi-diseiplinary. That is vhy ve prepese that all activitiee
connected vith the future developnent of the Kembinat, and whiech
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are invelved in ferecasting the marketing, technological,
esconsnic amd finamcial cheanges should be organised in
separate wnits and made the responsibility of the Depmty
General Director for Future Activities. This wnit sheuld
comprise the organisation of the fslleving activitiest
(see Chart Ne. &)

- strategic market research

- new product development

- economic studies in cennection wvith development plans

- economic evaluation of the effscts of new projects

- econemic analyses for investaent programmes

- project planning and contrel

- design work for all kinds of prejects in connection
with the constructien of new plant, including inspection

- servicing and co-ordinating all cemmercial and financial
activities in connection with bailding new plant.

- general activities for new projects including general

. administratien, preject planning, maintenance, persennel, ete

1. Begic Duties of Deputy Gemersl Pirscter fer Feture Activitise

The basic function of the Deputy General Director for Future
Activities is to co-erdinate (pl.n. srganise, manage and
control) all the activities within the Kombinat and its
comstituent companies, vhich are commnected vith the
fulfillment of the development plams, in accordamce

with the objectives and policies approved by the self-
management bodies and Gemeral Directer of the Kembinat.

The specific respensibilities of the Deputy General Directsr
for Future Activities are as follows 1

- to ensure that the development objectives will be
clearly defined and foermulated, net only for the
Kombinat as a whele, but alse for each individual
. OOUR and T00UR

- te initiate and ts organise the wverk and plamns for
development in the Kembinat and fsr individual
OOURS and ZOOURS

- to propese these plans ts the self-management bedies
and when they are accepted, te erganise all the
necessary activities for the fulfillment of the plams.

- to be involved contimmeusly im analysing the positiom
of the Kombinat in the market, especially im cases
where it is necessary fsr mew pelicies to be formulated

- to lead and balance the development plans and pregress
in individeal OOURS and te arrive at decisioms in
accordance vith the financial pesition sf the Kembimat

-  to ce—eperate vith external techmelogists and prefessiemal
institutes,




In oerder te carry out these duties and other duties
whieh will be specified later in a detailed Job
Specification, the Deputy Gemeral Director for Future
Activities will have the immediate assistance of,
and be able to delegate some respensibilities to o

- Director of Department fer Long Range Planning

- Director of New Investment Departaent

Basic Functiops of the Depariment for long Renge Plsaning

The positioning of this Divisien at Kombinat level is
deliberate since it is necessary te plan all the existing
resources of the Kembinat and its constituent compenies

in order to reach the specified ebjectives in the given
period of time., This means that the basic duty of this
Department is to evaluate all the activities necessary

te fulfill the ebjectives set by the self-management bedies
of the Kombinat, By setting-up this Department, the
Kombinat should obtain the fellowing benefits

- inside the Kombinat there will be created the atmespherve
in vhich attentien to changes will be a continueus
regular activity, and net a "once-off" occasienal
happening

- management will be previded vith adequate infoermation
regarding the present amnd future pesition of the
Kombinat

- all creat’ e people inside the Kombinat will be
mobilised for defining, prejecting and implementing
the best possible altermatives for future development
plans,

The final preduct of the werk of this Department is the
foermilation of a leng range plan for the development of the
Kembinat - but it is not the fimal objective of this
Department. Its duties are broad, and comprise the security
that the Kewmbinat will use the altermative ceurses »of
development open te it in the best pessible way, because
management will be better infermed.

The approach to the Long Range Plaa sheuld de systematic
using apprepriate techniques for problem selving as the
occasion arises, The cycles through vhich the development
plan will be managed and the work implomented are

- Establishment of Ob]ecti*ci - by answering the question -
t s ompany wish te achieve?" in quantitative

terms
- Batimeting the Presc,, Peaitisn - by snalysing the

Cempany's current pesition and centrel of the
environmental facters, te amswer the question "What
is the Cempany's true pesition teday?”

-
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- mn*&mn - by finding the answer to the
Westion - best can the Company bridge the

distance between the preeent position and objectivee.?

- B:agannm_lmmam;_gm_m that is
transferring the strategy inte action

= Seatinwews Centrel apd Revisien of Pleny - to ensure
that the plans vwill be medified in accerdance vith

changes .

The micro-organisation structure ef the Department will

be designed later, Dasically, the Depariment will have
the following sections 3

~ strategic market researeh

= nev preduct dovelopment

- economic study and amalysie

- preparing and analysing pregrammes for investment
and decision

= contrel of the efficiency of mew projects

This type of organisation structure in the Department
sheuld eneure that all activities conmected vith future
developme.t will be successfully ce-erdinated and sheuld
help ensure that the future development sf the Kombimat
will be succeesful.

Daactien of the Nev Iavestment Pemarimeat

Realisation of investment is the final phase of development
activities and this phase is very impertant for the bumeiness
results of the enterprise. Large investment prejects are
in the majerity in the Kembinat, are very complex and the
present organisation structure does net make it easy te
pravide an efficient method for mamaging these types of
prejects. The Depariment's respemsibility fer 3

- Preject Planning

- Project and Design VWerk

-~ Construction ef Duildings & Assembly of Plant
= LErection of Puildings and Plant

should be cembined with gemeral reepensidility for the
success of the preject as a whele. This could be achieved
by using the matrix type of ergamisation, on vhich the
miteal responeibility of experts in come fields would be
combined vith the respemsibility of project managers feor
co-ordinating all activities in erder te achieve efficient
results.

This type of organisation sheuld facilitate the swecessful
sanagement of prsjects in the Kombinat threugh
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« omsuring the evalvation sf pregrammes, timings of
starts and length in planning terms

- onsuring sdequate infsrmation especially regarding
the availsbility sf finance funds necesssry for the
preject in each phase of its implementation, and the
ameount of werk which sheuld be accomplished within
each phase

- eomnsuring sdequate infermation regarding the relation-
ship between the stage sf work completed and the money

spent

« ensuring that the comsequence of any changes will be
accounted for, sspecially concérning the following 3

- changes in cenditions for financing

- difficulties during implementation
e.g. changes in building constructien,
equipment specifications, changes in
installstien ete

- work which was not forecsst and
delays in completion

The prepesed erganisation sheuld alse ensure that
successful management of imdividual prasjects is reached
through 1

- the use of spprepriate metheds for pregramming the
activity of each of the individual sxperts engaged
on the prsject (srchitects, engineers, constructional
engineers snd sthers) in srder ts carry out the
required velume sf werk commemsurste with the amount of

momey ts be spent

e the design of simple and clear information systems,
concerning the necessary activities and delivery dates
for the work sf each individual member of the team of
experts engaged in the project and slse the inter-
commmnicstisn between them

- the use of contrel information in erder te have a
clear picture sf the ameunt of work and meney which
has been undertaken and spent, and also te be able to
foerecast the consequences in the cass of eventual
chonges .

This information system for individual prsjects should
be part of 5 wniferm system fer every prsject in the
Kembinat (by the torm 'project' is meaat all the cemplex
activities in constructing & mev factory or plaant -
design werk, contracting, comstructing, buying equipment,
sssembly sad plant erectiem)

Vhen designing & mev system, it is very essential te have
an integrated system becamse 3
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- all programmes should be made at the level at which
the activities take place; this means that each
manager would have the type of information best suited
for making decisions at his level.

- data vhich is collected regarding costs and delivery
times should be the same for all levels; othervise
there would be confusion and chaos

Duties of the Project Manager

In order to improve the present organisation of the New
Investment Department, it has been proposed to introduce the
function of Project Manager. The responsibility of the Project
Manager will be as follows

' -  to decide the general strategy and to control all the
activities connected with his projects, regardless
of where the activities happen

= to assist in making the plans and to get the plans
approved by all organisations involved with the project

- to control all activities and to take any necessary
corrective action

- to request control reports regularly about activitiess
to take the necessary action for successful completion
and to inform his superiors in case of necessity

- to be responsible for all expenditure connected with
the activities of the project

In order to have a successful involvement in the duties listed
. above, the job of the Project Manager should be carried out bys

- experts with enough suthority, who are ready to take
the risk and responsibility for such duties; management
of the Kombinat must have full confidence in these
people and they should have some experience of
management

- project managers should have the responsibility to
manage their project - nothing else

To assist them in their duties, Project Managers should have the
help of the experts in the New Investment Department. Sections
in this Department will change in accordance with needs, but
basically it would appear that the Kombinat should have, as
permanent activities, the following ¢

- preparation and control of projects with financial
and commercial service for Project Managers
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~ design work by mechanical, electrical, metallurgical
and mining experts together with supervision of
construction

- civil engineering design work with experts for general
planning of layout etc and adequate experts in other
necessary fields.

~ design work for energy production and for automation
and control

In order to increase the knowledge of the Projeet Managers,
they should all be educated in using up-to-date management
techniques, such as

- operations research - cos8t planning & control
. - decision theory - value analysia
- planning financial results - network planning

By a aystematic approach to the education of the experts who

will undertake the above very important functions, it will

be possible to build up an organisation which will he efficient

in managing new investament projeets in the Kombinat, in order

to fulfill the objectives decided by the self-management bodies

of the Kombinat and OOURS i

6. ORGANISATION OF THE FUNCTION - CO-ORDINATION OF COMMON SERVICES

The term "Common Services" refers to jobs which are carried out at
Kombinat level to satisfy the needs of the Kombinat and OOURS,
for example 3

- organisation development
- computer and information systems for the Kombinat
- personnel matters

. - legal matters
- self-management affairs
- internal audit

- general affairs (security, publicity, protocol etc.)

To co-ordinate these activities throughout the Kombinat, the
General Director will delegate responsibility to two Assistantst

- Assistant General Director for Organisation & Persomnel

- Assistant General Director for Gemeral Affairs & Self-
Management Matters

1. c at

The basic function of this positiom is to co-ordinate (plan,
organise, manage and control) all activities in the Kombinat and
its constituent parts connected with the development of efficiency
of orgeanisation and education of persemmel for successful work,

in order to fulfill the objectives and policies laid down by the
Self-Management bodies and General Director of the Kombinat.




2.

The Assistant General Director has the following specific
duties

- to propose to the General Dir«ctor and Self-Management
bodies, objectives, policy and concrete plans for the
development of the organisation of the Kombinat and OOURS

- to propose to the General Director and Self-Management
bodies, policy and plans for the development of personnel
in accordance with the long range interests of the
Kombinat and regions where the Kombinat has its plants,
He is responsible for planning how to reach these
objectives.

- to organise the co-operation with scientists, experts,
professional institutions and other bodies and to co-ordinate
the necessary action to develop organisation and personnel
in the Kombinat.

- to organise and co-ordinate all activities in connection with
the safety of workers and improving working and living
conditions,

In order to fulfill this function, the Assistant General Director
will have the assistance of, and will delegate some of his
responsibilities to

- Manager for Organisation and Development
- Manager for Personnel

Function of Assistant General Director for Self-Management
and Goperel Affgirs.

The basic function of this position is to co-ordinate (plan,
organise, manage and control) all activities in connection with
the development of the self r .nagement system in the Kombinat

and its constituent parts, the inter-relationship between OQURS
and BOOURS, and also in connection with relations of the Kombinat
with Govermment, social and local authorities and other bodies
outside the Kombinat, in accordance with the objectives and policy
decided by the self management bodies and the General Director of
the Kowbinat.

The Assistant General Director has the following specific duties:

- to organise all activilies connectéd with the work of the
self-ganagement bodies at the Kombinat level and to
instruct the responsible bodies in OOURS and ZOOURS.

- to organise inforwation about all legal regulations, to
control the internal application of these regulations and to check
the implewentation of all decirions of the self-management
bodies,

- to repressat the Kombinat in the Law Courts in the case of
conflict of interest,

- to organise and co-ordinate all activities necessary for
security and all activities ccnnected with the wilitary
service of employees.

v —
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7.

In order to fulfill thi. function, the Assistant General
Director will have the assistance of, and will delegate

of his responsibilities to:

Manager of Self-management Affairs
Manager of Internal Audit Department
Manager of Legal Affairs

Manager of General Affairs

NIVIE FROGAMME OF WOPK

The acceptance of this macro-organisation structure proposal

with
will

basic divisional responsibility at top level of management
enable further wvork to be carried eut on the felleving

activities:

As a

1.

2.

3.

L

the preparation of job descriptions including a definitiem

of the basic functions, repsensibility for plamming,

managing and controlling work, for certain key managerial

positions at Kowbinat level. This would be carried out in
co-operation vith the wen wvho will be appointed to the jebs. l

the design of the concept of micro-organisation structures
for certain departments at Kewbinat level and the preparatiom
of job descriptions for some important jobs inside these
departments.

result of the acceptance of the preposals, we expect!

To build a Kombinat macre-organisation stpucture which
will be able to create more efficient werk in the Kombinat,
together with improving the stability of the business,

To obtain an organisation structure which will be flexible
enough to react to outside changes and to manage the
Kombinat in the light of these changes.

To improve the co-ordination and co-eperation between
individual Directors and Managers and organisational umits
by having a clearer definitien of responsibilities and
duties for individual positiens,

To create the opportunity fer achieving better results im
all areas in the Kombinat, and in this way te improve the
operation and efficiency of the self-management system.

BEACTION TO PROPOSALS

This

report on the propesed macro-organisation structure was

eventually considered at a 3 day meeting of the full
Collegium (elected Board of Management) towards the end of
July, 1973, The following conclusions were cemveyed to the
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Censultants im writing:

1.

"The prepesed macro-organisation structure shows some
isprevewents compared with the present ome, but 1t is

not completely framed in accordance with the current socio-
economic and self-managewent conditions; in addition, there are
persemmel problems in filling some of the newly-created
pesitions (that is, there is no suitable Director available),

Bearing in mind these constrictions and the point that
any improvement in organisation should be the result of
histerical evelution, an alternative structure is given
in the appended chart, (chart No.5) which contains the
fellewing proposals:

(i) Tme General Director should be in direct communication
with the General Managers of OOURS and Z00I'RS
and Deputies for certain groups of functiems or
activities,

(11) A1l commen functions should be centralised in a
"Cemmon Services' OO0R,

(iii) Under present comditions, it is best for the Kombinat
that the General Director should also be the General
Manager of the Common Services OOUR.,

(iv) The Deputies to the General Director should be:
(a) Deputy for Technical Affairs
(») Deputy for Economic Affairs
(c) Depsty for Organisation, Personnel and General Affairs,

Activities connected with the self-mmnagement system
and internal audit should be the direct responsibil ity
of the Genera! Director, and these Departments should
work along vertical and horizontal lines of
communication.

(v) The Managers of Divisiens and Departments in OOURS and
ZOOURE should be the members of expert co-ordinating
commitiem wvithin the framevork of their respective
divisions {that is Technical, Commercial, Financial,
Ecenouic etc.)

(vi) T™ee function of purchasing eguipment and selecting
suppliers should be carried out at Kowbinat level for
all OOURS and ZOOURS,

(vii) New Investment activities such as comstruction work,
(imcluding project contrel and wanagemwent )should be
deceniralised te OOUR and ZOOUR level, with functiemal
l1imfts to the respective Divisions (Mining, lron and
Steel and Metal Products).




2. In sddition, the follovwing items require further investigation
and clarification before a final decision can be reached:

(i) Should the commercial werk in connection with
the mew investment be located in -

Commercial Division (but complete in order to
have a uniform commercial function)?

or Technical Division (in the Maintenance or
Investment Department )?

(ii) Sheuid one part of Industrial Engineering be located
in the Technical Division (Department for Planning and
' Preparation) and another part in the Organisation
Division? 1f so, the details of what should be in
each must be decided.

(iii) Should the Marketing Dvision retain the title
Commercial Division because it is more adequate for
the present situation, and since in this Division
there will be other activities as well as those
concerned with marketing?

(iv) Shoudd the adwinistrative jobs and stocks in the
Cemmercial Division be decentralised and the jobs
delegated to the respective OOURS AND ZOOWRS?

(v) Should the Managers of the Commercial Departments in
the OOURS and ZOOURS also at the same time be the
Preduct Managers”?

(vi) Sheuld the financial activities for new investment
' be located in the Financial Division?

(vii) Sheuld there be more rationalisation of the technical
adwinistrative work of the Internal Bank?

(viii) Should the activities connected with strategic market
research and long-range planning be delegated to
the Econowic Division, as well as internal economica?

(ix) Should the Job Evaluation function be located in
the Economic, Personnel or Organisation Divisions?

(x) Should there be formed in the Economic Division,
a section for analysing the Government's economic
system and decisions?

(li) Should the Company's representatives, located in
various parts of the country, be responsible to the
Cemmercial Division or to the Deputy of the General
Manager for Economic Affairs?
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(xii)Should the organisation Department be responsible to
the Deputy for Organisation, Personnel and General
Afairs?

(xiii)Should the Computer Centre be located outside the
organisation Division, or should it stay within the
framework of this Division for the time being?

(xiv)Should the Management Information System be
located in the Computer Centre (Organisation Division)
or in the Financial Division?

(xv) Should the Department dealing with General Affairs
be separated from Personnel?

. (xvi)Should the administrative, technical-research work
for the further development of the self-management system,
some of which is currently being carried out by the
Organisation Departmwent, all be carried out by the
Department for Self-Management Affairs?"

\t was disappointing to note that many of the innovations to
the organisation structure which we considered would be most
valuable to the Kombinat, and which are almost standard practice
in many large Iron and Steel Companies throughout the western
workd, were not acceptable. The reasons, of course, for this
were partly political (internal) partly due to the mode of
operation of the self-management system and the amendments being
introduced during this period, and, as stated by the Collegium,
partly due to the lack of executives with sufficient experience
and ability to fill certain key positions in the organisation.

Although dissatisfied and disappointed with many of the counter-

. proposals put forward, we had no alternative but to accept the
decisions of the Collegium. A further set of proposals
incorperating their suggestions was therefore prepared and
submitted at the end of September, 1973.

Since then detailed investigations have been made from time

to time by members of the Kombinat Organisation Department staff
released to work with us. This assistance, however, has been

so sporadic that progress has been limited to investigating

in detail and providing the answers to many of the questions put
forward by the Collegium., A start was made by the YUCOR
Consultant on the project of defining the duties and responsibilities
of individual managers but this has had to be discontinued for
the time being due to lack of counterpart support from the
client and lack of decisions regarding many aspects of the
proposed wacro-organisation structure.

The current situation is that the client is slowly implementing
some of the macro-organisation proposals put forward in the
amended report, However, changing conditions and personnel
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probably mean that, without continuing consultant pressure and
active assistance, several years will elapse before any real
impact is felt at Kombinat level.
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The emphasis of the work of the PAAUCOR teams in Organisation,
Marketing and Finance has principally been on providing

1rew organisational and other wodern concepts for the enterprise
and on equipping it with the necessary basic skills and
techniques.

However, in undertaking this work, certain deficiencies have
becowe apparent in the basic managewent attitudes and
philosophies of the enterprise; the wain deficiencies identified
are as followss

a frequent failure to think of the enterprise and its
operations in financial and profit terws.

- an unawareness of the fundamentals of management and the
wechanisws of sound planning and control.

- an unwillingness to make commitwents and to accept
responsibility on a personal, individual basis,

- a tendency to over-formalise and over-structure
relationships and operations resulting in a loss of
flexibility and initiative,

- a lack of understanding of human work motivation and
the needs of the individual for personal job satisfaction,

The training asd management developwent undertaken by the three teams
has therefore been extended to correct these deficiencies wherever
practicable,

In terws of general attitudes, receptivity of new ideas, interest,
in, and understanding of the various techniques used, there

was a marked difference between the younger staff members of

the enterprise and the more senior personnel. Staft under 35
were generally better educated and of course, had spent the

bulk of their working life in the more liberalised enviromment
which has existed in Yugoslavia since 1963, These personnel

have derived maximum benefit from the work of the teams.

Thus, wuch of the work in the area of management development

and training was principally undertaken on an individual basis,
or with the groups of no more than three members of the Company's
staff. This enabled the creatidn of an informal environment
permitting free discussion and allowed individual attention to be
given to the specific weaknesses of individual staff members.

Forwal presentations played only a ssall part in this aspect of
the project because the teams were concerned to avoid the
didactic approach of the foreign expert.
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A.  INTMEUCTION

Part 111 of the Final Report details the results of the

programme of consulting work in the warketing area conducted

at RM.K.~Zenica, Yugoslavia, as part of UNIDO Project '
No. DP/YUG70/511, Contract No. 72/32.

This wmarketing consulting work was conducted by P.A., Internatiomal
Management Consultants Limited inm conjunction with the

Yugoslav Centre for Organisation and Development and had

as its general aims:

- the improvement of the management practices
and profitability of R.M.K.~-Zenica.

. - the implementation of the recommendations regarding
warketing, wade as a result of the first phase of
UNIDO assistance to RM.K.~Zenica.

- the diagnosis and implementation of other necessary
changes at R.M.K.-Zenica to improve its marketing
performance and effectiveness,

- the training of R.M.K.-Zenica staff in relevant techniques
of modern marketing practice.

- the further development of the warketing expertise

and consulting skills of the YUCOR Consultant engaged on the
project,

Details of the work undertaken by the Project Team in marketing,
the results obtained and the recommendations wade, are discussed
in the sections of the report which follow.
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" SRS AR ACTIVITIEE OF THE PROJVECT TEAM

VWerk on the marketing section of phase II of the total
projoct vas cemmenced ail Zenica on 12th September 1972,
™e preject team for marketing consisted of:

- Mr. Radovan Knesevi¢ of the Yagoslav Centre for
organisation and Development, under the guidance of the
team leader Mr. Predrag Matic.,

- Messrs. Dusam Uros@vié (subsequently appointed as the
mev Commercial Director of R.M.K.~-Zenica,
MNuhamwed Aliefendié, and Mehwedali ja Krodzalid, of the
Cempercial Department, R.M.K.-Zenica.

- Mr. Anthony Randerson of P.A, International Managewent
Coensul tants Limited under the supervision of the
P.A. Project Leader, Mr. James Thorburn.

T™is team liaised closely throughout the project with

Aisilar combined operating teams forwed to undertake

consulting work in the areas of Managewent Organisation
and Finance,

™he werk of the marketing team was programmed and undertaken
in four sain stages as fellows:

1 Fact Gathering
2 Analysis and Diagnesis

3 Presentation of Necommendations

L} loplomentation and Bducation
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Details of the present operations of R.M.K.~Zenica, relevent
as background to the project and its recommendations, are
provided under the following headingss

1 Marketing Orientation of the Enterprise

2 Present Marketing Organisation

3 Sales Operations and the Marketing Mix




1 Marketing Orientation ef the Enterprise

As a consequence of the mwarket environment in which the
enterprise operates, it is far more oriented towards
production than to marketing.

A tendency also exists in some sections of the organisation
to view marketing as being irrelevant. to Yugoslav conditions
and to see it as being the product of am alien ideology.

Others view marketing amd marketing persomnnel with suspicion.
This has arised through the actions of certain marketing
personnel no longer with the enterprise, who attempted to use the
marketing concept as an excuse to expand their personal power
and prestige within the enterprise.

At some levels of the enterprise, there appears to be a

belief that the enterprise (irrespective of needs or benefits)
"ought to have marketing" in the same way as it "eught to have"
camputers or operations research i.e, for prestige reasons.

verall there exists little recognition of the need for, or
advantage to be obtuined from, sound marketing management
using modern lechniques,

The enterprise needs to develop an increased awareness of, and
contact with, its customers and its needs,

It can however, never be a market-oriented company in the same
way as producérs of cosmetics, detergents or soft drinks. The
very nature of the steel industry with its high technology and
intensive capital investment precludes this. Steel is a

basic industrial commodity, not a consumer product to be bought
on impulse. Marketing must act as the guide and servant of
production not vice-versa.

2 Present Marketing Organisation

In place of a conventional head office Marketing Department
R.M.K.-Zenica currvently has a Commercial Section which
administers the following operations at the head office level.

- Sales planning

- Sales negotiation
- Sales service

- Sales promotion
- Advertising

- Market research and analysis




- 06 -

- Pricing research and analysis

- External freight, transpert and Insurance
- Export sales

- Imports

- Purchasing

The Sector, because of its location at Zenica, also undertakes
the invoicing functions on behalf of the Zenica steelworks.

The combination of sales and purchasing activities within a
single departwent is eustomary in Yugoslavia and is unlikely
to change in the immediate future because it offers benefits
in organising payment for debts via "compensation",

The Purchasing Department accounts for approximately 40% of the
total number of people employed by the Sector., Staffing
details of the Sector and of its various departwents are

shown in Appendix 1. It should be noted that the bulk of the
Sector's personnel are engaged on clerical and administrative
duties,

The current organisation structure of the Sector is as followss

—
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In addition, each plant location has, attached to it, sales

and purchasing personnel urier the functional control of the

head office Commercial Sector. These people are, however, directly
responsible to the management of the particular plant in which
they operate and form part of the Commercial Sector of that

plant. This function is essentially clerical.

The size of the Comercial Sectors in the plants varies
considerably, depending on the volume of production and
hence warehousing facilities (see Appendix 1). Typically,
these sectors are organised as [ollows i

COMMERCIAL DIRECTOR

L 1

SALES PURCHASING WANEH 'S ING
OFFICE OFF ICE AND
SemsemseensTESE—
TRANSPORT
Figure 2 Geperalised cture of C ci 8

Currently gt Plant

The recent Yugoslav Self-Management Amendwents pestentially

necessitate a considerable re-distribution of duties and responsibilities
between the commercial sectors at head office and plant levels.

The practical implication of these amendwents was discussed

in PART I of the Final Report.

The present organisation of the Commercial Sector reflects
the nature of the marketing enviromment in which the enterprise
currently operates and is essentially well adapted to it,

Ewphasis is on sales negotiation and adwinistration, rather
than on warketing, as is to he expected n a non competitive
supply-starved mwarket.

The marketing expertise of the company is concentrated in the
head of fice Market Research Department from whiteh mucleus a full
wedern Marketing Departwent can be developed when the need
arises .

The Market Research Department currently undertakes activities
such as the following:
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Advertising

Long range demand forecasting

Distribution studies

Determination of market potential for new products

Studies on the effect of altering terms and
conditions of sale etc.

Preparation of cases for submission to
Govermment price control tribunals,

Nonitoring foreign supply and price fluctuations
Amalysis of factors affecting domestic demand

Management education in marketing philosophies
and techniques.

Mech of the work is however undertaken on a sporadic,
eccasional, basis because of a lack of staff.

3 Malaa Gearstions snd the Maxksting Mix

The current sales operations of the enterprise amd its use of the
veriews slements of the marketing mix (product, price, place
and promotion) are described under the folloving headings i

»

Product Range and Quality

Sales Planning

Method of Bale

Use of Distributors

Prices, Discounts and Conditions of Sale

Mvertising, Sales Promotion and Service

Emport Sales
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t nd lit

Under the production specialisation arrangements organised
by the Union of Yugoslav Steel Producers, the enterprise
does not offer a complete range of basic steel products. For
instance, no sheet or alloy steels are produced.

Within its own area of specialisation - rolled mild steel products -
the range of products offered is further severely restricted.

As an example, because of the shortage of production

capacity and the small size of the Yugoslav market, only two

angled steel profiles are produced for the construction

industry, whereas well over 100 are produced by West German

steel producers.

In the finished metal products area, ranges tend to be more
complete or at least adequate to satisfy the major part of
Yugoslav demand. Significant gaps still occur

however as, for instance, with seat springs for automobiles
when the enterprise offers only a single large spring and
not the smaller companion springs necessary to complete the
seat assembly.

Deficiences such as these and the general short supply of its

basic steel products are well recognised within the enterprise

and are the origin of many of its expansion plans such as !
those for the steelworks at Zenica and Ljubija and for wire ‘
production at Alipasin Most, Sarajevo.

The products produced normally comply with Yugoslav, German

or other recognised standards. However, in areas where production
facilities are poor (as in Prnjavor), or wherethe plants have
been established in under-developed areas, without labour of the
necessary skills being available, compliance with these standards
has proved difficult and reports of poor quality control have
been received.

In essence, production limitations are responsible for the
current dificiencies on product range and quality as well as
output. Marketing can currently be of little assistance except
by way of reinforcing within the organisation the already
perceived need for improved and extended production facilities.

This situation will change in the future, but under the present
circumstances, the task facing R.M.K. marketing personnel can
only be to facilitate and optimise the sale of whatever ecan be
physically produced.
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b  fales Planning
Sales planning is subservient to production plsnning.

In the preparation of the enterprise’s annual opersting

plsns, a production plan is first prepared, aimed at

optimising available plant capacity, This indicates the volume
of each product type wvhich the plant will make svsilable for
sale.

sector using average net selling prices set by the Collegij
(or Management Board of the enterprise). This provisional

. lsn details the quantity to be sold within each product type
i.e. volume of particular sizes, shapes, specifications etc.)
on the basis of the previous year's sales to specific customers.

This interim sales plan is then reviewed in the light of
production optimisation needs and of the overall revenue generated,
to produce the final operating plan.

|
|
A provisional sales plan is then prepared, by the commercial
|
|

The quantities available in this final operating plan are
then allocated to customers and distributors selected on the
basis of the followving criteria

- their ability to pay
- the extent of reciprocal business

. - the customer's past relationship with and loyalty to,
R.M.K.

Contracts are then negotiated with these selected customers.

- their total potential usage of R.M.K. products
|

|

|

‘ Any balance of production remaining is:

- exported
R - exchanged vith other steel prodwcers in the Iastern

Bloc in return for other steel preoducts more saleable
in Yugoslavia

o - passed back by hsad office to the plant for sale as
and vhen opportunity arises.




Method of Sale

The products of R.M.K.-Zenica are all sold under contract,
generally on an annual basis., Negotiations with customers are
normally undertaken in November for supply during the following
year and generally take place at the Zenica Head Office, or at
one of the R.M.K. Plants. It is noteworthy that, despite
difficult internal transport within Yugoslavia, the customers
come to the producer rather than vice-versa. This reflects
the dominant status of the producer in a non-competitive,
under-supplied market.

Contracts are negotiated between senioi personncl, gemerally
at Director level. The company does not employ salesmen
or possess any form of field sales force.

The annual contracts negotiated are for the supply of an
agreed total tonnage with specifications and delivery schedules
flexible. A rise and fall clause is inserted to allow for
changes in the government-fixed prices. Contracts are
received every three months vhen detailed, firm, specifications
and delivery schedules are agreed.

Should a customer require products from more than one plant
separate contracts for each plant are prepared. Details of
the number of contracts negotiated for 1973 are shown in
Appendix 1.

Contract negotiations for 1973 have been disrupted because
of the current industrial liquidity crises and the Kombinat's
unwillingness to enter into supply contracts with customers
who are likely to prove unable to pay forthe goods supplied.

—
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Use of Distributors

R.M.K. Zenica, in common with the other Yugoslavian
steel producers, is heavily reliant on distributors,
sales to whom account for over 60% of total turnover,
This practice has arisen in order to:

- provide economy in terms of order and
delivery size

- transfer the risk of bad-debts away from the
producer

- reduce the capital invested in factory stocks by
transfering responsibility for stockholding away
from the producer.

Distributors are classified into four categories dependent

on purchase volume and the industry they serve. Each category
receives slightly different conditions of purchase and terms of
settlement which are agreed annually by the Union of Yugoslav
Steel Producers.

Sales to distributors of scarce concrete-reinforcing steel is
made conditional on their ordering from R.M.K. specific quantities
of fhished metal products such as screws or nuts and bolts,
which could be more advantageously purchased elsewhere because of
the competitiveness of the market.
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Prices, Discounts and Conditions of Sale

Maximum prices for virtually all products are fixed by either
the Federal Executive Council or the Governments of the
verious Republics. Prices for rolled steel products were
formally fixed on the basis of a formula related to average
West PBuropean steel prices, but the use of this has been
suspended as an anti-inflationary measure. Trends in price
for representative steel products are given in Appendix I.

Quantity rebates apply to most products except rolled steel
wvhich is supplied at the fixed price irrespective of quantity.
The quantity rebates are based on annual usage and are paid
as a single sum once a year.

Discounts are not given to distributors who instead are allowed
to add freight costs onto the base price and then impose a
government regulation surcharge of between 3 and 7% dependent on
whether the goods were consigned direct from R.M.K. to the
end-user or were sold ex-stock by the distributor. Distributors
are sometimes forced by market pressure to themselves give
discounts to users of certain finished metal products. This
discount is provided from the surcharge applied by the distributor
or from the quantity rebates received.

Terms of payment vary with product, season and the industry

of the user. Rebates are offered for early payment and
surcharges applied for late payment. Cash with order is insisted
for non-standard production runs.

Virtually all goods sold for domestic consumption are offered
and supplied on an F.0.R. basis.

Non-standard production items normally require cash with order
and special surcharges are applied where pricing regulations
permit.




Myertising, Seles Prowotion s Service

The company hae a 1973 advertising budget at 5,000,000 Dinars
representing approximately 0.15% of current external sales.

As shown in Appendix I this expenditure covers corporste
sdvertising, preduct advertising and participation in trade faire
ete.

Beyond the preparation of a cstslogue, technical brochurss
and occasional participation in seminars etc., little by

way of sales promotion is conducted unless over-production of
a particular line has occurred.

Cuetomer contact is minimal apart from the annual negotistions
and quarterly contract reviews (also generally held on the suppliers
premises) unless a supply, quality, or payment problem arises.

Technical service is provided by the relevent production or

technical department as needs srise. Production of defective )
quality is never accepted for return, but becomes the subject '
of negotiatien for a price reductionm.



s Bxport Salss

R.M.K. Zenica has established ne offices of its ewn in '
foreign centres and is represented abreard by the Yugeslav
enterprise "Progres"

The enterprise's effort to date has been intermittent due to
the pressures of locs! demand. Betails of recent exports are
shown in Appendix [

Approximately 120,000 tons of steel products, chiefly

railway lines and cast iron pipes are experted ammually to

Bastern Bloc countries in direct exchange (i.e. me curremey

changes hands) for steel products such as beams and rolled-
. steel sections in shert supply in Yugoslavia.

An office is maintained in Belgrede to undertake:

- negotiations and contacts with Eastern Bloc
steel producers

- organisation of fereign transpert and insurance
on export sales and imperts

- liaisen vith "Progres" ete.



Dnassmendeiions and Basnita

e recommondations arising frem the werk of the P.A./ YUOOR
tead in marheting and the suggestions made towards implomsnting
theoe recommendations are dotaileod in the felloving nectionst

1.
2.
3.
.
5.
6.
7.
e,
9.
10,

Organination for Marheting

Marheting Policies, Stratogios and M jectives
Preduct Policy and Product BDovelopment
Marheting Research and Forecacting

Costing and Pricing

Chaanels of Piatribution

fales Operations and After Sales Serviee
AMdvertising and Rales Premetion

Marbeting Inforantisn Yyoten

Managoaent Bove lopuent and Training
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wi sation for Market ing

™e P.A./YUCOR project team on Organisation and Management

Development has s bmitted to R.M.K.~Zenica itr recommendations '
on the most suitable macro-structure for the organisation of

the head office 00UR of the enterprise in the light of the Self-
Management Amendments. In common with most other recommendations

made by the P.A. YUCOR teams, these have vet to be implemented

although their ultimate acceptance in a modified form appears

highly probabiy.

These recommendations allow for the creation of a new Marketing
Sector to replace the existing Commercial Sector. The new
Marketing Sector would he under the control of a

Marketing Director reporting directly to the Deputy tieneral
Pirector, Finance and Marketing.

T™is section of the report details the proposals of the
P.A. YUCOR project teams 1n marketing for the internal structure
of similar sectors at plant OMR and 700K levels,

These recommendations have heew arrived at after con<iderable
discussion ot the needs and current prohlems of the organiration E
witht

- Departmerital Heads and staffs of the exieting
compercial sector of R.M.K. -Zenica.

- Directorn and staffs of commercin! secters
of the plant MWM=

- The R.M.K.-lenica Organisat ion Necter

- Pirectors uf relevent sectors of the RN L. -Benica
Organisation fikely to be affected by any of the
proposed changes.

e structure proposed hun been designed with the following otee
in mind.

- To 1mpleawnt the madifirations mnde necessary W the
anraduents 1o the Selfl Managemen! laws of Yugoasiavia,

- To give a ~tructure capable of absorbing and fostering
the future development of the enterprise, and the
prople within 1t, witheut needing mnjor aedificat ion
in the future,

- Tu 1mpioment the bent anpecis ol modern organisat ienal
and marketing practices dwaring 1n mind the currenmt
and likely future business and sacinl envirenment of
Yugesiavia.



The structure developed in accordance with these aims
is described in the following sections:

Basic Approach and Philosophy

Macro-8tructure of the Marketing Sector within
the Nead Office OOUR

Marketing Sectors of OOUR's - Not Forming Part
of a ZOOUR.

Marketing Sectors of 0OUM's - Forming Part of a
TOOUR.

Marketing Sectors at ZOOUR Level

Nead Office Marketing Research Departments
fead Office Sales Promotion Department

Nead Office Domestic Sales Depaitment.

Nead Office Donrntic Purchasing Department.
Nead 0ff 1ce Poreign Trade Bepartment

ead 0ffice Commeinl Gperations Bepartment

implementation,
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The approach adopted har been to consider the likely needs

of R.M.K.-Zenica when it has expanded its production to

satinfy Yugoslav demand and when it has :ecured greater

control aver ita markets i.e. when the proportion

of its sales made to distributors has fallen to about 40 to 4%%
of total sales. At this time the number of direct cuntomers
the enterprise will be servicing will have risen asubstantially
and wvill he of the order of 2000 or more arcounts.

No apeciflic cognizance hax been taken of the possibitity

of RM.K.-Zenicn nequiring or estublishing itn own distribution

network  und operating steel servicre centresauch as exist in

Burape und North America (see Section 0b). Such outlets, if
entablished, would be separate OOURE and their organisation

structure would be independent of the structure of the

Marketing ector of the Nead Office OMMR or of the commercial /marketing
sections of the present mamufacturing OOURE AND ZOOURS.

The structure proposed can talerate wide variationa 1n the
level of umage, b individua!l manufacturing OUMS, of the
facilitien pruvided by the Marketing Sector of the Bead
office OUM,

A basic concept to the praposed structure 1= the clansification
of ueers of steel und saterl producta into three calegories -
sinar, medium and key,

W are those whese total potential purchases of
K. -Zenica products are se small as te render servicing

thes wneconamic. These users constitute that share of the
Wwniness whieh will alwave be serviced by distributers,

W_ are the pareto-purchasers of a particular pioduct,
) ass of even one of which would severely owair the profit
perfarmance of an I1ndividual OMM or 2000R. Kev users must
romain direct customers of the enterprise and gust be provided
with a high level uf sev.1ce. 1t 1o Righly desirable that
both the GOIN JOBIM 1tuelfl and the Head 0ffice OB Thet Ing
Sector are invelved 1n negetiating vith, and servicing, these
neeount -

g8 are ecapamically significant purchasers of a
t, whe do nat fall 1nte ecither of the abeve categeries,
gﬂr service needs on a particular product are prebably lewer
than these of hey customers. They can therefore be serviced by
non-spocialist staff frem the Nead 0ffico Marketing Secter vitheut
assistance frem the manufacturiag SOIR, JOOIR.
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It should be noted that a particular customer may be a key

uoer for one particular product frem a specific manufacturing
OOUR/B00UR, but only a mediwm or miner user for other products.
Such a customer would then receive specialised service on the one
proeduct and non-specialised service on the remainder.

Bgually a single customer may be a key user of the products
of three or four OOUR/Z00IMS. Ne would then receive
specialist service from each of these 00UR,/200URS

M™his concept of key, medium and miner users is of particular
wse in establisking, at the custemer level, the relationship
between the OOUR/S00UR marketing personnel and these of the
Nead Office OOUR. [t hogee ansints in defining the roles and
necessary organisation structure of each.

Essentially the propesal is far the OOUR/BOSIM to service its
key cuntomers with apecialist staff in conjunction vith senier
personnel frem the Nead Office Marke!ing Secteor.

Nedium users would be serviced by gemeralist staff provided
b the Bead Office Narketing Secter, probably ultimately
organised on a rogional baais in the intereats of econemy.

Miner custemers would only deal through distributers,

It should be neted that the acrteal definition of key and

medium cuotemers can be differeat for cach particular product
or marhet and can therefore, be agreed on an individeal basis
between the Neoad 8ffice Marketing fector and cach GRAR 2OMN.

The application sf the concopt of hey, modiun and miner cestemere
te the prepoced eorganisation structure contained i1n later parte
of this repert i1s shown in the felleving diagram:




S fiauned

- m—-— PS

/s v
JJJ
7 ]
L]
-
/ -’
P
P ]
- R o
e P
Inl .
h..A “ - e Vo P
[3 . S
., N
e - -
L i
swg |
_.. ¥
Y. e .

TR TY. JUEEVEV- 3 N N T 4

— o ————————

[

M LLARNE T ¥ 1 RV ) ﬁ

TR LS g Wheg upey

{

A3y W

".' f,q Q!! .

- I -

Y o
St T ek X WA’ ..0 ll%'..“ T } }

— s ——
13

teaw JElwre v |

_.
N v
I S

7 ). b

I Y8 BN e




-9 -

-— -~

D I AL AR

TR LS A Wy

TR T e S S I L A

_

.t Y ﬁ_.ﬂl )S..,&’.‘l\.r.o A . . - T
.o,..vo. 3 T Ty wnren 2 NJ.! ® H&.@l’mt‘ f roa Wg———ys,

- e e ———

!
A &.pnd" w

S PR

L e |
/
A
mi
/ < N
~
V4 .«a h
" ’
‘
/ “\éf; h
.J\J . N
/ 1 A
‘J )
/ B A
: J.J -
- < \.J B - )
<% -7 . b
- ~ _..' he ﬁﬂb ~ ’
y | R oS
“ - % 3w —r s m .
} ~Meagey




e e ———

- 8% -

b. Macro-Structyre of the Marketing Sector within

the Head Office OOUR

The following is recommended as the macro-structure of '
the Marketing Sector within the Head office OOUR,

DEPUTY GFNERAL DIRECTOR

FINANCE AND MARKETING

MARKETING DIRECTOR

MARKET ING
RESEARCH
DEPARTMENT

SALES
PROMOTION

DEPARTMENT

- —

FOREIGN COMMERC 1A}
TRADE OPERATION=
lrDEPARTHEN“ DEPARTMENT

Figure 4 Recowmended Structyre of Jead 0ffice Marketing Sector !

The decision to retain purchasing as

a function of the

Marketing Sector was taken only after considerable discussion.
This practise is virtually standard throughsut Yugoslavia

and provides a mechanism whereby reciprocal trading can be
facilitated and the payment of debts by "compensation” (1.e. by
contra involving many parties) can be better organised.

This arrangement constitutes an interesting extension of the
modern marketing concept in as much as it combines all the

enterpriees deali
buying and selling

s vith the market-place (i.e. both
under a single, market-oriented authority,

Compared to the former commercial sector, the major change=
recommended are as followsi

the creation of a specialised Foreign Trade Department
embracing both import and expert transactions.

the creation of a single Domestic Purchasing Department

in place of the two former sections.

the creation of a Sales Promotion Department concerned with
product and market promotion as well as advertiaing.

the qreation of a Commercial Operations Department
concerned with transport, credit and compensation, clerical

activities ete.

The reasoning behind these changes is described in later parts

of this report dealing with the organisation of each specific
department.
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ors of OOURS Not ¥ i rt o

Figure 3 shows the structure proposed for the commercial/
marketing sectors in the immediate future, for those O0OURS wheo
do not form part of a commnity of QOURS (ZOOUR). It shonld be
noted that the structure can be varied within wide limits to
meet the specific needs of individual plants,

00tR
GENIBAL DIRBCTOR

Invoicing ‘external

etec of purchase s
O *inter-
externn

(LR ]
vales

purchases
*inter OMR
salen

e W

e principal 1mnovation swuggented 1n Figure 3 15 the creation
of Praduct Managers. Depending on the complexity of the
product range an G0N mayv eclect to have sore than one Product
Nanager

The banic functions of the Product Managers weuld he to ensure
that the sales objectives for the preducts in his charge are
achieved apd to act ar o direct link between the 00U and ite
markets. Speciflically a Product Manager weuld:




- represent the OOUR at 4l negot rations with key
customers and service thesar cuxtomers

- provide technieal <serviee

- inform the factory, ol the changing fecluienl
requirement< of st< custumers

- provide the KR with caomperitive . market and
econmmic tutellbigence.

- develop, o conpunet ton with Hewd 001000 Market 1ng
personnel, specifoe marketing plan- tor the prodinets
wder hirs contral

- develop, o conpunetoen woth fhoad OfFice per-asmne i, <peci g
advertiving and promotronal plane Lo e O0RS product -,

- promote the <ale of the O RS prroodg Uca e Lo with
Bead e pev<omncl via pri e tpation o trade oy
and <eminar -, prepiiation o fecincal ittt e et

- commi~-ron from the Head 0ftioe e merheting re-careh
as ta necesnsary for the waccre=ful mscher g of the

OMME product -

- prarticipate v the product deve bopment programme of the
cutiie compaun by adencaifoing the nvede of the nsers
of the products and thereby adentafy apprrtunttaes for
both hiw AR and the conterprise 4t Log

In relatianabap 1o the MRS, the ba-ts tum tian of

Read Officr Market g ~ector ax to peovide «perialsed

services whieh the todiyvidual RS g lone could not economirally
ety and fo co-adinnte the activ it e ol the RS for the
common good.

Aecordangiv, there must o<t g oumbor of fanetiome ! L inks
htw«n t'tl(‘h GN!NO and the va! Ot e ‘hlﬂll"l white b «n-n"dlt\l“ﬂﬁ
and lintson can take pdace. The mure omportant of these

e term= of martheting and commercrd fara tions are vt emised

in Figure 6,

LR o
tionml Links v Marheting Atens between (WLH it Head Ufficy

Head Offrce Section Lo g and

GO ACTIVITY .
ACTIY undestak g functional co-nidinat ion

Varehous=ing tommererial Operations Depa tment

Transport Commervial Opervations Depar tment aml
Dovector for Co-ordimutvon of Teansport
and Supplres
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Head Office Sectron hatsing and

] )
OOUR ACTIVITY mdertaking functional co-ordination

Purchasing Purchasiug Department, Foreign Trade
Depar tment

Sales Admini=tration Cammercial Hperatrons Dopartment, Finance
Secton

Product Manager Sales Pepattmenty sales Promotion

Pepartment, Marketing Hesearch Department,
Forcign Trade Department, long Range
Planning Sector

In the middlc (o long term, - marketing cvpertaise developgs within
mdividual OGRS 1t o« recommended tht the Do sational <tractare

ahawn in Fagure T should be modstred thoongh the creation ot the
post of Marketing Mircetor a~ <shown o brgnee

KR GENFRAI
DIREY TOR

- T 3
MANK FT | NG OGN { Al
DIREX TOR DI TR

T ._.LI y ——
Biien L . POUNECRAS I NG IRANSPUN WARSINN ~ 1™
: ::‘flmu VANAGEN l l VANAGER I

MANAGFRS

As Ry 1y

PR . e

Fagure o Maddle tu Long levw Orggnlisgtion of the Compercial
and Marhet ing Punctions 1n QOURS

Ca-ordination ot the wetivities of the (MUN Marhe tig Directors widl
be under takerr via the Head Oftice Mavheting Director. o a number

of areas where product vange- are complementars there will be «

need for considerable direct liarsoa between (KWH Market ing hrectors,
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8 of 8 Formi rt of a 2
Individual OOURS banding together to form a ZOOUR (or
commnity of OOURS) will delegate their marketing and
commercial responsibilities to the Z00UR.

ey will, therefore, not have a marketing sector.
They may, however, retain some authority over warehousing

and materials contrvl. This will need co-ordination at the
OUR level as outlined in Section ¢ which follows.



° O0UR Leyel

It is recommended that, at the community of OOUR level, the
marketing/commercial functions conducted on behalf of the
individual OOURS should be organised on a basis identical
with that shown earlier in Figures 5 and 7 for independent
OOURS.

Transport, purchasing, sales administration and the product manager
functions will, therefore, be undertaken by the ZOOUR. In
addition it will be necessary to colordinate the warehouring and
materials control functions performed by individual OOURS. A
Warehousing Co-ordinator will, therefore be necessary as =hown in
Figure 8.

GENFRAI DIRFCTOR
0L )

Involcing *External
for Purchasex
- enternal

salen *Inter-O0N
- inter-0MAM Purchases
SALEN

Flewe ® juusmaate Sy gutionca ibe fomeicial Barke 120

As vith independent OUIRS, the above structure may be nodifrod
in the futepe to create the past of Marketing Director.

The interaction of this structure with staflf at the Nead Office
lovel will be identical with that shewn carlier in Figure 6.
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k Offic rcial Opcrations riment
The recommended structure of this new Department is as follows:
COMMERCIAL OPERATIONS
MANAGER
COMMERCIAL EXTERNAL CREDIT AND WAREHOUSING
ADMIN. TRANSPORT COMPENSATION AND STOCK
DEPARTMENT DEPARTMENT DEPARTMENT CONTROL DEPARTMENT
Figure 14 t 0 1
Operatio rimen

The functions of this department are all concerned with
advising on, and co-ordinating activities at the OOUR and

ZOOUR level.

The Credit and Compensation Department will

act as advisor to the vhole enterprise on these matters
wvhich require close liaison with the Finance Sector of the
Head Office OOUR.
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f. Head Office Marketing Research Department

The current Market Research Department embraces advertising

as one of its major functions,.

It is recommended that the function

should in future be undertaken as part of the responsibilities
of the new Sales Promotion Department.
organisation of the modified Marketing Research Department
is shown in Figure 9.

The recommended

MARKETING RESEARCH

L . emema
INFORMATION| | MARKETING | | DEPT. FOR |, sTRATEGIC |

‘ coLecTION | | PLANNING || RESEARCH FoR| s AND "
DEPARTMENT DEPARTMENT] | ANNUAL PLANS| ! ECONOMIC :

- L RESEARCH DEPT,,

.. ULtin@tel_y to .Lorg R.an‘e _Plallnigg

—— = «t.3ggtor

« PRODUCT .

. DEVELOPMENT !
DEPARTMENT ¢

Figure 9 Recommended Structure of Head Office Marketing Research

Depar tment

The above organisation reflects the need to distinguish clearly
between research and planning for current operations and the

research and planning for future activities.

The operations which the enterprise must undertake are of
two types.

Operations concerned with the day to day running
of the enterprise and achieving its annual plans.

Operations concerned with the future activities of
the company, its development and its long term plans.

When a function encompasses both types of operation, as
happens at the moment, it is virtually inevitable that
day to duy problems take precedence over, and are undertaken

at the expense of, problems regarding the future.

It is for this basic reason that the P.A./YUCOR team in Organisation
and Management Development has recommended the formation within
the Head Office OOUR of a lLong Term Planning Sector dealing
exclusively with the future development of the enterprise.

This Long Term Planning Sector must include certain marketing
elements notably product development and strategic
and economic research.
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Suitable personnel for these functions are however, difficult

to obtain in Yugoslavia. For this reason these functions have
been temporarily located w.thin the Marketing Research Department
of th. Marketing Sector to allow personnel to be developed and
groomed for these specific roles.

Such temporary positioning will also facilitate later liaison
and co-operation in both an informal and formal basis
between the Marketing Sector and the long Range Planning
Sector.

In the Long Term, the basic responsibility of the Marketing
Research Department will be to research and develop the annual
marketing plans of the total enterprise.

Through the Information Collection Department, it is envisaged

that the enterprise will be equipped with facilities to undertake its
own field research necessary for product and marketing planning.

The department would act as advisor to all sections of the

enterprise on the efficient collection and use of field dsta.

The Department for Research into Annual Plans would

undertake all marketing research required by the enterprise for
the development and succesful implementation of the annual
plan. It would undertake the bulk of the marketing research
currently conducted by the existing Market Research Section
(see Section C 1). It would be responsible for providing
regular markets and competitive information on all factor:
which might affect the achievement of the annual plan.

The Marketing Planning Department would undertake the
actual development of operational marketing plans on behalf
of the O0URS and the enterprise at large. It would also
establish control systems to monitor the operation of the
plans developed and to ensure that the necessary action is
taken.




g Bead Office Sales Promotion Department

The task of this newly created Department would be to

promote the enterprises'products through planned promotion,
advertising and customer service. It is proposed that

Group Product Managers be appointed to take charge of specific
product groups such as:

- Mineral products
rolled steel products
wire products
finished metal products
- etc. etc.
The Group Product Managers would work in association with the
Product Managers in the OOURS and ZOOURS but would promote

the total product range available from the enterprise as
a whole.

Organisation of the Department would be as follows:

TR

FRODUCT
MANAGER
l‘l

. PP Canny ou

Figure 10 nded Structure o
Progotion Department

Specific activities of the Group Product Managers would bes
- advising on and implementing special policies
and marketing plans relevent to the products

within their area of responsibility.

co-ordinating the marketing mixes of the individual
OOURS and ZOOURS.




- participation in seminars, exhibitions, trade fairs,
special promotions etc.

- preparation of technical literature

- participation in field promotions, market development,
technical and after-sales service.

The advertising function would be carried on as at present,
with the possible addition of a professional journalist to
undertake the preparation of public relations type press
releases thus meeting a current pressing neet of the section.
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h. Head Office Domestic Sales Department

This department will have the responsibility, in conjunction
with the product managers at the OOUR and ZOOUR level, of
implementing the enterprised Yugoslav sales plan.

As outlined in Section D.l.a. a major innovation likely
te be necessary in the future will be the creation of
Regional Sales Offices. These will facilitate the level of

customer contact necessary to the enterprise when it finds itself in

a more competitive market environment.

These regional offices would best be located at Republic
Capitals or on the premises of certain strategically located
OOURS such as Novi Sade They would provide a service to
all OOURS by dealing with medium customers on a comson basis

rather than have the OOURS deal with these non-pareto customers

individually. Costs would, therefore, be reduced but the

enterprises total marketing effort would become more effective

by having closer geographic contact with its customers.

The organisation structure recommended for this Department

is as follows.

DOMESTIC SALES

c S —

DISTRIBUTOR HEAD OFFICE FU REGI SALES
SALES MANAGER SUPPORT STAFF MANAGERS AND OFFICES
Figure 11  Rgcommended Structure of the Head Office Domestic

Sales Department

The Domestic Sales Manager and the Head 0ffice Support Staff
in conjunction with the various OOUR and ZOOUR Product

Managers would negotiate with key customers of the enterprise.

The Regional Sales Offices would negotiate and service the

medium customers of the enterprise.

The Distributor Sales Manager would sell to and service those
Distributors having the role of servicing those minor customers
whose size does not warrant direct service by R.M.K.-Zenica.




The concept of a Distribution Sales Manager is another

innovation. Currently Distributors account for over 60% of the sales

of R.M.K.-Zenica, and the enterprise is obviously highly depeadent '
on their good-will for the future. As a class of customer they

differ significantly in their needs and problems from the

direct steel user. Accordingly a separate selling force has

been recommended to the enterprise to deal with them.

Filling the post of Distributor Sales Manager is of much
greater importance at this point in time (See Sec. D6) than

the creation of regional sales offices. Pending the creation
of the latter offices, their role of selling to medium customers
can be undertaken virtually immediately by the product-oriented
sales sections currently in existence in the Head Office
Commercial Sector (Section C 1).
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Head 0ffice Domestic Purchasing Department

It is envisaged that this Department will have the following
structures

PURCHASING
MANAGER
CONSUMABLE CAPITAL PURCHASES
PURCHASES MANAG! MANAGER
Figure 12 Structure of Head Office ati
r i rtment

This Departizent contains the existing Purchasing Service and
commercial service for investment with the exclusion of
staff transferred to the purchasing sections in the OOURS
and those staff concerned vith foreign trade.

The Consumable Purchases Section will have the task of
co-ordinating the purchasing activities of the 00URS and
the "communities of OOURS". In addition it will directly
negotiate with suppliers vhenever it is apparent that
better prices or service can be obtained by consolidating
together the separate individual purchases of the OOURS.

The Capital Purchases Section is essentially a purchasing
agent acting on behalf of the New Investment Sector and its
project teams. Its role vill be to negotiate for, and
administer, the supply of goods within the specifications
laid down by the New Investment Sector.
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J offi orei rtment

The structure recommended for this Department dealing with
both import and export is as follows:

FOREIGN TRADE
MANAGER
EXPORT BELGRADE "PROGRES * IMPORT
. pePARTNT] | oFPICE DEPARTMENT
Figure 13  Recommended Structure of [jead 0ffice Foreign
Irade Department

The objective of this restructuring of existing departments
is to consolidate the foreign trade expertise of the company
into a common service so as to facilitate.

- the exchange of goods with the Eastern Bloc

the export of goods to the Western Bloc

the finding of imports requiring hard currency

the ultimate establishment of joint import/
. export offices in key foreign centres.

The Import Department would contain the present Section for
Purchasing Imported Equipment.(from the Purchasing Dop.rt-ont

for New Investment)and the Imports Section (from the ‘urchasing
Department). The Export Department consists of the present section
located in the Sales Department.
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Implementation

Implementation of the organisational recosmendations contained
in this section requires the following steps to be undertaken
by R.H.K.-Z!nic.

Step 1. Finalisation of the internal deliberations
regarding the self-management amendments

Sept 2. Agreement on the P.A./YUCOR Macro-Organisational
proposals for R.M.K.-Zenica.

Sept 3. Acceptance of the proposals contained herein
for the detailed organisation of the proposed
Marketing Sector.

Step 4. Preparation of Job Specifications
Step 5. Agreement on Salary levels, conditions etc.

Step 6. Selection or recruitment of suitable staff to
fill vacancies.

Step 7. Training of staff in the job-skills required.

In the absence of firm final dicisions on the basic steps
1, 2 and 3 the P.A./YUCOR team in marketing has concentrated its
efforts on:

- informal management development and education sessions
with selected members of the existing commercial staff of
R.M.K.-Zenica likely to fill key posts within the new
organisation.

- introduction of new techniques for marketing research,
product development etc. 1ikely to be of use within the
nev organisation's framewerk.

- participation in formal seminars held within R.M.K.~Zenica
on marketing planning techniques and marketing organisation.

- discussions on methods of implementing the proposals
including the preparation of tentative timetables for imple-
menting the changes, discussion on training budgets, salary
levels, basic skills required by personnel ete.

- the preparation of formal training courses ready to
be given at a suitable later date to personnel such as
OOUR/ZOOUR product managers and department heads.

This work will be continued by the YUCOR marketing consultant
until proper implementation can commence and on-job training
can be conducted.




2.

Marketing Strategies and Objectives

The 1973 commercial and marketing policies of R.M.K.-Zenica
embraced the following stratigies:

- To optimise the enterprises liguidy rather than ,

its sales volume during 1977. This has been

dictated by the current liquidity crises within

Yugoslav industry. In effect it implies refusing to

supply domestic customers of doubtful liquidity. Production
unsold will be held over as stock or exported rather than
sold in the domestic market so that the organisation's
financial health will not be put at risk.

- To establish regular representation and supply on
certain key foreign markets. Earlier export effort

has been irregular and haphazard. In the past,

export orders fulfilled in one year were unable, for supply
reasons, to be duplicated in the year following. The
enterprise now intends to allocate regular supplies each year
to certain key potential markets in the Middle East and
Africa. This will prepare the way for a major increase

in exports following the expansion of plant capacity

in 1975/76. 1In 1973 exports are being greatly assisted

by the current world steel shortage.

- To_influence the government to re-introduce the
arity of oslav steel prices with those of Western Europe.

Yugoslav prices are currently 10-15% below those of
Western Burope. A corresponding price increase would be
of major advantage to the enterprise and its expansion
plans. Parity is,however, seen as being of particular
importance in the future. Any future imbalance favouring
other European Producers could potentially disrupt the
financial health of the enterprise.

- Io research and prepare the market for the new grogg ts
which will eventuate from the enterprises expansion

lans.

FE

- To minimise raw material and consumable stocks held by
e rpr to improve its liquidity position.

The company has established as a long-term strategy the reduction
of its dependence on distributors from 60% to 40%. Action

on this has, however, been temporarily suspended because of the
liquidity crisis. It is consideced preferable to have
distributors carry the potentiul financial risks rather than
R.M.K.~Zenica itself.

The P.A./YUCOR team has examined these strategies in depth

and considers them to be basically sound. However, as in

the case of the corporate aims and objectives, little financial
or market quantification has been undertaken,
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There is, therefore, no way of measuring the enterprisels
success or otherwise in achieving these objectives.

The failure to yuantify objectives can be attributed in
part to a number of causes such as:

- the lack of valid financial and cost data (Section D5)

- the subservience of sales and marketing planning
to production planning (Section C.4.b)

- the lack of an adequate management information syster
(Section D 9)
. However, the major reason is undoubte fgilure on t t
f the wh t t

inability to ingormrate tihese into the -eliiw
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LONG TERM OBJECTIVES
m (Intentions, Required End Results)

EOLICY
(Guidelines for Decision Making)

'

; (Points to Aim at in Reaching End Resulte)

Y

HAE
(Practical Details in Reaching End Results)

1

(Ensuring that Actions are in Accord with Plans)
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The basic problem has been identified independantly
by all P.A.AUCOR teams engaged in the project. Every
conceivable opportunity has been used to improve the
understanding of the enterprisds personnel on planning
central processes, but progress has been slow.

Quantification of objectives and controlling to them
implies acceptance of a degree of personal responsibility
which appears unacceptable to many members of the
organisation who are used to reaching decisions and
accepting responsibility only on a collective basis.

In order to effect long-term improvements in this regard,

the creation of a special Marketing Planning Department

has been recommended (Section D.7.f.) Thi: Department,
ideally to Le managed by one of the R.M.K.-Zenica staff
members attached to the consulting team, will represent

a nucleus from which the concepts of sound planning, control,
and the acceptance of personal responsibility can be spread
throughout the marketing organisation of the enterprise.
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3. t Polic oduct ent

a. The present Situation

New products for the steel producing and mining operations of the
enterprise pose few problems. The enterprise has long=-term
plans involving heavy capital investment to lift its

capacity and hence to offer an increased range of basic

steel products.

The company does however need new products in the area of
finished metal products in order to:

- provide growth potential for OOURS manufacturing

Products in competitive areas such as nuts, bolts
screws etc,

. - create new industries and hence employment
opportunities for under-developed regions within Yugo-
slavia. This is viewed as a duty.

- provide replacement employment for employees displaced
by the increasing productivity of its manufacturing
units.

Product Development in this area i currently the
responsibility of the Metal Products Sector of the Kombinat
Bead Office, though frequently, individual O00URS take the
initiative in this matter and launch new products without
Head 0ffice involvement,

The product development record of the enterprise has tended to
be haphazard and the following problems have been reported
to the P.A. AUCOR team:

- a shortage of new product ideas.

- unsound, prejudiced, screening and decision
processes on new product ideas.
(eege "I'11 vote for your idea, if you vote for minme.")

- a lack of funds for development. No separate
budget exists for this activity.

- a shortage of staff to develop the new product ideas
and the necessary processes (the shortage of engineering
staff reflects a national problem).

- failure to undertake any investigation of the market
potential of new product ideas (In some instances
this was attributed to the lack of market research personnel
to carry out the work)
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Ce

instances where the results obtained from market
investigations have been ignored when they were adverse.

failures to obtain detailed specifications from the

market regarding its actual needs. As a consegquence useful new
products have been produced in the wrong sizes or using the
wrong type of steel or the wrong quality.

undue delays in the development of new products
caused by the present compartmentalisation of the
activities of the enterprise and the lack of overall
supervision and control of development effort,

instances where new products have been successfully
developed and produced without staff being prepared
or available to launch them,

Qimoses

"™ese problems all indicate the need for:

& clear separation of day to day activities from
activities concerned with the future development
of the enterprise.

a formal development organisation and formal review
procedures, operated within previously agreed
responsibility budgets.

the close involvement of marketing personnel in all
aspects of product development.,

a planned, systematic approach to new product idea generation.

a project management system of controlling and
progressing development project.

iled Recommendations

The P.A., YUCOR recommendations on product development
involve the establishment of:

e Plann Sector within the Head Office
OOUR, under the control of a Long Range Planning Director,
This Sector would embrace all activities regarding the
future development of this enterprise.

A Product Development Committee at Workers Council

level to approve product development projects, allocate
funds and review progress made on the projects.

oduct Development Department ultimately to be
located within the Long Range Planning Sector but
temporarily positioned in the new Head 0ffice



Marketing Sector (See Section D.l.f.).’ This
Department would have as its principal responsibilities:

- idea-generation involving such techniques as
brainstorming, attribute listing, morphological
analysis, technological forecasting etc, etc.

= recommending new product objectives and programmes.

= screening and initial testing of the feasibility
of new product ideas,.

= preparation of preliminary cost and market statistics.

= recommending new product ideas for subsequent development
within the Long Range Planning Sector.

Project Manggers to be appointed to organise, manage and
control specific development projects approved and

funded by the Project Development Committee, The
project managers would head=up project teams under-
taking the actual development work.

Ihe size and content of each project team would
depend on the nature and complexity of the particular
project. Participation in these project teams

would principally be undertaken by specialised staff
from the long Range Planning Division., However,

the Long Range Planning Director should be empowered
to temporarily second suitable people from any section
of the enterprise to form these teams, should the
need arise, For all but major projects, membership
of these teams would be for a specific limited period
only

The following diagram details the operations of the recommended
development process and indicates the activities and
responsibilities of the personnel involved in proguct development:

ASSISTANCE TO BE ACTIVITIES7TmIQUES
DEVELOPMENT STAGE RESPONSIBILITY PROVIDED BY INVOLVED
1DEA Product Al]l sections of - Brainstorming
GENERATION Development the enterprise, - Technological
AND Departmsent particularly OOUR/ Forecasting
COLLECTION ZOOUR Product - Attribute Listing
Managers = Morphological
Analysis
- Analysis of Customer
Needs
- Analysis of Compe t-
itive product ranges
= Value Analysis
- etc. etc.




DEVELOPMENT STAGE

RESPONSIBILITY

ASSISTANCE TO BE
PROVIDED BY

ACTIVITIES/TECHNIQUES
INVOLVED

SCREENING AND Long Range Planning Finance Sector, = Preliminary cost
INITIAL Director and Marketing Research and market studies
TESTING OF Product Development Department, technical - Comparison with
IDEAS Department Sectors, OOURS/ enterprise
ZO0URS etc. objectives
as required - Technical feasi-
bility studies
DECISION 10 Product Development Long Range Planning - Preliminary cost/
UNDERTAKE Committee of Director, benefit analysis
SPECIFIC Workers Council Product Development including
PMENT Departament discounted cash
flow analysis
UNDERTAKE Long Range Planning Project Manager - Product and
DEVELOPMENT Director and Project Team

(dravn as required
from throughout the
enterprise

process design

-~ Prototype testing

- Detailed market
studies

- Detailed cost
and preofit study

- Preparation of
detailed market
and manufacturing
specification

DECISION T0

Workers Council

Product Development

Final cost/benefit

MANUPACTURE and Collegij Committee, analysis including
AND MARKET of Directors Long Range Planning D.C.F. analysis
Director,
Project Manager
PREPARATION TO Project Manager, Full resources = Undertake new
MANUPACTURE Specific OOUR/ of enterprise - Tooling etc.
AND MANKET ZOOUR involved as required - Establish prod-
uction facilities
-~ Establish prices
= Develop marketing
plan
- Establish quality
control and
industrial
engineering
standards
- ete. etc.
LAUNCH NEv PRODUCTS Figure 16 Recommended Development Process
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Implementation

Pending decisions by R.M.K.-Zenica, the P.A./YUCOR team in
marketing has concentrated its efforts on the role and
duties of the proposed Product Development Department.
Initially this will be located in the Marketing Research
Department and it appears likely to be staffed, at least in
part, by members of the present market research staff.

Attention has been principally focussed on idea-generation
techniques, creative thinking, brainstorming and
technological forecasting. Informal discussion groups on
these subjects have been conducted and a course of
recommended reading material prepared. Translation and
language barriers have, however, posed problems in this
regard.

The formal course prepared for OOUR/ZOOUR Product Managers contains

special sessions devoted to creative thinking techniques and
practical sessions and brainstorming.
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)hrketir_ni Research and Forecntim

The current Market Research Section of the Head Office
Commercial Sector contains a nucleus of well qualified
personnel capable of occupying key roles in the expanded
Marketing Sector proposed for the Head Office OOUR

in Section Dl of this report.

The P.A./YUCOR team closely examined the marketing research
and forecasting currently being undertaken and considers

it to be of high quality. The major deficiency is that nrot
enough work of this nature has been undertaken to satisfy the
immediate future needs of the enterprise, despite the
frequent use of external consultant institutes.

The following actions should be undertaken immediately by
the enterprises

= the appointment of additional staff to undertake
data gathering, analysis and forecasting.

=  the re-organisation of the Market Research Section as
recommended in Section D1f of this report

- elimination of the salary differential which
exists between graduate economists and engineers employed
in the Commercial Sector of the enterprise, compared
to those employed in financially better endowed
sections, such as Production.

-~ the provision of additional computational facilities -
preferably, adequate access should be provided
for mathematical computation on the 1.C.L. Computer
currently being installed. Othervise freer access
should be given to external E.D.P. facilities.
The bulk of the section's work is currently being
undertaken on manual or electric adding machines.

The P.A./YUCOR team has spent considerable time with the various
personnel in the section, discussing techniques for

the field collection and interpretation of data, econometric
forecasting, statistical demand analysis and the construction
of elementary marketing models which should prove of benefit

to future operations of the enterprise.

Arising from these discussions, one highly significant
potential defect was identified in the demand forecasts
currently in use by the enterprise and the Yugoslav steel
industry at large.

The currently available forecasts are all based on historical
Yogoslav consumption. (For examples see Appendix 1).

Such past consumption has in large measure been restricted
through lack of supply. It therefore probably does not
provide a sound basis for extrapolating the future demand
for steel in Yugoslavia under conditions of free supply.




It is conceivable that the matching of supply with

demand in 1975/76 (or whenever the current expansion

plans of the Yugoslav steel industry come to fruition)

will only be a temporary phenomena. The apparent free
availability of steel at that time may prompt current

users of steel substitutes (such as concrete, timber or

in the case of packaging, plastic and glass) to switch to steel,
thus re-creating a short supply situation.

The implications of this defect are currently being
considered by the Commercial Sector.
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Costing and Pricing

Within the marketing area, accurate cost data should be
available for such operations as:

-  the preparation of cases for increased prices
for submission to Government price-regulatory agencies.

-  the preparation of export quotations

- the evaluation of the net effect on profit of
altering the level of expenditure on marketing
imputs such as adwertising, promotional effort
sales effort etc.

- the evaluation of alternative channels of distribution.

=  the establishment of realistic quantity rebate and
discount schemes.

-  the profit optimisation of the annual sales plan.

-  product policy decisions particularly regarding
extensions and reductions ef the product range.

Product costs currently available to the Commercial
Sector are prepared annually by the Economic Sector of
R.M.K.~Zenica using an absorbed-costing system which
relies on the arbitrary allocation of indirect costs.
Accordingly they do not permit the above operations to be
adequately performed.

The task of introducing a direct-costing system within
R.M.K.-Zenica is being undertaken by the P.A./YUCOR
team in finance.

In co-operation with this team, the P.A./YUCOR team in marketing
have expounded on the operation and advantages of a direct
costing system to marketing personnel in informal management
development sessions. In addition, the formal training

course prepared for OOUR Product Managers devotes a

session to the use of the concept of contribution in optimising
marketing decision-making.

Implementation of the concept must, however, await the avail-
ability of the direct product costs which will result from

the work of the P.A./YUCOR finance teams, and the establishment
of a system of responsibility budgeting. :
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Government price control currently allows the

enterprise little selling~price flexibility. The autonomy
given to the present Commercial Sector of R.M.K.-Zenica
with regard to discounting these prices is currently
minimal. Maximum permissable discounts on individual
products are set by the Collegij of the enterprise, who
also set target average selling prices for the Commercial
Sector.

The introduction of a direct costing system and an action-
oriented management information system should permit greater
autonomy regarding discounts to be given to marketing
personnel in the future.
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Channels of Distribution

The Present Situation

R.M.K.-Zenica is heavily reliant on Merchants and Distributors
for the sale of its products. Reliance on distributors
is close to 100% on the following products.

- concrete steel

-  screws

= chains

- agricultural implements

- stoves and fluepipes

In general terms, reliance on distributors is greatest
for final metal products and least for mineral products.
Overall 60% of the enterprises sales are to Distributors
and Wholesalers.

The use of distributors provides R.M.K.-Zenica with significant
advantages (see Section C.2.d) particularly during the

current liquidity cris@s faced by Yugoslav industry. On the
other hand it presents the organisation with some long term
problems in view of the fact that:

- the enterprise does not have access to, or direct
control over, such a major share of its market.

- the distributors possess a low level of loyalty to
domestic steel producers. In 1967, when world s¢eel
prices were lower than those in Yugoslavia, and
import restrictions were temporarily modified,
distridbutors had no hesitation in switching their supply
from local steelworks to foreign producers.

= the use of distributors tends to divorce the enterprise
from the needs of its consumers. This is a particular
problem in terms of generating new ideas for product
development.

-  the distributors, due to the low margins available on
steel as a result of government regulations, and also
to the poor supply and service of the steel producers,
are tending to lose interest in distributing steel.
Whereas 10 years ago steel represented about 50% of
a typical distributor's business, it now represents
less than 10%.

Recommendations and Actions

The P.A./YUCOR team has recommended actions to the enterprise in
the following matters:

- that it should immediately create a special sales

t tiate with and ovide sales s r
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the organisational recommendations for the

Domestic Sales Department of the Head Office Marketing

Section contained in Section D.1.h. of this report.

The major task of this section would be to increase

distribution loyalty. No action has yet been possible

towards establishing this section. '

that the enterprise should examine the relative costs
associated with different levels of reliance on distri-
butors. The Commercial Sector currently believes that sales
to distributors at the level of 40% of total sales represents
the stratggic optimum but has no knowledge of the costs
likely to be incurred by implementing such a policy.

Methode of gathering the necessary information have

been recommended by the P.A./YUCOR team, but no action

has been taken by R.M.K.-Zenica as yet.

that the enterprise should examine the possibility of
acquiring its own distribution network, leading
ultimately to the establishment of steel service
centres similar to those currently in operation in
Burope and North America. The limited range of steels
produced by R.M.K.~Zenica might prevent such centres
offering a full range of products unless agreements
were reached with the other steel producers in
Yngoslavia.

Establishment of such distribution and service centres
would present R.M.K.-Zenica with the following
opportunities.

- closer contact with the market and greater
contro] over it.

-  the ability to itself import special steels
on behalf of its customers, which it is
currently precluded from doing by legislation

- the ability to increase its profitability on
many sales from the imposition of the 7%
surcharge allowed under price control legislation,
to distributors.

-  the opportunity to greatly increase the
enterprise’s total contribution perton on
steel produced. On the basis of North American
experience there is considerably more profit in
cutting, welding or drilling a ton of steel in a
Steel Service Centre than is available from
producing a ton of steel in a steelworks.

The Commercial Sector has viewed this suggestion with
interest and has, we understand, commissioned a Yugoslav
Consulting Institute to examine the possibilities of
this proposal. Available details of the operations of
Steel Service Centres in the U.S.A. have been supplied by
the P.A.,/YUCOR consultant team.



Sales Operations and After Sales Service

Sales Operationg

Within the present market environment sales skills are
scarcely required. Customer contacts are limited except

at the time of annual contract negotiations or when problems
regarding supply or payment arise. When such contacts are
made they appear to be conducted with professional
competance.

The expansion of production and the enterprise ® intention

to reduce its dependence on distributors, both indicate that
this lack of direct sales effort will neethto change 1in

the future. The organisational recommendations contained

in Section D.1, of this report, therefore, allow for

the possible future creation of regional offices undertaking
conventional sales operations within the regions they

serve. The O0UR/ZOOUR Product Managers particularly

those in the competitive finished metal products area, are
also likely to need a high level of selling skills in order
to secure the key customers of the enterprise.

Acceptance of this is, however, far from universal within
R.M.K.-Zenica. Opposition to the concept of selliug and
to the idea of salesmen or representatives appears to
rest on:

- idealogical gounds

-~ conservatism and an unwillingness to face the
prospect of change. In the words of the R.M.K.-Zenica
Sales Director - "We have done it this way for
55 years; no change will be necessary".

The P.A./AUCOR team has conducted informal management
development sessions ont

selling skills

sales force organisation and management

territory organisation and control

salesforce motivation etc.

with the Market Research Department of the Commercial
Sector. The extension of these sessions to the Sales
Department has not been possible through lack of interest.

From these sessions the principal potential problem areas
with regard to establishing a conventional sales force
were identified as being:
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- the low prestige and status associated with being
a salesman in Yugoslavia

- the problem of motivation in terms of getting
salesmen to accept individual responsibility for
the results in their territory.

- the problem of providing adequate remuneration
to attract the right sort of personnel.

- the ideological reluctance of the industrial system
to provide company vehicles for the use of salesmen.

- a similar reluctance to accept the concept of
individual rather than group incentives,

- the pessible reluctance of customers, used to
megotiating vith Directors of the enterprise, to
deal with personnel such as salesmen who might be
lower in the enterprises hierachy.

- the problem of providing the representatives with
sufficient technical knowledge to perform their role

adequately.

One particular area of need was recognised - that of providing
persennel to assist distributors and export agents to train their
own sales peraonnel in the use and sales potential of R.M.K.-
Benica products.

Ay further implementation in the above areas must await
the appeintment of suitable perconnel.

Altar Sales Service

The organisation currently has no personnel whose function
i, the provision of after-sales service.

Queries and complaints are currently handled by personnel
in the Sales Department. Where the problems are technical
er invelve product quality these are normally referred to
the relevant technical sectors of the organisation.

Ne records are kept »f queries or complaints received by

the Sales Department, except when they lead to negotiations
for price-reductions arising from quality defects. A
valuable seurce of action-oriented product data is therefore
being ignored and it has been recoamended that complete
recerds are kept in future.
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Current neced for after-sales service by customers

is apparently low, although this need may well increase
in the future with the increasing sophistication of the
product range. It is envisaged that after-sales service
in the new organisation would be provided jointly by the
Domestic Sales Department and the Saler Promotion
Department.
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Advertising and Salex Promotion

Advertbising

Current expenditure on direct advertising represents
approximately 0.15% of external sales, or 1.7% of the net
profit before tax. Details of the 1973 advertising budget
are given in Appendix 1.

Corporate advertising, principally on television, constitutes
over 40% of the total expenditure. The benefits, if any,
derived from this are clearly intangible although the
advertisements probably achieve their stated objective

of showing the Yugoslav people the size and structure of

the enterprise.

The balance of the expenditure is on product advertising
catalogues, technical brochures, trade fairs etc., and
the output appears to represent good value for money spent.

Advertising agencies of any real professional competance
are a rarity in Yugoslavia and accordingly R.M.K.-Zenica (in
common with many other Yugoslav enterprises) undertakes its
own creative work, media selection and media placement.

In these operations the R.M.K.-Zenica advertising
departuent is handicapped by the lack of advertising

test facilities, and the absence of useful audience

survey and readership statistics regarding the local media.

The generation of frequent public-relations-type press
releases, expected of Yugoslav enterprises of the size

of R.M.K. Zenica, represents a current problem to the depart-
ment. The acquisition of a professional journalist

to undertake this work, as recommended in Section D.7.g. of
this report, is of high priority.

The product catalogues, technical bulletins etc. produced by the

department are of high quality, though clear shortcomings
exist in their distribution. The P.A./ YUCOR team has
suggested that the current distribution be extended to reach:
~ technical students at University level

=  Yugoslav Embassies and Legations throughout the
world.

- Foreign Embassies, Consulates and Trade Legations
located in Yugoslavia.

At present, virtually no literature is made available to

R.M.K.~Zenica Distributors for subsequent distribution to their

customers nor is any form of advertising support given to
distributors. Advertising schedules are not circulated at
all. It has been suggested that these defects should be
promptly remedied.



Sales Promotion

In a supply-starved market such as exists at present for
most products, sales promotion is of minor importance
and has received little attention, except fors

~  the publication of product catalogues
and technical bulletins (see above)

partickpation in occasional trade fairs and
technical exhibitions.

As additional production capacity becomes available for
export, greater use of the latter media will become
necessary in support of the enterprises export agent 'Progres'.

Increased sales promotional activity within Yugoslavia will
also be necessary if the enterprise is to obtain rapid

and permanant benefits from the expansion of its capacity
and product range.

Within the relatively unsophisticated industrial economy of
Yugoslavia, R.M.K.-~Zenica stands as a technological leader.
Products the enterprise chooses to introduce in future, though
perhaps well established in West European markets, will
represent genuine innovations to Yugoslavia. To maximise

the benefits obtainable from these future products,
considerable market development work and sales promotion

will need to be undertaken.

In the longer-term the Yugoslav steel industry, as

elsewhere, can expect to have to face mounting competition from
substitute materials, such as plastics and aluminium.

Meeting challenges from these materials will require
considerable effort in promoting the advantages of steel.

For these reasons the P.A./ YUCOR team has recommended the
establishment of the Sales Promotion Department outlined in
Section D.1.g.

The basic problem facing the enterprise regarding the
establishment of this Department is that of obtaining
suitable personnel. At current salary levels, suitable
technical graduates with an interest in market development
will not be attracted to the R.M.K.-Zenica Marketing
Departments. The enterprise must therefore re-examine

its remuneration structures to solve this problem.
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Marketing Information System

Debails of Lhe reports which comprisc the present
miarkeling information system of R .M.K.-Zenica are given in
Appendix 1. The current system suffers from the following
defects:

the reports present all the available data on
a subject rather than the few key facts on which
action can be taken.

various reports arrive too late or too infrequently
for effective action to be taken.

some of the reports fail to make any comparison
with the planned performance.

reports do not exist in many areas where marketing
management needs regular data for decision purposes
and action e.g. customer complaints and marketing
expenses.

Preliminary work has been undertaken by the P.A,/YUCOR

team towards designing a marketing information system compat-
ible with the organisational recommendations made in

this report. Figure 17 shows the likely distribution of
information within the revised organisation.

Further implementation in this area must await:

- acceptance of the recommended organisation
structure.

acceptance of the management information system
for the total organisation prepared

by the other P.A./YUCOR teams. The marketing

inf rmation system must be an integral part

of the total management information system of the
enterprise.

the ready availability of the expense and ‘
standard cost data which will be generated through
the system of direct costs and responsibility
budgets being installed by the P.A./YUCOR teams

in finance

the actual appointment of staff to positions within

the new organisation. The human factor is vital

in the design and operation of an effective M.I.S.

The fine detail of the system cannot be designed without
a knowledge of the individual needs and skills of

the people who are to actually use the system.
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Management Development and Traising
lient's Staff

Reference hss been made in the preceding sections of this

report to the principal areas in which training in

Marketing Managementp and its techniques have been given.

These include:

= Marketing planning techniques

- Selling techniques and methods

« Sales force organisation and control

« Methods of sales promotion

= Forecasting techniques

- Field data collection and interpretation

- Product development organisstionf and methods

- Crestive thinking and idea generation techniques

= Advertising strategies and objectives

- Distribution strstegies

- Physicsl distribution policies

= Credit control methods

- Inventory control

= Direct costing systems and the use of the
concept of contribution

= Control of Marketing expenses

- Competetive pricing strategies

- Marginal costing for export markets

=  Foreign trade promotion

~ Organisation of export offices

= Purchasing policies

= Use of management information

Additionally, time has been devoted to comparing the operations,
product ranges offered and marketing methods of the steel
industries in the U.K., Australia and U.S.A. with those

of Yugoslav steel producers.

Formal presentations on various aspects of the work have
proved necessary on a number of gccasions, including:




- lectures at a seminar held by R.M.K.-Zenica
on Marketing @rganisations and Marketing Planning.

-  presentations the project's work to the commercial
staffs of individual OOURS

- presentations to gatherings of the Commercial
Directors of all the OOUR/Z0OURS.

- presentations to selected members of the enterpris;s
Collegij of Directors.

A formal training course in marketing to be conducted over
a three day period has been prepared by the P.A./ YUCOR team.
This course has been specifically designed to meet the
needs of new Product Managers vhen they are appointed.

The course will glso be repeated for new and existing
members of the Head Office Marketing Sector.

The programme for the course contains the following
sessionst

1. Marketing and the Marketing concept.

2. Product Policies and Product Planning

3. Creative Thinking, Brainstorming and Product
Development.

4. Buyer Bebaviour and Motivation.
5. Sales Forecasting.

6. Financial Aspects of Marketing and the use
of the concept of contribution.

7. Distribution Planning

8, Advertising and Sales Promotion.

9, Marketing Research.

10. ﬂanngenent Control in Marketing and the
use of Information Systems.

11. Organisation and control of Marketing.

12. The Role and Duties of the Product Manager

13. Discussion and Summary.

This Course will be given principally by the YUCORmarketing
consultant. Certain sessions will, however, be given by
R.M.K.-Zenica personnel as part of their own training and
development.
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Informal training and management development seesions
vill continue to be given by the YUCOR consultant until actual
on-job training can be commenced.

The YUCOR _Consultant

The assignment, because of the size and complexity of

the organisation and the continued close client exposure, has
provided the YUCOR consultant with excellent practical
experience in coneulting and in the nature and operation

of industrial markets within Yugoslavia.

The YOCOR consultant, through his active participation
in every management development session, has undoubtedly
derived greater benefit from the aesignment than any
individual member of the client staff.

Ths standard P.A. course in marketing and management consultancy
has been undertaken by the YUCOR consultant during the
ansignment and Courses for further reading have been

provided. Copies of control documents, books, articles

etc. have been provided for his use on future assignements.

We consider he is now equipped to complete the implementation
of therecommendations of the R.M.K.-Zenica assignment and
to undertake general marketing consulting in Yugoslavia.
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TAME 1
Rxsducticn Plan Steslverka Jsnica
=1973
Domestic Bxport
Market Market
120,000 60,000
60,000 10,000
970,000 60,000
46,000 10,000
199,000 -
96,2%0 -

TOTAL
{tone)
180,000

70,000
1,030,000
56,000
199,000

76,250



Zenica

Vated
Ljubi ja
ilijeld
Barajeve

Nevi Sad
Bihaé
Mrkonjié Grad
Gornji Vakuf
Doboj

t.
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tion of ternal

$ by value
Sales withia

halluka=lenics

n
59
61
X
»
10

9
17
97
93
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Relative rtance of Plant locations in terms of value of

External Sales
Rallaka=Zonics 1971

n TR,

Zenica 67.3

Sara j evo %0

I1i jas 7.6

Ljubi ja 4%

Bihaé 4.0 -

Vares 3.9 0.3

Novi Sad 300 2.6
Mrko njic Grad 0.7 negligible
Dob o Negligible -

Gornji Valuf Negligible -
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RuloKe-fenice 1973
Mebar of Rniaxsss
® uiciise Sa_keiahlishaent Asiual Satehex \3i2
Sector Management &
Administration 10 8
Belgrade Representative ;
Office 10 9 !
Market Research Sectiem 0 14
Advertising L) L)
Domestic Sales by ”
Export Sales 10 ]
Invoice Office (for |
. Zenica Plaat only) 16 16
External Transpert 17 13
Purchasing (Yugeslavia) 57 N
Purchasing (Imports) % 19
TOTAL 199 1




Commercial Becter

BT TV —

Benica

Vares
Ljub ja
Ih).;

Sara jeve

Nov: Sed
Bihaf
Wrhonjic Gred
Bsanshe Grediibe
Prajaver
Gern): Vabuf

nbey

)

1

w 0 B
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A
12
12
19

Ih

2

¢ v

-———

!gl‘ !g" Ag!.iltution
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IANEC

Mmbar of Bxiarnal Cusienars undar Contract

Rallaks Janica = 1972

Contracts with
Elaat lecatisn Users
Semica 113
Vareas 27
Ljubi ja 5
Ilijes 50
Sarejevo L3
Nevi Sad 23
Bikal 26
Mrkenjic Gred 2
Bosanska Grediske -
Prujaver -
Gornji Vakut 1
Bobe j 6

Contracts with

Disuributers

65
29

42
56
57
52
34
24
15

Total

17
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TABLE 7

Trends in Yugoslav Steel Prices for Representative

—Broducts - 19651972

e jces =
Rrice Index for
. Concrete Round
Year Reinforcing Steel Joists Railway Ordinary
Steel Bars Lines Drawn Wire
1965 100 100 100 100 100
1966 100 100 100 100 100
1967 100 100 100 100 100
1968 100 100 100 100 100
1969 108.9 108, 2 108,1 108.1 108, 2
1970 133.2 134.5 129.8 135.1 122,3
1971 167.9 155.4 163.3 162,2 149.2

. 1972 22.62 176.5 185.2 184.2 169.5




IABLE 8
Prai { Advertising E L
1973
erti
T.V, 800,000 Denars
Films 300,000 Deénars
Publications 600,000 Denars
Other 400,000 Denars

Product Advertising

Professional and trade
journals, newspapers

catalogues, pamphlets

seminars etc. 2, 3%, 000 Denars
Expepditure op Trade fairs

Zagreb, Belgrade and Foreign 400,000 Dénars
Miscellapeous 150,000 Dénars

5,000,000 Deénars
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IABLE 9
Yolume & Value of Exports - BM.Ki-Zenice 1973

Exports for Convertible Currency
18 (U.S.) = 16,75 Denars

PRODUCT COUNTRY OF TCNNAGE VALUE
DESTINATION *000 Dynars
|

Steel Beams Iran 4,882 11,195
Axles Poland 160 5,217
Cast Iron Pipes U.S.S.R. 3,140 8,73%
Cast Iron Pipes Italy 67 222
Cast Iron Pipes Pakistan 676 1,832
Other Castings East Germany 17 114
Other Castings Italy 2 18

Pipes for Chemical
Industry Czechoslovekia 26 295
. Netting VWire Austria 30 363
Nails Ul.S.A. 20 1,044
TOTAL All countries 9,280 29,03

Volume and Value of Goods Exchanged with Easterm Bloc Steel Producers

=112
COUNTRY TONNAGE NOMINAL VALUE
*000 D¢nars
Bulgaria 18, 452 54,633
U.8.8.R, 34,633 75,193
Rumania 32,045 144,984
Poland 8,857 26,335
Czechodlovakia 6,037 17,197
Rungary 5 57
TOTAL 120,029 318, 99




Zrem Plant Jecations to fead Office Selcs Depariment
- Stocks, Production and Delivery Report (WEEXLY)

- Stock and Delivery Summary for Quarter (QUARTERLY)
- Contract Fulfilment (OCCASIONAL)

' From Head 0ffice Depariment to Commercial Director
4 S8tocks, Preduction and Delivery Report (MONTHLY)

- Sales Amalysis by Customers (QUARTIRLY)
- Sales Problems (MONTHLY)
- Reports on Business Trips (OCCASIONAL)

Irem Market Bescarch Deperiment to Interested Parties

- Price Changes on Overseas Markets (MONTHLY)
= Fluctuations in Domestic Supply and
Demand (MONTHLY)
. « Fluctuations - Foreign Supply and
Demand (MONTHLY)
- Market Studies and Analyses (OCCASIONAL)
Cemmercial Director to Workers Council

- General Report (OCCASIONAL)




A.

INTRODUCTION

ORGANISATION AND ACTIVITIES OF THE PROJECT TEAM
PROGRAMME OF WORK '
EXISTING FINANCIAL SITUATION AT R.M.K.-ZENICA
1. Introduction

2. Financial Organisation

3. Management Accounting Procedures

4, Pudgetary Control

5. Forecasting Procedures

6. Management Information

7. Training Needs.

RESULTS AND RECOMMENDAT IONS

1. Introduction

2. Proposed Financial Organisation

3. Financial Training

4. Coke Plant Project

5. Rolling Mill Project

6. PFuture Programme



1 10

Parv 1V of the final report details the results of the programme
of financial consulting work carried out at R.M.K.-Zenica,
Yugoslavia, as part of the UNIDO Project. No. DP/YUG/P /511,
Contract No. 72/35.

This financial work was carried out by P.A. International Management
Consultants Limited in conjunction with the Yugoslav Centre for
Organisation and Development (YUCOR) and had the following as

its general aims.

= To assist in the design and implementation of
seund management accounting procedures.

To assist in designing and implementing an effective
budgetary control system.

To assist with the examination and implementation of
necessary changes in financial forecasting procedures
in order to evaluate the Company forecasts and plans
in money terms.

To assist in the development and implementation of
management information systems to cover all aspects of the
Company's operations.

Te train Company staff and centre team staff in all the
above activities.

Details of the work carried out under these headings are included
in the sections of the report vhich follow.
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Work on the financial section of Phase II of the total project
was commenced at Zenica on Lth September, 1972. Initially
the project team consisted of:

- Dr. Ljubovoj Blagovié, Consul tant from the Yugoslav
Centre for Organisation and Development.

Mr. Asim Hadziselmovié from the Organisation
Department of R.M.K. Zenica.

Mr. W.M.W. Adam of P.A. International Management
Consultants Limited under the supecrvision of P.A.'s
project leader Mr. James Thorburn.

Early in the project the amount of time that Dr. Blagovié was
prepared to contribute vas found to be unsatisfactory and
after two and a half months he was subsequently replaced by
Mr. Zivota Jankovié. Later a further change was made, in

January, 19743 YUCOR. replaced Mr. Jankovié with Mr. Milan
Nesid. '

Similarly, R.M.K. Zenica found difficulty in releasing

Mr. Hadziselmovid from his normal dutues; he too was wvithdrawn
from the project and replaced by a Steering Committee of
Directors who were to lend their support to the project as
required. The Steering Committee was comprised as follows:

- Mr. Surjelié, Kombinat, Director of Financial Operations
- Mr.Pelindrovié, Kombinat Director of the Internal Bank

- Mr. 0dié, Kombinat Director of Book-keeping.

(These three directors are the three deputies of Mr. Frundié,
the Kombinat Financial Director),

and
- Mr. Kreso, Financial Director of ZOOUR-Zenica.

Frequent changes in members of project teams is a common occurrente
in Yugoslavia. Susch changes cause considerable difficulty in
operating and seriously affect the continuity and results of the
project.

From time to time throughout the project, teams were formed to carry
out specific sub projects. Burther details of these teams are given
in the appropriate sections of the report.

Throughout the project the financial team liaised closely
with the marketing and organisation teams,




PROGRAAE OF WORK

The scope of the financial project was outlined in very general
terms and covered nearly all aspects of management accounting

and financial management techniques. In order to be of

practical assistance to R.M.K. Zenica it was, therefore, neceasary
to limit these objectives. The adoption of limited objectivea
was especially necessary for the following reasons.

- 26 weeks of consulting time is a very short period
in which to register an impact on a company which
has a turnover of between 250 and 300 million dollars.

The various changes in the YUCORand client project teams

The implementation throughout the assignment of the new
self management legislation which had a significant effect
on the financial organisstion structure of all enterprises
in Yogoslavia.

We therefore, narrowed the objectives of the assignment down to
the following:

- To provide the enterprise with every assistance to ensure
the smooth introduction of the new self management system.

To train YUCORconsultants in all aapects of modern management
accounting techniques.

To train members of the client's project team in the
relevant sanagement accounting techniques.

To give an appreciation of the moders management accounting
techniques available to as wide a range of management
within the enterprise as possible.

To demonstrate management accounting techniques by taking
case studies from a section of the enterprise, and usingimg
actual figures when presenting the findings to management.

To form a client project team under the direction of the
YUCOR consultant.

This team to carry out further case studies based on actual
results, and jointly present their findings to management.

To draw up a future programme of implementation which can
be carried out by the enterprise under the direction of the YUCOR
consul tant.




We believe that, due to the differing business, financial

and legal environments between Yugoslavia and western countries,
full implementation can only be effectively carried out by a
Yugoslav national. Foreign consultant aid was therefore
concentrated on pre-training before implementation and

technical back up during the implementation stage.
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EXISTING FINANCIAL SITUATION

Introduction

As in all Yugoslav companies, the financial function of R.M.K.
Zenica is split between the Financial Divison and the Economics
Division, both divisions are headed up by senior directors.

The main duties of the Financial Division are as follows:

- To prepare accounts based on historical data
in a manner to confirm with "S.D.K." requirements. ("S.D.K."
is the Social Accounting Service which is a government
body which performs an audit function).

- To control the liquid position of the enterprise. Liquidity
control within a company is a complex operation in Yugoslavia
in view of the poor liquid position of many Yugoslav companies
and the widely used practice of compensation for settling debts.

- To control the level and distribution of Personal Incomes,
The payment of personal incomes must conform to the detailed
laws and controls governing distribution of income.

- To obtain and allocate funds for New Investment. Again
the statutory regulations governing the control of New
Investments complex.

In short, therefore, the Finance Division carries out all the book-
keeping functions of the enterprise and controls its cash flow
position.

Within the Economics Division one of the main departments is the
section for Planning and Analysis. The main duties of this section
are as follows:

- To co-ordinate and consolidate the annual pland for
the total enterprise.

- To prepare on a regular basis actual performances against
the plan and other statistical data.

- To prepare five year and other long range plans as required.

The Economics Division, therefore, is nearer to performing a
management accounting function that the Finance Division.



2. Financial Organisation

The changes in the self management legislation which took place
in Yugoslavia during the course of the project considerably
affected the structure of the financial functjon within the
enterprise. As a result, therefore, it is only practical to
consider the structure of the Finance Division in brief.

At Kombinat level there was a Finance Director who reported to
the General Director; the Finance Director had three deputy
directors controlling the three main functions of his division,

KOMBINAT
GENERAL DIRECTOR

FIGURE 1
KOMBINAT

FINANCE DIRECTOR

KOMBINAT ‘ KOMBINAT KOMBINAT
DIRECTOR OF BOOK-{] DIRECTOR OF INTERNAL DIRBCTOR OF FINANCIAL
KEEPING BANK OPERATIONS

Within the three functions shown in Figure 1, the following
are the main duties which were carried out.

211  Book-keeping
- Kombinat book-keeping
Co-ordination of book-keeping for all units within

the company in order to prepare a set of overall
accounts for the enterprise.

2:2 Financial Operations
-  Foreign Exchange transactions
Control of Debtors

Control of Creditors




219

- iht -

- Muiniostration of Componsation
(Componsation 1o a system of settiing Bebtors and
Crediters by contra. Often there are several linke bofore
the contra is achieved. The osystem i videly used in
Yugeslavia in view of the poer liquid pecition of many

companios ).
Aasarnal Rk
- Plamning of Pands
-  Prosuroment of Punde
e Pistribution of Punds_-

e Inventment of Punds

At S00UR level there was a finameial director whe was responsible
jointly ts the BOSUR Gemeral Director and the Hembinat Finence
.mt.rc

Under the DOOIM Finance Director there were Directors of Bush-heoping
and Pinancial Oporations. The Internal Bank (s a centralised
funstion at Rembinat level.

In cach OOUR withia the BOSUR there was a financial rhief with
e smnll staff whe colloted basir infoerumtion and vhe administored
the perocmal insemee for the OB,

At both Gembinat and DORIM lovels & planning ond enaiyeis dopariasat
funetioned within the Ivenenies Divisienm.
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aamasent Mnasniing Presedurss

At . N.K. Benica ne separate system of sanagemont accounting

le operated. The build-up of contes and the prevision of
annagenent infermation is entirely based on the financial

sceount ing system. [n Yugeslavia all accounts must be

propared te a stavard format ae laid dewn by 8.D.K. Bach enterprise,
therefore, hae a standard or near standard cost structure, no
attonpt « made ts tailer the system te suit the individual needs
of an enterprise. As a result, therefore, the relevance and
woefulnees of all financial and costing inforantion prepared

W R.N.E. is suspoct and, io therefere, of little use for
aanagetsnt decinion malling.

in addition, cach BOOIM is sub-divided inte sections and each
svction is then treated as a prefit eor cost centre. In order
to mabe the mtlu"‘tofu centres o complex system of tranefer
prices 18 needed. " intreduction of these transfer prices
eemplotely distorts available accounting data so that the true
eosta are a't hnown.

Por onampie, JOBIR Zonica is divided inte 16 main sections
uhioh are sub-divided inte 9 sub-sections. Ao shewn in Table 1
the 99 cub-soctions oplit ints 71 prefit contres amd 22

eost contres. The actual results of the 16 sectiona for

1971 are showm in Yabie Il whilst Table II] shews the build

wp to the Hembinat figures for the same year.
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dgetary Control

All expenditure is included in the annual plans and
subsequently as each month passes, information is prepared

comparing the actual result with the plan, both on a cumulative

to date and previous month basis. The system does,
however, have the following faults.

Expenditure categories are too broard to be
meaningful.

Planned figures are based on previous yesws' scale
adjusted for volume and cost of living. Previous
inefficiencies are, therefore, built-in since no
attempt is made to budget from first principles.

The information is produced too long after the actual
events have taken place; the time lag is approximately
four weeks.

Interpretation of results is difficult due to
intermingling of fixed and variable costs.

Vuriances requiri.g attention are not highlighted.

Management has not been trained to interpret and
take action to correct variances.

Responsibilities for individual expense iteams have
not been allocated to managers.
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ti ) res

In Yugeslavia annual plans are based on a standard system.

The degree of detail gone into does, however, depend on

the individunl enterprise. Plans are prepared by R.M.K.-Zenica
in line with the st ucture of the accountss this is illustrated
in Tables I, II and I1I. The plans, however, suffer from the
following disadvantages.

The plans have been developed from the format
used when Government Central Planning was in
operation and they are, therefore, hsavily
production orientated, Most information is in
tons and hours instead of being in money value.

Production of individual units is the starting point
of the plansj all other plans are moulded around the
production plans. The individual plans are then built
pp to provide total plans.

The basis of all plans is achievements previously attained;
there is n. [.recasting or budgetting from first
principles} previous inefficlences are thersfore in-
corporated automatically in the nev plans.

The plans are not unified to show a total objective.
Bach plan tends to he presented on its own wi thout
reference to the part it plays in the build up of the
total picture.
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Mapagewent Informption.

There is a surfeit of information within R.M.K.-Zenica.

Each cection of information bae been built up individually

to meet a need at a certain time and has deen continued

since that date without rovision. The information

available to management, therefore, suffers from the folloving
foults:

-  There is no unified information eystes. Each
section of information etands on its own.

- Ths bass on which the information is founded is
often dubious.

- Duplication of information is common, bt no attempt
is made to rsconcile the two or more eources of
information.

-  The information is not preecented to management
in a way in which it could be uesd effectively.
Points rsquiring attention are not highlightsd and
it is often produced too late to be of any real use.

Iraiaing Nesla

There is no accounting profeseion in Yugoelavin. There ie, therefore,
a void in thinking between the beck-keeper vho records

historical facte according to the etandard format, and the

economist vho ie interested in the Wiftader and longer ters

aspects of the reeults. The void, therefore, covers the

field of financial management. Ve found that there was a

baeic lack of underetanding of the comcept of financial conmtrel.

We considered, therefore, that in the initial stages, training

should be confined to the broader aspects of financial coatrel.
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LTS IONS
Introduction

The project was carricd out against a background of

change. At the start of the assignment the main unit of

self management was the SOUR vhich was a total company

vhich operated within a loose association of companies

known as a Kombinat. By 1972, however Yugoslavia had adopted
the OOUR as the basic unit of self management. An OOUR is

a self sufficient economic unit. Each SOUR was, therefore,
broken down into a number of OOURS where necessary. The
company, therefore, now had three levels in its

corporate hierachy.

= The OOUR which is a basic economic unit.

- The ZOOUR which is a union of OOURS and which is
identical to the former SOUR.

- The Kombinat which is a union of all OOURS.

The bulk of our time was spent on the project between September
1972 and February, 1973. During this time much management
effort was being put into the design of the new self management
structure. From time to time our opinions were sought regarding
the criteria and pitfalls of establishing individual OOURS.

We identified the basic possible problem areas of sub-dividing
a complete process unit into individual units as follows:

- The artificial creation of inter plant transfer prices
= The methods of allocation of indirect costs.

- Stock build-ups due to the differing objectives of
individual units.

- Subdivision of central services tending to lead to
increased costs.

-~ The position of one OOUR relative to the others could
alter substantially due to changes outwith the control
of the individual OOUR.

- The size of the units would still be too big to improve
the stimulation resulting from smaller self management
units.

= There would be numberous disputes over planning procedures.



- 147 -

As each OOUR had the option to look after its own financial
affairs or to opt for finance to be handled at ZOOUR or
Kombinat level, our advice was also sought regarding a revised
organisational structure for the enterprise.
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Proposed Organisgtion for Finance

When designing the proposed organisation structure for finance
we took the following criteria into accountt

nts

The nev ammendments brought a third level into the self
management hierarchy.

Proposed Macro Structure

The proposed macro structure recommended three principal
divisions:

- Finance and Commercial
- Operations
= Puture Activities
ovision of Manggement Info tio

A more effective information service could be provided for
management if the Finance and Economic Divisions were combined
restructured and developed. i

The functions of the Finance Division are as follows:

- w The Igternal Bank deals with all
unctions in connection vith Planning, Procuring,
Distributing and I vesting Funds. This includes the
provision of funds for nev investment. We proposed
that the Internal Bank should remain as a Kombinat
function positioned within the Finance and Commercial
Department, with the exception of the section for
evaluation of nev investment projects vhich we
recompended should be included in the Future Activities
division

- Wn}_m The Financial Operations Departsent
eals with foreign exchange transactions, debtors, creditors
and compensation, We proposed that this should also be
kept at Kombinat level in view of the rigid lavs regarding
imports and exports and the need to ensure that the enterprise
settles as many debts as poaaible through the system of
compensation.

- W. A section dealing vith
pereonal incomes inistration should be present at

every selfl management level. The sections at J00UR and
Kombinat level vill, hewever, largely perform co-ordimating
functions.



- DBook-keeping. A book-keeping section should again be
present at every self management level. At OOUR level
only the basic book-keeping will be carried out. At
ZOOUR level, book-keeping for the ZOOUR will be carriedout
and also co-ordinating book-keeping for each O0UR within
the ZOOUR. Finally, at Kombinat level books will be kept
for Kombinat administration and central services and also
the co-ordinating book-keeping combining all OOURS.

Management Accounting. The management accounting function
is not at present carried out by the enterprise. Under

the department of manngement accounting we would
envisage the following sections:-

Long Range Planning
Annual Planning

Costing

Budgetary Control

Management Information.

The two planning functions are currently carried out in part
by the Economics Section. We would envisage under the proposed
structure a split in the planning responsibilities. We believe
that long range planning should be carried out by the Muture
ketivities ivision at Kombinat level and that annual planning
should be carried out by the ¥imance Divisionat all three
self management levels.

There is no costing department at present, and indeed no
costing system exists other than the documentation required
to build up figures for the statutary accounting system.

We would propose, therefore, that a costing department should
be introduced at all self management levels. Also within the
management accounting section we would propose that budgeting
control and management information sections be introduced

at all three levels.

- W In view of the complex accounting
procedures necessary within the enterprise we propose that
a Development and Technical Service aection should be
incorporated within the Financial Division. The Development
section should operate at Kombinat level and be responsible
for developing all systems within the enterprise. The Technical
Service section should be at ZOOUR level and, should provide
technical back-up to the existing systems for all OOURS within the
ZOOUR.

In order to clarify the various structural relationships we
have illustrated our proposals diagramatically in Table IV




ingncial Traini
The first training task was to train the YUCOR consultant in
the various management accounting techniques. The training
consisted of reading, exercises and general discussion. During
training the following subjects were covered.
= The need for Management Information
characteristics of Financial Information
need for Objectives
concept of Control
circulation of Money
need for Profit
need for Planning
Profit Optimisation
Fixed and Variable Costs
concept of Contribution
concept of Standard Costs
analysis of Variances
concept of Budgetary Control
concept of Liquidity Planning
evaluation of New Investments
need for Management Involvement
- Getting Results.
After the YUCOR consultant had been trained some provisional
training material was prepared for presentation to the Steering
Committee. The information prepared consisted of the following.
= A write up on the basic concept of financial control
geared as far as possible to meet the Yugosla® situation.

In addition to the short write-up, diagrams were drawn up
to show the relationships of:

a) Objectives and Means

b) Planning Procedures
c) Achieving the Plan

The write up is included in the report as Table V




A write-up on the basic concept of liquidity control.
The write up is included in the Report as Table VI.

~ A write-up on the basic osncepts of control of new
investments, included in the report as Appendix VII.

This information was translated and presented to the Steering
Comittee who accepted the various concepts. Further meetings
were then held with members of the Kombinat and Z00UR Zenica
Finance and Economics Divisions and also with the Directors of
ZOOUR Zenica. As a result of these meetings it was agreed to
prepare a case study using actual data from one of the OOURS in
order to demonstrate the techniques.

In addition to meetings held to discuss the basic concepts, a
series of appreciation talks were held for a selection of
Finance and Economic Division personnel. Six, two hour sessions
were held, covering the following subjects:
- The need for Profit and Profit Planning

Direct: costing and contribution theory.

Standard Costs and Responsibility Budgets.

Achieving the Plan.

Control of Liquidity and Working Capital.
- Control of New Investment.
To illustrate how the subjects were covered a copy of the notes
referring to the session on Direct Costing and Contribution
Theory are incorporated as Table VIII.
Meetings were also held with financial and general management
personnel at enterprises away from Zenica to discuss the
general concepts. During the project the following locations
were visited 3

Novi Sad

Varef

Alipo:in Mort

I1i jas




The first project to be carried out was in the Coke Plant.
The Coke Plant was selected as it was the first process
plant in the line at Zenica and also because it was a
reletively simple process with one main product and several
by-products. A simple situation was selected as there

wvas a need to demonstrate the techniques quickly. To
assist in the project two members of the Kombinat
Organisation Department were allocated to the project, Nada
Prpovié and Ivor Lubovié.

The objectives of the project were as follows. To utalise
the information already available within the Coke Plant to
produce information which could be used to aid management
decision making. The period chosen to illustrate the concepts
was the 9 months to 30th September, 1972.

The various stages of the project were as follows:

- To discuss and explain the purpose,of the exercise to
the General Directors of the Coke Plant and other
relevant senior management.

To gain the co-operation of the chief of the Financial
Sector and his staff

To prepare a standard cost for coke from the available
technical and financial data in the annual plans, based
on direct costs only.

To prepare a profit plan based on the information contained
in the annual plan.

To pro-rate the annual plan down to a nine month period.

To calculate the actual result for the nine months and
present a profit statement.

To calculate the variances between actual and standard for
the nine month period.

To calculate the differences between planned and actual
fixed costs.

To calculate the same information for the month of September, 1972
To design suitable report forms.
= To prepare and present findings.

The work carried out in the coke plant is detailed in Table IX
vhich includes a short write=up.
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The main points illustrated by the presentation were as
followss

Most of the required information already exists within the
enterprise although not in the correct form.

The information must be presented in a way which highlights
the key points requiring management attention. For
example, detailing the reasons for the difference between
the planned profit and the actusl profit, firstof all in
general terms and then in more detai’ om the subsidiary
sheets.

The concept of direct costing, contribution and variance
analysis,

-«  The concept of budgetary control.

No attempt vas made to alter or change the basic planning
data against vhich the actual results were measured., Ve believe
that basic management thinking sust first of all be channelled
in the right direction before any such improvements can be made,

The full findings were presented at 00UR, ZOOUR and Kombinat level.
As a result of these presentations the general feeling was that
while the concepts had been proved in a simple straight forvard
situation it vas not yet clear hov they would operate in a

complex situation such as the Rolling Mills. It was, therefore,
decided that a further project should be carried out in the
Rolling Mills at Zenica which is one of the most complex OOURS in
the whole enterprise.




Belling Mill Pradectk

The rolling mill project was carried out wvith the ainimwm
assistance from the PA Consultant. The project was
started up by Mr. Zivots Jankoveé of YUCOR who had vorking
for him the folloving team from R.M.K. Zenice ¢

Ivonke Vickajlovié, Kombinat Organisation Departasnt
Mladan Vuletié, Kombinat Economics Department

Irehim Disdar, Finencial Chief of Rolling Mills
Dragutin Kilibarda, Kembinat Econenics Department
Mirjana Nikodijevié, ZOOUR Zenica Bconemics Department
Mersur Disdanevié, ZTOOUR Senice, Bcememics Departasnt

Work on the project commenced im December, 1973 and rem
through to March, 1974, In Jamuwary 1974 Mr. Milea Npsié
replaced Mr. Jankovié, as project leader.

The project included all sectiens of the Relling Mills.
Bata was therefore prepared for the folloving wits

Blooming

Heavy Mill

Medium Mill

Small Nill

Wire Mill

Light Mill

Adjustment Nill

Rail adjustment Mill

The reviev period chesen vas Jamuary te Gsteber 1973, Ia
addition to sach individusl wmit, data was alse prepared for
the relling mills in tetal.

All write ups and decumsntations were prepared ia Berbe Creaty
ne full tramslation inte Englioch was deemed to be mecessary.
In gemeral terms the repert embraces the felleving.
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Section | rovers (he gonerel objoctives of the
preject.

Section § recapitulates on the conceple of managomsat
account ing

Section Y ia the data produced oo a resnit of he
prejoct

Section A s the prepeced future pregremie.

Within soction theee Whe folloving documsatetica hae boen prepared,
for sach mmirt,

An analysis of the difference botuwoen planned and ortusl
costs shoving the varianees consed Uy rentriluticn, porecmnl
incemee and iadirert coots,

An anaiysis of the reacens for the variemee ia
contrilmtion,

Aprofit and lecs account for Whe cociion shoving
the finanrial resunlt,

Finsncial shatistice and ether rolovant dals ranparing
ortual achioved porformmre vwith plannsd porformances.

An smalyeis of predurt groupe.
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Ininsa_Disscamie

Ao o recult of the (i mnrial vork rarvied sut at
Sonire the fellinuing 01l 10a has been reached.

< e’ Milen the IVOR cnnoultant 1o fully trained
1* Wnagearnt A ounting technigues.

= Within the Rombinet here 1o a group of poeple
whe are capabie ol produc ing accounting informat;an
for conagrasnt, aameiy the team oo -sointed in the
Wiling ©rlle Majort,

+ Tt nesd o rocagniced at Jomica for the preparation
af ontrel duta on o reguiar Mesis (e atsin! aanagement
40 1o on amhing.

®e \amrdinte plan, herefare, 1s to duild as quichly as

Pneeible «n thic Bmes. As o (iret stop, therelore, 1t 10

*00tnt 10l tx rotadl ish « ERRAGIEINL arrnunting section within the
Pranae e} Bivician. W belicve that firnt of all aanagensn t
eounting cheuid b cotadliohed ar o Bombina! function ond

hen copunited deumanrds to SOND and OIW ovel. The future
pregramme «! wnrh canvicaged s a0 followe)

. Ppviatasnt of o Divertar of angement Accounting
o lngbiant level. e pooition should repert directly

‘o e Rambiant Pinmer 1ol Dirorter,

+ Wernitarel end treining of o @al! tean »/ eanagemen’
> coubting oball,

+ Weviag @ ond ogrecmsnt of pregrammes for
Pl cmrataticn ot GING tove).

*  tarrying eut e aplementation at BN (ovel and
iatradin ing w-ardianting Gols ot DNV ond Bambinat lovels.

Be piomsatot . co clage vill consiet ol the folloving stope.
= Mplein e eaiss tnamgraret

s feoio 10000 sl cortinn porsannd! i1n aov duiiee

* @t @ renliane for e pregaretion of he aoe data.

* Miscats iice and reaguasivilitice to agpregriate asmbers
of W fiamme t0) oo ol

v Poogase end peoesnt liset ot of dnite

* Teis anaageEsst o iaterprel and abs o tien on e woe
nte.

T R0ty wul agpl cB0che iv cmonte precodures are Weing
QI8 i0d ot ellsstivaty.




These procedures should be implemented gradually in all

OOURS within the enterprise, both in Zenica and at other
locations. The speed with which the system can be implemented
depends solely on the amount of personnel allocated to the
management accounting section by R.M.K. Zenica. Once the
procedures have been installed, understood and utilised, work
can then start on Phase II of implementation. It is envisaged
that Phase II would incorporate revisions in the planning and
budgettig procedures. Planning and budgetting would then be
carried out from first principles, therefore, eliminating the
slack in the current system representing previous inefficiences;
thus it would provide a realistic basis against which to exercise
effective control and so produce tangible benefits for the enterprise.
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TABLE 1 PROFIT AND COST CENTRES IN ZOOUR ZENJCA

NO. SECTION comes | oSt | Toal
1 Coke Oven 2 1 3
2 Blast Furnace | 5 6
. 3 Steelworks 3 3 6
Rolling Mills 8 2 10
5 Forge b 1 5
6 Power 11 1 12
7 Tranaport 7 5 12
8 Machine Maintenance 2 1 3
9 Electric Equipment Maintenance 3 1 h
10 Stoeck Control 6 0 q
11 Welding Instrument Maintenamse 1 1 2
. 12 Small Tool Maintenance 6 1 7
13 Commercial Department 1 0 !
14 Financial Department 1 0 |
15 Direc tors 2 0 2
16 Mministration 13 0 11
<+
TOTAL 71 22 93
y 8
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a8 1L
ANMJIRIE O BRSULIS O Balole ANMNICA. 1371
) Milliome of ND ]
|-

le CZENICA Per Table 11 Bth7 LR 13

Mjustments te take inte

account intermal tremsactioms (6071) (6107) %

and final adjustments te accounts ?_____*—_r___q

29 207 189
2. ALIPABIN wesT N \'h '3
AT | 22 9 3
by LABLIA 20 292 2
5. vanag’ 2% 0 (W)
b, BIMAC TR 107 "
7. P, IRAPBIN L 1) 07 1
8, NOMBINAT AL Y| Y
9, 'GBeNiC GNP i 19 |
10, QORN] VARW o 19 |
i1, el in ‘e 4
w7 \ O a0
iagg Mjveiaonts to camcel
internal tremsactions (7v9) (7o) -
[ T T e wi F1N)
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EAMANCIAL_CONTROL

When we ask "What are the financial problems of the Kombinat?"
we receive the following answersi

e Liquidity
- New Investments
- Profitability

Instead of discussing the relative merits of these problems, let
us comnsider the gituation in a differeni way.

What are the objectives of the Kombinat?
The objectives of the Kombinat and 1ts SOURs are two folds
e To develop Besmia through New Investments, and to

-« Previde a high level of Personal Income for the
omployees,

Te do this the Kombinat must have sufficient liquid funds, i.e.
cash,

Cash can be obtained from two sources, either internally or
externally.

The supply of external cash is restricted due to the liquidity
situation 1n Yugesiavia.

Great attention must, therefore, be paid to the gemeration of
Internal Cash. Internal cash i1s generated through aaking
prefits, 1.¢. Cash Surpluses. One possible drain on cash supplies
hewever is Working Capital, Strict cemtrel sheuld thevefore be
hopt on Working Capital, i.e. stocks, etc,

e main ares of contrul 1s however on prefitability.

Wat facters sffect prefitabiinty?

= Veolume

- h"‘.

e Ceoet

Price you vill climinate an 1t 18 vetomsinly Gev-orument (entrelled,
e Nembinat can therefore be said (o eperate i1n & controllod
Price situation,




Volume: The Kombinat operates in a sellers market therefore
all production is sold. Volume therefore is only important
from the point of view of production output.

Take the two factors together however, Price and Volume, and we
now have a Mix of Sales. Is the same profit earned from any
mix of sales? 1t is most unlikely that profitabilities will
be fixed even in a controlled price situation.

The best mix can therefore only be determined by a costing
system which is designed to show Product Profitability.

We now come to the third profit factor which is Cost. There are
fundamentally two types of cost,

= Variable Cost

= Fixed Cosats

Variable Costs are costs which vary with preduction levels.
Fixed Costs are costs which do not vary with Preduction.

Way make the distinction between Fixed and Variable Costs?

The distinction is made betwveen fixed and variable cests because
when costs are allocated on a full absorption methed, they will
only be fully recovered when all factors regarding mix, velume

and cost coincide with budget.

We have nev reached a stage therefere wvhere we have five facters
affecting the ebjectives of the emterprise.

e Preduct Mix
Level of Variable Costs
Level of Fived Cants
Level of Warking Assets
e Level of lavestaent
B "ar we have discunsed ebjectives and wverbed bachwards through

the financial systems to obtain five factore vhich w boliove are
the facters vhich affect the ebjoctives of the saterprise.

Wat ve muet nev censider 1s the quantification of wbjoctives

e firet stage ia schicviag on objoctive 1v o have o Plas ond
iafoed the lesbinat aircady has o sephisticatod syston of planning
precodures. W belirve, heweve:, that ant ecnough attontion 19
boing paid te the financin) and wvevell objoctives of the company .




The stages in planning which we see are as follows:

- BState, quantify and agree objectives, Objectives
should be prepared by the General Mhanager's Committee and
agreed by the ¥orkers' Council,

The Profit needed to provide the funds to meet the
objectives should then e calculated by the Finance
and Economics Departaent.

In order to calculste the acceptable level of profit for ome year
it will be necessary to consider the medium and long term
objectives of the enterprises possihily up to 10 years in advance
iw order to ensure that a reasenable profit progress is achieved
througheut the years.

« The third stage is then to prepare a detailed marketing
plan which is the responsibility of the Commercial
Departaent

Snce the marketing division has prepared this plan

the Preduction Sec tors can then prepare their Production
Plams. At this stage there should be seme liaiven
between Commercial amd Preductinn Functioms in order te
co=ordinate the plans.

The fifth etage in planning is te prepare standard
rests using variable costs enly. As selling prices
will be kmewn the relstive prefitability sf cach
proeduct vill be kmown in terms of cemtribution,

Ceatribution 1s Sales Price less Variable Cost. The terw
contribution 1s used as 1t 15 the contribution to fived
overheads and prefit.

By mitiplying the sales volume by the umit centribution the
total contributon of ecach preduct 15 calculated and by adding
the product contributium together the total enterprise
contribution 1s remputed,

- Dnoed on the Marheting and Preduc tion Plans, obters,
Seochs and Crediters' roguiremsnts can bo calculated
Wich fere the ased lor Werking Capital which 10
wre bocomss patt of the Cash Flow Plan at & later
stage.

In addilion vhea activity lovels are bmewn Fined Cost

Badgets can be propared which is 10 fact the Mudgetary
Contrel Byston,
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« Te first moment of truth hns arrived. Does the
Planned Profit equal the Objective. If it does not the
shortfrll shiould be assessed and the plans revised
accordingly, starting again from the first stage of Profit
Planningethe marketing Plan.

If the plan does meet the objective profit the next stage is
to consider Cash Flow. Working Captial end New Investment
requirements should be matched against the generation of
Cash from Profits in order to ensure that sufficient Cash

is available to carry out the other plans.

If the generation of cash falls short of the needs,again plans
should be revised from the market plan stage.

If there is sufficient Cash the plan can go forward and be
approved.

Once the objectives have been set and the plan prepared, the
next task for mamagement is the achievement of the plan.

The achievement of the plan will not happen autematically; all
management must work towards the common goal of achieving the
plan.

T™he various sectors of the plan sheuld be subdivided and
responsibility for each sectiom allocated to individual managers,
These individual managers should therefore become respomsible
for achieving thlll part of the plana.

In srder to assist them to achieve the plam, data should

be previded on a regular basis daily, weekly or menthly om

their actual performance against the plan. It is only vhea they have
this infermation that they cam react to the ever cheaging

situation within a business. Management Action is essemtial to the
schiovemont of the plan.
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Eixed fverheads (willions N.D.)
Blast Furnace 50
Steelworks 100

Roll Mills 46
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SUTION RXNCISE |

1.

2.

3.

k.,

From an examination of the Production Outputs the Steelworks
is the bottle neck factor.

100 hours per week x % weeks = 3000 hours

at 80§ efficiency = %000 productive hours

, ' G ity resuired to mreduce sales (bottle neck hours)

PRODUCT VoL TONS PER HOUR BOURS
s W
A 300,000 300 1,000
B 200,000 100 2,000
c 400,000 %00 1,000
D 100,000 200 300
TOTAL JT 4,500
AVAILABLE 4,000
SEERTFALL 500
L
Breduct Costs (N.D.)

PRODUCT PRODUCT MODUCT PRODUCT

Sales Price 600 500 1000 800
Lags variable Costs 350 260 610 510
Contribution per ton 2% 240 390 290

Tons per hour at
bottle neck 300 100 %00

Contribution per hour
(000 N.D.) 7% 24 156 %
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5. Mestriction of Sales
As B ix the least profitable,sales of Product B should be
restricted to balance sales and production capacity
300 hours at 100 tons per hour = 350,000 tons
Sales of Product B would be feduced to 1%0,000 Tons.
6. Exefit Plap (mi'lions N.D.)
=
PRODUCT | PRODUCT PRODUCT | PRODUCT | TOTAL
A B C D
4 4
VOLUME (000 TONS) 300 1% 500 100 950
CONTRIBUTION PER TON 250 24 90 290 -
TOTAL CONTRIBUTION 75 3% 156 » 296
LESS FIXED COSTS 196

100




CONE FPLANT INFORMATION SYSTEM

From the global scheme already prepared Profit was sstablished '
as being the key factor in achieving defined objectives.

Our definition of Profit is as follows:

"The surplus remaining after the deduction from income
of all costs and obligatinns including personal income"

At the end of each year detailed Planning is carried out for the
folloving year. From this information, therefore, it is possible
to assess the Profit Objectives for that year. The information
contained in the plan can, therefore, be rearranged aa a Profit
Plan, its achicvement being the responsibility of the appropriate
management.

In order to assist manageaent in the achievement of this Profit
Objective,information must be pregpented to management on a regular

basis in order to guide their day to day decision making in an ever
changing business situation. i

The normal criteria in the presentation of such information is |
as follows: !

-~ Information should be prepared promptly and accurately
as soon as possible after the actual circumstance
has occurred.

= The information should be simple, easy to understand
and should highlight the key areas requiring management
attention,
What information is, therefore, required for the Coke Plant?
First of all Cost Standards should be prepared for each product
produced so that when actually producing duriig the period in
which the standards operate, perfoImaRce can be assessed.
What costs should be included in the Cost Standards?
In our view only variable costs should be included since when
volume fluctuates it is essential to compare like with like in
order to maintain control,.

Our defini@§tion of variable costs is, therefore, as followsi

"Costs which will not be incurred if the plant is not
in operation®.

Which costs fall into this category in the Coke Plant?

In our view only Prime Material Costs and Energy. The only



1

other variables being asx followst

- Selling Price of Coke; caused by mix of Sales.
- Selling Prices of Hy-Products

= Rate of generation of Hy. Products,

By comparing therefore, the actual resultsx during a given perioed ,
variances 1n terms of losses or gains on prefit can be
calculated. Appendix [ lists the variances which can be
calculated and 1]1lusatrates the basis of the calculation,

How, therefore, should the other coste be controlled?

The other costs should be controlled by a system of Fixed Cost
Budgetting with responsihilities for the control of individual
ttems allocated to the appropriate managers.

What are the various categories of Fixed Costs?
They are as followst-

- Persopal lacemg. Costs should be split up into
departments with a further subdivision into direct and
indirect costs 1n the case of production departments,

- Controjlgble ¥Fixed Costs. Costs which are fixed in terms

of production volume but whose level can be controlled
by management,

~ Other Fixed Costs. Costs which are within the plant over
which management have no control. Depreciation weuld
fall into this category,

)

- ocated l'jxe « Costs which are not within the scope of
the plant, t which are allocated to all plants in an
overall distrimution.

The allocation of fixed costs can be split up into these cost
headings from the current planning information and monthly
accounts. In the interest of good control, however, it would
be beneficial if each cost heading was based on first
principles rather than being related to historical data.

The following illustrates the detail of thia approach.
Copt Heading: Andustrial Gloves
Calculation
= 100 men require gloves:
= gloves should last 6 months
= 200 pair per year required

= Cost per pair 50 dinars

- Plan 1,000




This is preferable as previous cost inefficiences are not
built into the system.

In addition fixed cost expenditure should be budgetted for

in the month i$ is expected to occur rather than the monthly
figure being 1/12th of the year. This aiso greatly facilitates
the extent of the control.

How should this information be presented to Management?

The first thing that management will want to know is

"Have we beaten our Profit Target". Then whether they have

or have noty Why there was a di“ference? In general terms the
differences can be caused bys

- Variances

- Personal Income

- Controlable Fixed Costs

- Other Fixed Costs

- Allocated Fixed Costs

The first sheet of information should, therefore, contain this
data.

The remaining sheeis ome for each heading will, therefore,
contain the detailed build up of the differences. The attention
of management can, therefore, be directed 1mmediately towards
the key areas.

—»
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Yolume

(Actual Tonnage - Standard Tonnage) x Standard Contrihution

Coke Sales ice

Actual Sales - (Actual Volume x Standard Selling Price)

Hy Product Sales Price

Actual Sales - (Actual Volume x Standard Selling Price)

Ta oductio
ol Prodyctio (Actual Volume - Standard Volume) x Standard
Contribution
Su te Productio
Elec trici

Coke Gas

Actual Tons)

)
§ Actual Cost - (Standard Cost per Ton x

Coal

)
Sulphuric Acid ; Actual Cost - (Standard Cost per Ton x
Actual Tons




SEPTEMBER
1972

823
(104)

(927)

(408)

389
(912)

(927)
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COKE  PLANT
PROFIT STATEMENT

Planned Profit
Less Actual Profit

DLFFERENCE

Represented By

Variable Costs
Personal Income
Contrelable Fixed Costs
Other fixed costs

Allocated Costs

CUMULATIVE
TO DATE

8219
16594

7775

6636

(170)

3633
(2326)

7775

'



SEPTEMBER
1972

7569
7161

(408 )

79
(470)

77
(19)
(154%)

22
19
(120)
127
13

(18)
14

(66)

(408)
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COKE PLANT
VARLANCES

Planned Contribution

Lesg ctual Contribution

DIFFERENCE

gggresented by

Volume

Coke Sales Price
By Product Sales Price
Tar Production
Sulphate Production
Benzol Production
Gas Production
Electricily

Coke Gas

Blast Furnace (as
Steam

Water

Compressed Air
Coal

Sulphuric Acid

CUMULATIVE

T0
DATE

69120
75756

6636

82
6259
373
644
(21)
(1035)
249
131
(1060)
1032
296
84
(172)
117
(343)

6636
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COKE PLANT
PERSONAL INCOME

SEPTEMBER
1972

Actual (Diff

37

106

306

14

26

12

66

680
345

1023 4

POSLOVODE

# R B

RADNICI

RUKOVOD
VS
4
VS$
S8

NS

SIUZB SA RUKOVOD

UKUPNO KOKSARA

ADD DEDUCTIONS

BRUTO L D

CUMULATIVE
TO DATE

 ———

Ac tu‘] lefc

332
862
2974
1497

5694

141
174

8'
115

57

571

6265
3162

9427 | (17D)
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SEPTEMBER
1972
Actual | Diff
1 12
223 34
(2) 2
310 (7)
29 51
26 (19)
108 (21)
4 150
7
21
5 190
5
15 27
1 83
63 (63)
194 9
386 (52)
7 1
26 (1)
1
53 (53)
1450 376

COKE PLANT

ONTROLLABLE COSTS

fcumuLATIVE
TO DATE
lAc tual Diff
125 (8)
2215 98
22 (22)
2768 (41)
426 294
405 (342)
845 (62)
51 1335
3 40
15 174
24 1731
39 6
277 101
18 78
492 (492)
1777 50
10 (10)
2909 97
70 2
230 (5)
4 5
135 (135)
r2878 3556




SEPTRMBER. |
1972
Actual | Diff
1460 376
1 (1)
6 (6)
2 (2)
1
1
¥ (20)
52 30
5
15
- 5
215 34
212 (34)
90 -
5
52
2139 B9

B/t
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TO DATE
Ac tual Dt
—p
187 1%
9 (9)
L (49)
16 (16)
2 h
3 ]
223 (52)
643 9
43 -
1% -
55
19% w45
1908 (W)
807 3y
L)
—
106'® Wio




1972

M tual ift

RE 1]
201
tiis)

)

tei )

[

COKE PLANT
OTHER COSTS

CUMULATIVE
TO DATE

Actual TL Diff

14 (14)
34 20
100 206
26 B
b L} 2
Pvm (3306)
3 ) 633

183 (3)
64 26
Y (9)
Y 91

1026
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COKE PLANT
ALLOCABLE COSTS

SEPTEMBER CUMULATIVE

1972 TO DATE

Actual Diff Actual Diff

4}—f

418 - 3760 2

117 - 1055 (2)

141 - 1267 2
- —-

676 - 6082 2
-

i



Prodajna Cijena

MINUE
Direktan Materijal
Elektro Energija
Koksni Plin
Visoko - Peéni Plin
Tehroska Paro
Industri jska Voda

Komprimirani Zrab

OKUPNO DIREXTNI TROSKOVI

Pl 40,000, orr
1 730,000

Katran
Sulfat
Benzol

CONTRIBUTION

T T

STANDARDNI TROSK8V1

KOKS KATRAN SULFAT
Per ton Per Ton Per Ton
543.00 528.00 460,00
450.87 432,88

1.55 32.82 lme16

9,52

19,32

« 78 113.18 215.81
clli 2". 26 3.60
'57 l’c()’{
482,75 170.26 666,49
60.25 357.74 206, 49

5

11.115('——-|

(1.90)e

1.91¢

BENZOL

Per Ton

370.00

21.16
2.25

26.58
58.03
1.70

104.72

265.28

AW 3.20%0 .925’?%0 «72%

126.50
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547

19.3 1.8 357.7h

17.5

(2)

(206.49)

5.1

5.0

(1035)

(3.9)

3.9

289

29,976 30,225

125

237,781

-
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COKE PLANT
JAMUARY - RECTIRMMR. 1972

MATERIAL UBAGE YARLANCES

ACTUAL ACTUAL ND 8D VARIANCE

000 ND 000 TONS  PER TON 000 ND 000 ND

246509 547 450,87 246,626 + 117
2551 5.1 732,88 2,208 (343)

249060 248,834 (-2;-6—)
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EFFECT ON PROFITS
OF A 1% CHANGE IN

ay

. oty
. crve

[ S

000 ND

i'rice of Coke 3964

" rice of Gas 400
Price of Tar 123
 Price of Sulphate 31
i on of Coke 924
on of Gas 400
on of Tar 8h
on of Sulphate 14
Price of Coal 3291
Price of Sulphurie Acid 29

i Electricity 2
- Coke Oven Gas 7
VP Gas 14
Steam 5
water 1
tompressed Air -
versonal Income 123
‘ble Fuel Costs 298

| Costs 32

Fixed Costs
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l. INCREASE IN TONNAGE

Tonnage per Year - 730,000 Tons

1% Increase = 7,300 Tons

Contribution per Ton (based

on external salee of large

cokes) = 343.5 ND per Ton
ADDITIONAL PROFIT = 22307,530 ND per apnnup

KEY AREA FOR 0SS OF PROFITIBILITY

2.  PLANT SHUTDOWN

- lons per Year
Tons per Hour Days per Year x Hours per day
- 120,000
366 x 24
. - 83.1 Tons per hour

Contribution per ton

(based on external sales

of large cokes) - 2343 ND per hour
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PART V

; CONCLUSIONS

1o

b

A substantial amount of work, which has been extremely
valuable in re-orienting the business and commercial outlook
of many members of the Kombinat, has been carried out in the
fields of organisation structure, marketing and finance

by the P,A. and YUCOR Consultants, However, throughout the
project, the Consultants continually had to exert much
pressure on the Kombinat Directorsto obtain the use of
counterpart staff., The staff seconded to work with the
Consul tants were not engaged full-time, and there were many
changes in personnel. Although disadvantageous and

tine wasting in some respects this had the very important
advantage that many more of the Kombinat stafi received some
training and gained some experience of the Consultants'
techniques and approach, than would otherwise have been the
case,

The Kombinat is such a large and diverse group of companies, and

the problems to be solved in the organisation structure, marketing

and finance functions so numerous and complex, that a foreign .
consul tant input of 70 consul tant weeks could do little more

than attempt to make the Kombinat Directors and staff aware

that such problems did exist, and were capable of solution through

the application and implementation of the techniques demonstrated

by the Consul tants,

Problems related to production matters, for example, technical
and technological developments, investment in new plant

and machinery, increases in production and productivity,
labour and material cost reductions etc,, are of much more
interest to all levels of management in the Kombinat than
problems concerned with corporate objectives., This was
demononstrated by the much greater interest created by the
Industrial Engineering Project descrided in Annex 2, which has
already had many mentions in the Company Newspaper, has been '
reported in the National Press and has been the subject of a
short national television programme.

Costing, budgeting and financial control techniques are now
becoming much more widely known and accepted by Kombinat
Directors. There is a wide field of application for these
techniquesj in this project, the Consultants have provided the
training, demonstrated the implementation and shown the way
for extensinon throughout the enterprise.

There is little possibility of introducing line and staff
organisational concepts such as are operating in western and
other developing countries, This has been amply demonstrated in
many other projects in Yugoslavin and i¢ endemic to the
self-management system,

Motivation ot management, particularly middle management, to accept ;

increased responsibility or to make decisions, is almost completely {
lacking. l
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Methode of decision-making and co-ordination of activities in the
self-management system be tween Boards of Management, Workers'
Councils and Exectuive Managers are slow and cumbersome.

This aspect of management in Yugoslavia must be the subject

of much more detailed attention and investigation if management
itself is to become more effective.

As a result of the above conclusions the introduction of such
techniques as Management Development, Management by

Objectives and Corporate Planning requires a completely different
apprvach from that adopted in western countries if any value

is to be obtained from them.



ANNEX_1

S

STR ENGI ING PROJECT AT
M,K,- CA

At the end of April, 1974, a report was prepared for the Client
outlining the progress made in the Industrial Engineering
Project since its commencement in September, 1972, At this
time, industrial engineering techniques had been introduced

by the P.A. and YUCOR consultants into the feur largest
companies in the group and into two of the smaller metal-
product making subsidiaries. In all, more than 50 members

of the Client's staff are now permanently engaged in carrying
out industrial engineering work.

In order to illustrate the progress which has been made and

some of the problems encountered in this essentially production-
oriented field, it was considered that it might be useful to
quote parts of the conclusions to the above report, in order

to round-off a total project, which if not completely

UNIDO financed, had its origins in the original diagnostic
phase,

"CONCLUSIONS" - EXTRACTED FROM REPORT TO

1. Gege ral

The original direct contract between P.A. International
Management Consultants Ltd., and R.M.K.-Zenica was
completed on 318t March, 1974 and the new contract with
Steelworks - Zenicais anticipated to finish in
December, 1974,

At the beginning of the project in September, 1972, progress
was slow, both in terms of project work commenced and

in gaining acceptance by managers of the need for

industrial engineering. Now, however, in Steelworks-
Zenica, Steelworks -Ilijas and at lron-ore Mine-Ljubi jay -
firm foundations for the future of the function of
Industrial Engineering have been laid, even if progress

at these locations is a little slower than anticipated.

This satisfactory situation, must not, however, be the
occasion for complacency; in each enterprise an enormous
amount of work has yet to be started, both in terms of
projects and in educating management to understand and use
the data which industrial engineering is providing. It is
essential, therefore, that the relationships which have been
established to date, between members of the Industrial Eng-
ineering Department and senior managers in the Kombinat

and subsidiary companies, are continued and strengthened in
the future so that all levels of management understand the
importance sand far-reaching effects of the work.



3.

Liaancial
As a result of the investigations siready cempleted, partly
implementsd and/or #n pregreas at this time, estimates af eummsl

financial benefita have been made vherever pessible and are as
follows:

JAcAION IRLUMIE
Steslvorks - lenisa 0

- Blooming Mill 720,000

-~ Transpert 127,000
Stee) ke - Llid

- Material Usage 24,000

- Labour Resources 7,000

~ Casting Tools 31,000

- Machine Sheop 194,000
I . Mine - hinhad

- Overall 1,080,000

TOTAL 2,103,000 § por yoar

From our experiemce se far 1a werling at R.N.k.-Bemica, w
believe that the everall fimancial bonefits which should

be available eventually to the Kembinat and 1ts subsidiary
companies ecach year, aa a result of the application and
inplementation of indwstirial eagineering tochniques, cavering
all enterprises, and including i1nvestigations inte werb
organisation and metheds i1n administrative fum tions,

sheuld be excens of

2000008 5 sar xaad

hacommandations.

Al though management can be satisfiod with the pragrece ande

te date in the 1ntreduction of 1ndustirial saginvering hreughont
the Nembinat, a lech at the i1amedinte shuit-tore and the
longer-term future shews that there are o number «{ puinte Whisd
give rise to considerable concorn, Whoer i1nelude e very clow
grovth of the nocoasary industrial ongiasering *oaiss stalf ot
Kowbinat level and the estonsion and dovelogmont «! majer prejoet
work inte the mnintoanare ares,

Sur commonts and recommsndations rogurding hess preblom
are as fellowst
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At e presont v the Iopari@ent Tor Industqiel

g arering o' Reabinat 1ovel b anly 1w <talff sembers with
e wpressary traiming el sapriicaee 1n icad and dovelep
‘admstvinl cngincering wed in the Reabinat entorprises,
Bith e procsont pragraid ! capanzian of this work,

Hhic rovorgpe 1o tatally nadequaie, inevitably, es

theer rBsany.e: 210 cproad acines Wnrs ami Wnre projts

the quat.tv af the wnrd will W rdwed and 1hic will
witimmtely ol to umesatrsfar tory 1oemite, We 1o/ anmend that
1tdi1ate e tram - talon te rert o fy this i tumt i on and
provide he Rbpn:twent with o growup of at Jeast five

prapls puestasing he wrrosonry attrimiseg Thesr peaple
Wmet e tenined and be givon the appurtuni iy e d)peet
Preforis 10 WRVIone tocBRiral precessss, avering

difloront 'midmetrial sngiasoving ‘¢ hniques, wnde:

el Lamt cmPeryiiian,

Mo procont aml Inture pragragie - «f wnrh whi h hase heon
platmes far afime's )l sqgines: ing within the Rombinat
‘oll Tar  aotimmwns cuprrvising ol guidam ¢ «f <tal' 1n
wrdor Wmt wlper brves will W Fuily avhivved, Tu this omd
o re.uiivenl that he Begbian: rvia n e ervii e

1 Pd, Intorumiionn! WANGEESn! | wnenltents | td,, wa
po:tcts@P Wmere dueing 17 and tater, n arder that e
Peperisue @ ol cePpPrties aegmired dui .ag S vears of
MENGrarat -sasul iate vy pre jor te in e con sl <108
twnetsry -an b0 puscod Lo he Yugmeiay lonouliants

ot Qombiant laduetsinl Mg wsering “taff,

o dunte, 1miuetrio) suginsering werk n the SR IniOnam ¢
Tiold hoe Boom @i tod to Luw poe ot of Yisoiwnrho-Lon:.a.
W comuidos Mmi 2 s vibaliy arcoscary Int o @B e
PIrOgrelils «1 avostigntion, 10e lwiling G inionans ¢
coginisalion, ploaming, wrh-srodul ing snd . ontsel, shouid b
endes tabon, aitially ot Sioolenrho-foni -0 and svenimnlly
th clBe GB)er snitrprioss with i the Rapbinat, Wb
projpieio senid ant aniv 1008 t= os roased of . 10mry

e oll onlsrprinse, Mot ronid olo bo wod 1o pruvide o
wienhic mriowe +f Dilisd EGBintcanms are for the

o plonte Wieh ore ing WMili. W Miliove that this
Prajiet 1o ou e tant ol C2tone v that ! will rogmire
e telt-tir onsiotams sl P\, and Vuges 8y (umsultents
Giliod 0 e ogplira ion of ERINICEEM S 1o RRIigues b
ctosionrda, Mo & roenl) w reraiPanl thet o sopurale
progesal cossring Wis rd 10 sliBitiod lo' anBugemrat's
WP eval

In wse crigioml ‘oemm of 100 some e w0 wr i aahod te gecinl
GAEAPIEPR ! ¢:. b e 0ltelin Lion «f pre. vduiss oi@ed ol

ws i) oBsn. ctvnbive o008 00y within e Bumbinet
efbiveon, T @Bir, Newssts, Wil in Whi: oroe Rae hooe sstirems iy
Ligitod e to e 0Bt s «i! Hombinet :tall v emdeoriahe
WP LUINING wt Preject wrl. W cameidst Hhel 6 a8
sateoprios e sise of B A.-80nice, Whic ic 80 WR)SI AR 6800 L 00
o wWe W8 Bitiel intenimiion of adueicial onginseriag
inte e Baubiant .o 19TP, I8 weder to oneute that b



e prejoct will have the mecessary ilpetus,

divection, contrel and applied eapertise, ve recemmond
the full-time assistance of P.A. and Yugeslav

Consul tants, and that & prepesel setting cut the
bonefits which are likely to acerwe as & result of this

sction is ouimitted separétely for management's agpreval.









