G @ | TOGETHER

!{’\N i D/? L&y

=S~ vears | for a sustainable future
OCCASION

This publication has been made available to the public on the occasion of the 50" anniversary of the
United Nations Industrial Development Organisation.

’-.
Sy
B QNIDQI
s 77

vears | for a sustainable future

DISCLAIMER

This document has been produced without formal United Nations editing. The designations
employed and the presentation of the material in this document do not imply the expression of any
opinion whatsoever on the part of the Secretariat of the United Nations Industrial Development
Organization (UNIDO) concerning the legal status of any country, territory, city or area or of its
authorities, or concerning the delimitation of its frontiers or boundaries, or its economic system or
degree of development. Designations such as “developed”, “industrialized” and “developing” are
intended for statistical convenience and do not necessarily express a judgment about the stage
reached by a particular country or area in the development process. Mention of firm names or
commercial products does not constitute an endorsement by UNIDO.

FAIR USE POLICY
Any part of this publication may be quoted and referenced for educational and research purposes
without additional permission from UNIDO. However, those who make use of quoting and
referencing this publication are requested to follow the Fair Use Policy of giving due credit to
UNIDO.
CONTACT

Please contact publications@unido.org for further information concerning UNIDO publications.

For more information about UNIDO, please visit us at www.unido.org

UNITED NATIONS INDUSTRIAL DEVELOPMENT ORGANIZATION
Vienna International Centre, P.O. Box 300, 1400 Vienna, Austria

Tel: (+43-1) 26026-0 * www.unido.org * unido@unido.org


mailto:publications@unido.org
http://www.unido.org/

R EN
i P¥

P

2







P. A. INTERNATIONAL MANAGEMENT CONSULTANTS

LIMITED

CLIENT United Nations Industrial
Development Organisation (UNIDO)

FROM P.A. Project Team

DATE 26th August 197!

REPORT NO. Supplement
to
Final Report

— e OGN S WA TN TN N T & I = S B A B =S

SUPPLEMENT

FINAL REPORT

Contract No 2

Project YUG-SF-11

"Aswistance in Organisation and Management
of the Company

Djuro Djakovi¢, Slavonski Brod"

A Joint Project with

Yugoslav Centre for Industrial
Organisation and Development,

Belgrade, Yugoslavia



B

SUPPLEMENT

10

FINAL REPORT

Contracts No, 71/2

Projecty YUG-SF~11

"Assistance in Organisation and Management

of the Company Djuro Djakovié, Slavonski WHrod"

Introduction

The dwas® final report has been prepared in two parts:

(a) a main decument covering the terms of reference for the present consulting
project and fulfilling the contract between the Yugoslav Centre for
Industrial Organisation and Development and the Company Djuro Djakovicy

(b) this supplement which covers questions of interest only to UNIDO, YCTIOD
and P,A. International Management Consultants Ltd. concerning the proposed

further consulting work at Djuro Djakovic.

The contents of the main document are such that it can be submitted
by YCIOD to Djuro Djakovié¢ in its entirety whereas the supplement is being
submitted by P,A. only to UNIDO and the Centre.

Future Consulting Programme for Djuro Djakoyid

The main report describes the total consulting programme required for
the implementation phase of the Djuro Djakovié project. This total programme
will be a joint enterprise of YCIOD (assisted by the UNIDG YUG-11 Experts) and
P.A. International Management Consultants Ltd., We have considered very carefully

and discussed at length with the Director of the Centre and the UNIDO Project

Manager the question of the most effective degree of involvement of foreign

consultants in the project.
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A balance must be achieved between the following factorss
(a) ensuring that the consulting project is successful from Djuro Djakovic's
viewpoint, thus enhancing the reputation of the Yugoslav Centrej
(b) using the project as a major vehicle for P.A, training of consultants of the
Centre and its member Institutes;
(c) conserving the UNIDO funds allocated for the use of foreign consultants over
the whole YUG-11 Project.

The effect of the first two factors is to increase the involvement of
P.A. in the project and of the third to decrease itj and in the proposals which

follow for the use of our services we have possibly over-weighted the third factor.

It is therefore necessary to say that an essential condition for the
success of the project will be that the Centre and lnstitute can assign it very
able and industrious English-speaking consultants who can be equipped by training
to carry out the project very effectively at the end of the period of full-time

operating of P.A. consultants,

Training of Yugoslav Consultants

It is of the utmost importance that the Djure Djukovid project be used as a
training vehicle for consultants of the Centre and its member lnstitutes. In each
nf the areas of Production, Management Accounting and Marketing, the P A
consul tant assigned to the project will take his Yugoslavian consultant counter-
parts through the full training course given to P.A. consultants in the area
concerned, This training will be given during the project, and formal training
sessions will oceupy one half-day and two evenings each week for a period of from
12 to 15 weeks for each trainee, The Yugoslav consultants will be equipped with
P.A.'s training manuals covering the area concerned and will prepare in their "free'
time training reports and answers to exercises for each "part" of the course, Each
P.A. consultant will link practical work on the project itself to the training

material; and will prepare formal appraisals of his counterparts progress.

In addition it is recommended that groups of about 4 or 5 Yugoslav
consul tants who will participate in the project and the above training should
undertake in the United Kingdom a Consultants Training Course which would follow
closely the programme which is given to all new P.A. consul tants., From the outline
of this course which is appended it will be seen that the objective is to impart
an understanding of the practice of management consultancy as such and to set each

specialist area of consulting work into the perspective of all other areas and of

the enterprise as a whole,
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Four weeks of formal training sessione and interviews and discussions
in London would be followed by a week of visits te client enterprises to 1inspect

actual consulting projects and review the approaches used and the benefits obtained.

We would assign an experienced consultant full-time to organise the
course, including the inputs of the various P.A, lecturers and divisional heads,

conduct many of the formal sessions and guide and assist the group generally.

Our fees for each of these courses would be $US 6,000, exclusive of
accommodation, subsistence, travel and other expenses incurred by the Yugoslav
consul tante. Assuming that two courses would be needed during the Djure Djakovic

project, our total fees for training would be $US 12,000.

P,A,'s Consulting Input at Djuro Djakovid

Ae indicated earlier, it has been considered desirable to limit P.A.'s
participation in the project to a practical, safe minimum. It is therefore fore-
seen that the P,A. consul tants would draw up the programme of consulting work for
each major element in the project programme, coordinate the design of the main
systems and guide the first stages of installation of these systems; they would
also be mainly responsible for drawing up and initiating management appreciation
courses concerning the new systems and concepts, The project team from Djuro
Djakovié and the YCIOD (and Institute) consultants would continue work on desigm
of sub-systems and systems modifications after the period of full-time operating
of the P,A. consultants and would undertake the major part of the installation work.
During thislatter period, P.,A, consultants would make periodic visits to review

progress and give additional guidance,

1t is proposed to assign the following types of P.A. consultants to the
project ag Djuro Djakovi¢, Slavoneki Brods
Project Sypervisor, as team leader and also to cover the consulting areas of s

Organisational Structure, and

Management Development.

The project supervisor would also coordinate any support services required of P.A.
in the United Kingdom. An initial period of three weeks would be gpent full-time
on the project. Then the project supervisor would make visits of one week about
every three weeks for the first few monthe and afterwards visits of one week at

decreasing frequency. We have allocated in total 18 consultant-weeks for the

project supervisor post over the duration of the project.
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Consul tant _in Management Accounting, to cover the areas ofs

Accounting and Cost Accounting, and

Management Information and Control System,

This consultant would work full-time on the project for a period of 25 consultant-
weeks and would thereafter make 6 visits each of one week to review progress and

give guidance to the Yugoslav consultants and the Djuro Djakovié specialists in the
Management Accounting/Ilnformation Systems area. A total of 31 consultant-weeks has

therefore been allocated for this.

Consul tant in Production, to cover the areas of:

Production Planning and Control,
Labour and Material Standards,
Plant Layout,

Materials Management.,

This consul tant would work full-time on the project for 35 consultant-weeks and
would thereafter make 6 visits of one week each to guide the work of the Yugoslavian
consul tants and Company specialists, A total of 41 weeks has therefore been

allocated for this area.

Consul tant in Marketing

This consul tant would work closely with the UNIDO Expert for a continuous period
of 16 consul tant-weeks. Thereafter it is considered that the UNIDO Expert would
give the necessary continuing guidance to the Yugoslav consultants and Company

specialists in the marketing area.

The proposed P.A, input is, 12 summarys

Consul tant-Weeks

Project Supervisor/brganisation Consul tant 18
Consul tant in Management Accounting 31
Consul tant in Production 41
Consul tant in Marketing 16
106

-



SUP=5

Cost I t

Our charges corresponding to the above programme would be as followss

$Us
Feess 106 consul tant-weeks
at $US 1,000 per week 106,000
Subsistence Expensess
700 days at $US 18 per day 12,600
International Travel! 8,600
Total $127,200

The average total charges per consul tant-week would thus be $1,200 and
it is proposed that billing should be based on that rate, Consultant time would
be accounted for in half-days, normal working weeks being 5 days each of eight
hours. Consultant time would include travelling time and statutory holidays but
would not include sick leave, annual leave and comnsultants' voluntary abscences,

Monthly billing is proposed,

The C tant

The project would be under the control and responsibility of the
International Development Division of P.A. International Management Consultants Ltd.
The director of that Division, Mr, W,T, Utting who has participated in the current
phase would continue to be involved personally in overall direction of the work and
would make four inspection visits to Slavonski Brod and Belgrade during the course

of the project,

It is expected that Mr., G,A.E, Hogg, the Team Leader during the current
phase, can be made available for three weeks at the start of the implementation
phase to negotiate final agreement to the main organisational structure for the

Company and to brief and introduce the incoming Project Supervisor,

Nominations of consultants for the other project posts will be submitted
vhen we have an approximate indication of the timing required for the start of the
project. Dependent upon his commitments at that time, it is hoped that

Mr, D, Nicholson, a member of the present project team, would be the Production

Consultant for the next phase,
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A practical point which should be mentioned in connection with the
assignment of our consultants is that two of them would be located with their
families in Slavonski Brod for periods of about 6 and 8 monthsj it would there-
fore be necessary for the Company Djuro Djakovié to make available two good

standard furnished apartments at reasonable rentals.

Project tionships

Special mention should be made of the happy and effective relationships
which have been built up during the current project and which have established a
pattern for the cooperation needed on the next phase at Djuro Djakovié and, indeed,

for similar projects elsewhere in Yugoslavia.

This has been an unusual management consultancy assignment in that instead

of the normal two-party (client-consultant) relationship, four parties have been

involved:

UNIDO, represented by the YUG-SF-~11 project team;

the Yugoslav Centre for Industrial Organisation and Development; f

the Company, Djuro Djakovid; '

P.A. International Management Consultants Ltd.

Each of these groups has had particular commitments and responsibilities
vis=a-vis one or more of the others and it was therefore very important to achieve
an overall unity of purpose and approach., We believe that this common ground was
found in full measure and that the project has been very successful as a result.
This has been a function not of mechanisms and procedures but of personal attitudes

and goodwill on the part of all four greups.

Here we would particularly like to ackmowledge the abilities, guidance,
support and friendliness of Mr, Everett Kimball and Mr. Alan Eames of the UNIDO
team and Dr. Slobodan Risti¢ and Mr. Branko Cernovdek of the YCIOD,
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Week 1

1.
2.
3.
4,
5.

10.
11.
12,

13.
14,
15.

Appendix 1

CONSULTANTS TRAINING COURSE
OUTLINE OF TOPICS

Reception and Outline of Course

General Orientation to the Operations of a Consulting Firm

The Nature of a Consultancy Project

The Consultants Approach

Corporate Planning - Interview and Discussion with Senior Consultant
in this Field

Business Administration Exercise

Finance and Administration - Interview and Discussion with Senior

Consul tant in this Field

Report Writing

(a) Making a Presentation to Management

(b) Film "Anatomy of a Presentation"

(c) Practice in Making a Presentation

Dealing with People (Human Relations Generally)

Marketing - Interview and Discussion with Senior Consultant in this Field

Computer Sciences - Interview and Discussion with Senior Consul tant

in this Field
Creative Thinking and Brainstorming
Writing Memoranda and Telephone Technique

"In Tray" Exercise

The Analytical Approach of Consultancy, including Case Exercise
and Presentation

Dealing with People (Developing Individuals)

The Anatomy of Management

Mathematical Approaches

Management Development

Syatem Analysis: Organisation and Methods, with Case Exercise
Report Writing

Network Analysiss Introduction

Management Information:t Control Statements



Week 3
1.

2.

3.
h,
5.
6.
7.
8,
9.
10.
1.

Week 5

Marketing Principles

Introduction to Computers, with Film, and Orientation to Computer
Terminals

Use of Control Statements for Managers and "Action Meetings"
Marketing Case Exercise

Training Clients’Staff

Dealing with People (Persuasion), including Exercise with Video-tape
Practical Visual Aids, with Film

Use of Visual Aids

Management Accounting

Film "Managing Time"

Leadership and Management Style

Computer Sciences

Management Fundamentals

Management Accounting with Exercises
Training Clients Staffs Exercise
Marketing Case Study

Business Exercise

Management Consultancys Recapitulation
The Client's View of the Consul tant

International Consultancy

The Consul tant at Work;Visits to Client Enterprises for Discussions with
Operating Consultants and Client Executives
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Ains aid Objectives

This report sets out the results of an initial survey of the Company

of Djuro Djakovi¢, Slavonski Brod, in which the Company's operations, organisa~

tion and management practices were examined in some detail,

The objectives of this project were:

a. to examine the possibility of improving management practices and operating
conditions of the Company

b, to design and outline new organisation structure for the Company

c. to develop further the skills and techniques of the members of staff
concerned from the Centre for Industrial Organisation and Development and
from Djuro Djakovié€,

Survey Methed

The survey was carried out by a group made up as followss

a. Four members of staff of the Centre for Industrial Organisation and
Development, Belgrade, with Branko éemoviek, the Deputy Director of the
Centre ac leader

b, Six members of staff of the Company of Djuro Djakovi¢ with Mirko Eavar,
seconded from his appointment of Assistant Gemeral Manager, as leader

Co Three members of P.A. International Management Consultants Ltd., with

from CIOD, Djuro Djakovic and P.A,

Ewart Hogg, a Senior Consul tant, as leader,

Three combined operating teams were established each comprising members

were divided into Financial aspects, Production aspects and Organisational and
Marketing aspects and each was tackled by a combined team.

A detailed programme of work was drawm up ‘or each cowbined team in

gantt chart form cover the following three main stages into which the complete
survey wvas divided:

a.
b,

L)

Fact Gathering
Malysis of facts and diagmosis of probleme
Recommendations for improvement,

In general terms the Djuro Djakovi¢ operations
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In order to ensure that all the relevant facts and data were gathered
systematically ten Checklists were prepared in both English and Serbo~Croat.
These lists which were based on P.A.'s experience of similar situations else-

where covered the following management areass

a. Overall Policy and Control
b, Financial Appraisal

c. Control Systems

d. Organisation Structure

e. Management Appraisal

f. Personnel

h. Product Development
i, Production

k. Purchasing

The three combined teams then carried out investigations in each of

the following management areasg

Team A - Organisation Structure

(using Checklists - Corporate Planning
a d, e, f, g and h) - Management Training and Development
- Salary and Wage Structures

- Marketing and Selling

= Product Development

- Transport and Warehousing

Team B - Financial Accounts
(using Checklists - Management Accounting
by ¢ and k) - Costing and Estimating

- Management Information Systens

Purchasing

' 8. Marketing and Selling
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Team C - Engineering
(using Checklist i)

Production Planning and Control
Production Methods
- Stock Control

Quality Control

Maintenance

Team A included the leaders from three organisations involved and
worked with the general guidance of Ewart Hogg of P.,A. This team also

co-ordinated the work carried out by Teams B und C.

Team B worked with the general guidance of Klas Gardberg of P.A. who
specialises in Management Accounting and Controls, and Team C with David

Nicholson of P.A. who is an expert in production and allied functions.

gie and Di gis
When information on a checklist was completed it was discussed initially
by a committee comnsisting of Branko éemov%ek, Mirko Cavar and the consultants
from P.A. Strengths and weaknesses of the current situation at Djuro Djakovié
were established and recommendations for action necessary for improvement or f. .

further study in greater depth agreed as appropriate.

During this stage the P.A. consultants also gave informal instruction
and information, both verbal and written, on the relevant management techniques
and practices used in the UK. The principles of organisation and administration of
the main management functions as well as of the structure of the Company as a
whole were also discussed in some detail and the advantages and disadvantages of
various courses of action debated. It was felt that using the project itself as
a case study in this manner was the most effective means of improving the
techniques and skills of the CIOD and Djuro Djakovi¢ staffs concerned and this
method was employed throughout all stages of the survey.

After agreed recommendations had been drafted for the main management
functions they were then discussed with the group as a whole and thereafter put

forward as firm recommendations to the senior Company staff concerned.
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The findings and recommendations are dealt with in detail in the main
body of this report in six main sections as follows:
C. The Financial Situation
D. The Organisation Structure
E. The Sales and Marketing Situation
F. The Production Situation
G. Personnel, Development and Training
H. Programme of Implementation

A summary of the findings and recommendations is set out below:

General Findings

In many ways the Company's rate of growth has been remarkably rapid and
successful over the 20 years or so up to 1968, Management has been vigorous, modi-
fying its objectives and philosophies to suit changing requirements and reviewing
the organisation structure at intervals to suit changing marketing and production

situations,

It is nevertheless considered that Djuro Djakovié is now at a critical
stage of its development. Although the profit record was in the main satisfactory
up to 1968 a loss was sustained for the first time in 1969, The situation improved
slightly in 1970, but the profit achieved was still only nominal. Disturbing as

this trend is, even more disturbing is the decline in orders received during the

last two years.

Due to the long overall planning and production cycle this decline will
be reflected in the results of 1971 and 1972 and in our view a comprehensive pro-

gramme of re-organisation and re-orientation must be undertaken relatively urgently.
The objectives of such a programme would be:

- tuv maximise the volume of arders and sales
- to maximise profit margins

~ to reduce manufacturing and administrative costs

Recommendations

These objectives would best be achieved in the quickest and most
effective way if the Company had the assistance of outside consultants and it is
therefore recommended that a joint project should be undertaken by Djuro Djakovié
and the Yugoslav Centre for Industrid Organisation and Development workingwith the

general guidance of P.A, International Management Consul tants Ltd.
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The main body of this report includes detailed recommendati »s covering
programmes for improvement in all the major management functions. The priority
areas which should be covered by the project are as followst
Com 0 sgtio
- Organisation Structure

- Management Development and Training

- Income Distribution (Wage Structure)

Marketing

Organisation, Policy and Planning

Estimating, Pricing and Tendering

Market Research and Information

Statistice and Control Procedures

Advertising and Promotion

Product Development

Finance

Financial Accounting

Cost Accounting

Management Accounting and Control
Administrative Cost Reduction

Production

Production Controel

Prodcution Standards
Plant Layout and Methods
Material Management

A tentative timetable in Gantt chart form covering the above sub-
projects is included as Appendix H-A.
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It will be seen from the timetable that the programme of wrk has been
divided into four sub-projects which will be tackled simultaneously. Four teams
will therefore be required and it is recommended that the same basic approach be
used for this programme as was used during the initial survey stage when the team

was composed of members from Djuro Djakovic, from YCI0D and from P.A.

In this case however it is anticipated that the Djuro Djakovi¢ team
should consist of a Team Leader and 8 or 9 members., These must be high calibre
executives willing to subordinate all other interests to that of completing the
project successfully. The team should include if possible members with
educational backgrounds and experience in engineering, accounting and,or economirs

and marketing.

-l
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Approach and Background Factors

To establish a reliable picture of the present financial situation
as well as of the main factors which have influenced the changes in company
profitability, the Balance Sheets, Trading Statements and Cash-Flow Reports for
the years 1968, 1969 and 1970 have been worked out on a consistent and comparable

basis.

The layout of the Accounting System applied at Djuro Djakovic as well
as the structure of the Balance Sheets are carried out strictly according to rules
gset by the Government to cover all enterprises, This is naturally a very helpful
tool for inspection and control, and also facilitates exteranl inter-firm com-

parisons; the extensive reports to the Government are fully available.

The official Accounting System is, however, rather unwieldy, requiring a large

number of transfers between the following groups of accounts:

- Fixed Assests

- Current Assets

- Current Liabilities

- Stocks

- Expenditures

Production Costs

- Finished Goods

— lncomes from and Costs for Fxternal Sales
- Gain or loss from Ixternal Sales

- Financial Liabilities

C BN RSTUNIC = O
|

Detailed instructions regarding the use of the system are given in a

book of 370 pages, which, however, is not available in English.

While the system should be fairly well adaptable for enterprises with
series production, the long contracts of Djuro Djakovic lead to complications 1in
the transfers between the account groups. As consequent discrepancies between
figures shown in different accounting reports are frequent, there seems to be a

common feeling that the reports are not fully reliable.
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There has also been a number of changes in application of the account-
ing system. A major change was carried out in 1968/69 when Balance Sheet items
were completeiy revised and the basis for sales revenue and profit calculation was

This change in system hampered
considerably the team's work on the comparative financial results given in this
report, The findings as reported below, under the heading "Financial Situation",

have been discussed with the Director of Finance and other persons concerned.

Financial Situation of the Company

It should be noted that in the financial analyses given in this
section the results of the Company's activities in Western Germany have been
excluded to give a true picture of the results of the Slavonski Brod operations.
Further Personal Income (contrary to the prevailing system in Yugoslavia) is here
considered as a cost in orderto facilitate the evaluation of the results from the

view of the Company as an economic unit.

The overall picture which has been established is that 1968 was the
last of a series of three very good years. In the year 1969 there was a sharp
turn for the worse, and an actual Net Loss occurred. 1970 gave a somewhat better

but still unsatisfactory result, as shown in the table below:
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Condensed Trading Statements
1968 1969 1970
( thousands of Dinars)

Production Value 285,532 291,782 h14, 466
(DD - Slavonski Brod)
Less: Materials and Services 144,879 177,551 255,483

" Production Personal Income 63,277 66,269 92,134
= Operating Margin 77,380 47,962 66,847
% of Prod. Value 200 13:0
Less: Other Costs 37,847 41,2% 46,284
= Profit Before Depreciation 9,533 6,706 20,363

and Tax
% of Prod. Value 1383 2.3 3.4
Less: Deprecaition 1,977 12,117 13,116

" Tax 7,563 9,066 6,794
= Net Profit 23,993 -14,477 403
€ of Prod. Value [ K} =33 (1791

The very marked fall in Net Profit from 1968 to 1969 appears to be a
reflection of a combination of the following main factors:

the small increase in Production Value, only 2.2%;

increased competition - lower price marginsg

increases in Material Costs, not recovered in selling prices;
some initial difficulties in the activities of the Engineering Department,
which started up on ist January 1968.

In 1970 there was a very appreciable increase in volume of production,
some 42%, but material and personal income (PI) costs continued to be wuch higher
(proportional to production value) than in 1968, However, compared with 1969 there
was a small increase in the Operating Margin as a percentage of the Production
Value.




The Company has, however, also encountered fluctuating profits in
previous years probably due to the effects of inflation, devaluation and
financial restrictions. In the years 1962-66 the Net Profit as a percentage of
Value of Production was as follows:

1962 5.5% 1965 h.2%
1963 1.1% 1966 9.1%
1964 1.3%

The T S

The full Trading Statements (Appendix C - A) confirm the overall
Picture given above. The Operating Groes Margin as a percentage of Production
Value fell from 27.0% in 1968 to 15.0% in 1969 and reco ered to 16.15% in 1970.
The corresponding Operating Net Profit for each of these years was:

1968 14.6%
1969 -0.2%
1970 2.1%%

To establish a more realistic and comparable picture of the fluctuations
in profitability during these years, some corrections have been made to the
Company's official trading statements. These corrections are described in
Appendix C - B,

One particular cost item deserves to be mentioned here. This is the item

"Losses due to Earlier Activities" which is analysed in Appendix C - C. These
losses, due in the main to cancelled imvoices, penalties for delivery delays and
interest on delayed payments for materials, are very high, 12,482,671 N.D. in
1970, or over 3% of the External Sales. Considering that the Company's Net
Profit for 1970 was 403,000 N.D. these losses constitute the difference between

a poor and a reasonably good year. They also indicate that considerable attention
should be given to improving Estimating and Planning as well as Production and
Quality Control.




Net Worth of the Compapy

According to the Balance Sheets (see Appendix C - D) the Net Worth of
the Company has developed as follows:

Official  M.Dinars GCorrected

1967 174,841 180, 304
1968 196,963 204,297
1969 200,124 189,820
1970 211,987 190,223

Thus, the Net Worth has remained in a static situation for the last three
years, and when inflation is taken into account the real Net Worth of the Company
has actually been steadily declining. This is a reflection of the relatively low
profit levels achieved together with the policy of maximising distribution of
personal income. As long as extensive bank credit is available to finance
expansion of operations, there may seem to be little need for additional self-
generated capital from retained (undistributed) profits. However, it would seem
prudent to restrict the distribution of future higher levels of profits and thus
to achieve an increase in Net Worth.

Brief col.er}u on various Balance Sheet 1tems are as follows:

- The increase in Value of Production from 1969 to 1970 (42%) was accompanied by
an increase in Debtors of 72%;

~ Foreign currency holdings increased considerably due to the good results of the
operations in West Germany;

~ There has been a very large increase in Creditors (1970 = 273% 1968) which has
helped greatly to finance the expansion of business;

~ The contract under which Ferrimport now holds major steel stocks for the
Company has resulted in a marked reduction in Raw Materials inventory;

- Marketing conditions in the industry are reflected in the increase in Long Term
Credit given to customers and banks (from 71.2 M Dinars in 1968 to 241.9 M Dinars
in 1970);

- Long Term Loans to the Company have increased very rapidly from 68.6 M Dinars
in 1968 to 234,0 M Dinars in 1970,




lodividual Pactory Resulis

The factory results belev are based on the Trading Statements of the

separate units with some adjustments, for example, distribution back to the

factories of "profits" of central service and administrative units,

The following table gives the resultant broad picture of the contri-

butions to total profit of the various factory units.

It should be noted that the

apparent heavy loss of the Assembly unit is probably largely due to the accounting

conventions adopted by the Company to determine transfer costs between factory

units,
Factory 1968 1969 1970
Net % TNet 4 \et %
Profit Total Profit Total Profit Total
(1000 N.p.) | Revenue | (1000 N.D.) | Bevenuwe | (1000 N.D.) | Revenue
;r—v -+ - + -+ >
ml lk.‘m 1206 ‘.m ’Os - -
TQV "621 -”oﬂ “.m “-, ""b l0~
Assembly 6,962 17.4 -8 ,6b2 -1 4.2 -5,4%4 -12.3
K 2,005 8.4 1,969 9.0 1,099 A )
DS 7% 187 971 6.\ 720 V.2
E:undry L1y 5.8 Y2 5.5% 6% 6.3
intenance bAA 7.2 2 3.3 1,022 6.4
22.1” 6.6 .aglb‘ .()ob u" I'al

This table indicates clearly the need and scepe for cvet reduction and
profit improvement im gl] the main facteries.




Lileinal Lemealisene

1t 1« of interest te see to what extent other Yugeslavian enterprises in
thi« general field of industry have perforard in the year: 1908, (90 and 1974,
The coaparicon precentod in Appendiv t - F i« primarily based on a <tudy made by '
M. “aobic, The . nildncion 1« that there has boen a stagnatton in Dusiness 1ather
than a natton-side 1eiession, tar the nine enterprises tahen inte the compat i =on
the vear (9 compated 1easonably well with 198, with an overall AR i n
volume and a <table prafit. In 1970 the enterprises showed a V. V% deciease 10

volume Dat neverthele:s a AW increase tn peafit,

it seomn, therefore, 'hat the sharp fall in Rjurs Bishevic prafitabiiaty
in 1908, as well as the increased valume 1n 19N @oes net 1t Inte the general
national pattern.
Yrasaiesiion of ihe Pissmss uesiiee

At present, respaneibiiity for the financial function 1+ fragmented.

he bionanic Bepartaent (- 1eepansibie for proparing the annnal Plan and
produces regular (menthiv) statictical ropurte,

he Vinance Hopat tament 1« 1vcpunsible for finnncinl ond (wet accuunting
aild calculation snd paysent «f perconal t10rame,

fhe Ingineeiing Bopatiaent has a coction vhieh i» respaneibie fue
stranging ctedit (or rustamers,

The Pucchasing Bopa:t tasnt arvanges cvedit frem «ugpliore,

In section P of shic ropuet, 1t o rocammonts ¢ that o reconstiituted | inance
Bopariaont should be respansible fur all ftaameia) aptters, vith suphasis o anage-
nont Accounting ond the Ynnageasat (nferantisn Yysica.

Sasgeseat lainmatien and Leniiel ateams
e overall pioture of the precont anagrasnt |aferastion Wyoton any O
summas i sod ae fellows
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a large amount of basic information is collected and disseminated;

- the delivery times for existing reporte are reasonably short and the punctuality
good|

- much potentially useful information is available, especially on the distribution
of Personal Income, but considerable improvements could be introduced in the
presentation and distribution of the dataj

~ the reporte are not selective, according to the needs of the users}

- the analy=i= of facte in the repoerts can be improved greatly as well as the fre-
quency of presentation, so that they can be used as a guide and spur to manager-
tal action to improve results;

- through inter-linking of information from different functional areas, more useful
instruments for decision could be produced;

- the present reports give little useful analytical information concem ing
merkoting and al iy control aspeetsg

- vital information regarding the true profitability of products and contracts 1is
missing;

- there are 30 recipients of the whole of the present monthly report which is a

document of =ome 40 to 30 pages.

fhere is great scepe for improving the present Management Control System
which ix based on the yearly Plan., For the year 1971 this is a duplicated book of
169 pages giving wuch and detailed information regarding Organization, Sales and
Production Volumes and Values us well ax the planned Material etc. Costs, Personal
Inc ome= and Financing and Net Profite of the Production Units. The yearly totals
are further wplit up into quarterly plans and 01 items of "Other Costs" are

distributed to the various units and subdepartment

in menthly reperts for individual units, actual and planned figurer are
compared for the current ment} and the year to date. Another monthly report shows
attual sales against plan; and very detailed data on Personal Income are given in

further reperts,

Menthly trading statements are prepared for 33 different departments and
sub-dopar tments and, in these, distribution of cests to units is unmecessarily
detatlod. For instance, there aw some 0 to 60 items of "general costs", some
direct and some u. located, which include coentrollable and nen-controllable items

such as restaurant, vater, stationery, power, civil defence and workers clothing.



A feature which seems to detract from the value of the present infor-
mation comparing actual results against Plan is that the Plans are thought to be
too optimistic. Since 1967 the average actual volumes of output achieved have
been from 83.9 to 87.6% with some Units as low as 60%. The Plan for 1971 seems
somewhat unrealistic, for example, expecting output of 217.8 M. Dinars for TSV or
36.5% over the extraordinary good result for 1970. With a large part of capacity
sold when the Plan is made there should not be great difficulties in establishing

fairly reliable targets,

Another factor affecting actual achievement is the present confusion
regarding delivery times for contracts: a realistic plan must be based on realistic

delivery times,

Cost Accounti Esti

The present procedures. for cost accounting are complex but produce
little information of value for control of costs, for calculation of profit-
ability of contracts of for improved estimating of costs and selling prices of

contracts.
Some of the features of the present costing system are as follows:

- General Company Overheads for example, interest, security service and internal
tranaportation, are allocated to Factories and Factory Subdepartments on a
number of different bases;

- the various Administrative Departments and the Engineering Department negotiate
yearly contracts with the Factories for their services to the Factories for the
yearj

- for each Factory Subdepartment (production section), only one Cost Rate per
Working Hour is established although there may be different grades of labour
with different rates of payment within the Subdepartment and different elements
of indirect cost for the various operations. This Cost Rate which is fixed for
the whole year is used to calculate actual costs incurred on each Works Order
(a works order is a contract or part-contract or product or internal ”job");

- General Factory Overheads as well as the amounts allocated for General Overheads
and Administrative and Engineering contracts are allocated to Works Orders as a
percentage of the direct manufacturing costsj

-~ the Technological Preparation Section of each Factory works out an Estimate of
the costs for each Works Order and also allocates "allowed" or "target'" hours

for the Works Orders to each Subdepartment;
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- costs of Materials from stores are allocated directly to the Works Orders for

which they were issued;

- all costs allocated to Works Orders are accumulated into the value of Work in
Progress and the costs of completed Works Orders are deducted;

- the Cost Accounting section of the Finance Department accumulates the costs
applied to each Works Order and issues to the Factories the total costs for each
completed job;

- occasionally, for Works Orders where large differences are found between esti-
mated and actual total costs, detailed calculations are made of materials used
and labour hours expended. This requires an immense amount of new clerical
work;

- the Monthly Reports for the Factories do not show the difference between esti-
mated and actual costs for the work actually done during the month. They only
compare actual figures for each cost-item with the fixed annual Plan figures,

regardless of volume fluctuation.

Because of the above features, only overall figures for the apparent
profitability of Factories and Subdepartments can be obtained from the present
systew. Roali-tic and regular infcimation on the profitability of product= and con-

tracts cannot be established.

There is probably inaccuracy in the allocation of even direct costs to
Works Orders. For example, if material issued from the stores for one Works Order
is in fact in excess of the actual usage for that Works Order, the surplus is sel-
dom returned tostore. The material can then be used on other Works Orders without
appearing on them as a cost, Again, "allowed hours" for production operations are
based largely on out-of-date standards; thus the hourly costs allocated to Works

Orders may be inaccurate.

The lack of systematic, up-to-date standards for operating time and for
material usage is a severe handicap in estimating costsand selling prices of
products and projects. In addition, refinement of estimating expertise is hampered
by lack of regular analytical information comparing actual and estimated fugures

for each of the main elements of costs for each important Works Order.
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Purchasing
The Purchasing Department has a logical internal organisation but works

under a number of severe difficulties.

Certain of these difficulties are external, for example, the marked
sellers' market in the main materials usedby the Company, delivery times from
suppliers being in many cases from 6 to 18 months; in many cases, payment is
required well in advance of delivery of the material. Import licences are difficult

to obtain.

Other difficulties are internal. lnformation and requests from the
Engineering Department and the Factories are often late, resulting in rush order-
ing and, sometimes, excessive buying prices. The lack of standardisation of mater-
ials as between the various Factories has inevitably increased the number of stock
items which must be purchased, stored and controlled. Materials purchased for

specific contracts are sometimes used for other urgent jobs.

For all the above type of reasons, it is very difficult to formulate
systematic purchasing programmes and to make savings through negotiation of lower

buying prices.

The area of purchasing cannot be considered in isolation from the other
areas of materials management and control, including standardisation of materials,
control of material usage and scrap, coordination with production contrel and
effective stock control., For this reason, a major recommendation in Section D
of this report is to establish a Materials Management department, responsible to

the new Production Director and working closely with the Production Controller.

Other inistrative Aspects

The number of persons employed in the various Administrative Departments
has increased only by about 7% over the past 3} years, which appears reasonable in
relation to the increase in annual Value of Production of the Company as a whole.
However, the numbers in some departments appear to us to be high in relation to

the usefulness of the information which they produce.

For instance in the Accounting Department, there are about 140 employees
and the routines used are mainly manual, with the exception of six Ascot 170
Accounting Machines.



In our view there should not be a need for any increase in numbers of administrative
staff to operate the new, revised and improved systems which we recommend in this

report. In fact a reduction in staff numbers can almost certainly be achieved by

>

rationalisation of the clerical work.

After the new systems are installed and operating satisfactorily, there
may be scope for reducing administrative staff through the use of electronic data
processing, using either a computer service bureau or the Company's own or shared
computer facility. A computer feasibility study should be under taken after the
new systems are installed; this study should examine the possibilities for improved
design of the systems using E.D.P. and also the most economic basis for the

Company's use of E.D.P.

Recommendations

It will be evident from the foregoing discussion and findings that
the Company's financial results over the last two years have not been good. In
our view, part of the reason for this lies in the fact that the present accounting,
cost accounting and financial reporting systems provide managers with very little
useful information upon which they can formulate decisions or control effectively
their areas of responsibility. In fact the present systems and their underlying
accounting concepts may well motivate some managers to take inappropriate actions

and decisions.

We therefore recommend a major review and redesign of the Management
Accounting concepts and systems and the Management Information and Control System.
This work would proceed as one integrated programme and should draw upon and tie in
with the other improvement programmes recommended in this report. For example,
the structure of the Management Information system and its control reports must

follow the allocation of responsibilities in the new Organisational Structure.

The provision of the necessary control information in the most effect-
ive form and its vigorous use must be the direct purpose of the Management Accounting
procedures. By its very nature, traditional accounting fails to cover many
important aspects of business operations such as information about the future,

data expressed in non-financial terms e.g. programme achievement, material and plant
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utilisation, customer service, etc. and information on external conditions.




To manage Djuro Djakovié successfully, Management must have available

appropriate control information covering all vital aspects of the business, which,

in either the long or the short term, will influence profits. For this reason, a

"total system" approach should be adopted with a view to providing Management with

all the data and intelligance - financial and non-financial - that are needed to

plan, operate and control the Company. It should be noted that each individual

manager should be provided only with the information which is appropriate to his

own area of responsibility and not with information which is not of direct concern

to him.

The information on current activities which is provided to ecach manager must

compare actual results against "target" or "planned" results. Thus the overall

Plan for the Company must be built up from the sub-Plans (budgets) for all the

various areas of managerial responsibility.

It is an important principle that each manager's control report should

show variances between actual and budgeted amounts only for those elements of

profit which he can control.

Thus each individual can be held fully responsible

for the variances shown in his control report.

The type o1 data which would be included in the control reports for the

different levels and functions of Management would be somewhat as follows:

Report for Top Management

Current Trading

Order 0
Sgles Forecgst

- analysis by type of activity (rail-wagons, steel
structures, etc.)

- analysis of profit margins, volume and expense
variances; (emphasis on key factors and control
by exception).

- orders received and on hand

- profitability of orders

- forward factory load

- sales forecasts by type of activity

- profit contribution forecasts
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Funde Posjtion

Balance Sheet

Source and Application of Funds

Cash Forecast

Capital Expenditure and Commitments
Control Ratios - e.g. Liquid Assets/Current Liabilities

Non-financial
Production

Service

Product Development

Reports for Marketing

Sales

Orders

Delivery

Selling Expenses

Material Stock/Issues
w.1.P./Value of Production
Debtors - months
Creditors - months

Return of Funds Employed

~ Delivery Achievement

-~ Value of Orders Overdue

- Incidence of customers complaints,
rejections, repairs, etc.

- Design schedule achievement

- analysis by product groups for:
sales
contribution to profit
profitability variance
volume variance

- value of orders received

- tenders in hand

- forwvard load summary

-~ tender achievement

~ delivery achievement

- orders overdue

- customers complaints

- analysis by responsibility
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C - 15
Reports for Production Managers
Programme Achievement - analysis of actual production
Forward lLoad = by key centres
Manufacturing Stocks - raw materials in progress
Quality - returns, rejections, charges, etc.
Material Utilisation - analysis by type of excess cost
Analysis for each Factory of Loss of Profit by causes, e.g.
Labour Productivity
Lost Time
Machine Breakdowns
Rectification of Faulty Production
Reject Production
Material Wastage
Volume of Work
Manufacturing Overhead Expenses
orts fo nistrati ]
Expenses - analysis by items
Clerical staff - numbers by departments: also rough
standards, if possible
Debtors - age analysis

An essential feature of the total management information and control
system is that it would be a fully integrated system and not a series of uncon-
nected reports. It would provide a chain or "pyramid" of control from sub-

departments up to top management.

The frequency at which individual control reports should be issued will
vary with the level and type of responsibi'lity of the manager concerned. For
example, managers of some Factory sub-departments might require information on
some aspects, e.g. lost time, on a daily basis whereas the Marketing Director may

need only monthly reporting on various sales trends.

As mentioned earlier, the financial accounting and cost accounting
systems should be primarily designed to produce appropriate management information
in the form of control reports. There will be a large programme of work involved
in reorganising the cost accounting system in particular so that realistic cost
standards can be established and used for control purposes, cost estimating and
costing of products and contracts.



After the new Management Accounting and Control Reporting systems have
been designed and installed, a programme should be under taken to examine and
rationalise all financial and administrative clerical work. As mentioned earlier,
this would involve examination of the feasibility of using electronic data pro-

cessing in the Company.

An essential part of the programme to design and instal effective
Management Accounting and Control Reporting would be to guide and train all
managers in the nature and operation of the systems and in the use which they
should make of the control information which they will receive. Managerial con-
trol is not achieved merely by issuing reports but only when these reports are
vigorously used to improve results and to take informed decisions concerning the

future.

This aspect of managerial training is found in some detail in Section G

of this report,
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Appendix C - A
CORRECTED NG _STATEMENTS 1968, 195S, 1370
Amounts in thousands of Dinars
1968 1969 1970
External Ordinary Sales 342 060 301,222 422,545
Other Sales = 7%;?60 14,498
Total External Sales 342,060 182 467, 5Us
less Sales from Previous
Year 602 84,474 - _
Real External Sales ’ 218,758 436?.345]
+ Closing WIP and FP 40,578 44 545 52,245 |
less Opening WIP and FP O 40,5;;8 itV
Production Value ' ’ NYP) /24140
less West German Sudbsidiary - 26,893 €0,620
Production Value, Slav.Brod | 285,532 - 291,782 T &L, GoG
less:lMaterial & Services 144,606 164,433 238,957
:Non Production Services| 26 13,118 16,528
IEUTEB;"'“"TI%;?SI 158,951 |
less Production Personal
Income 63,277 66,269 02,134
OFERATING MARGIN / ¢ 580 47,90l bo,c4/
% of Production Value é o0 15 % 16.15
Rent % Rates —75 22
Insurances 1,473 1,935 2,166
Heat & Power 02 6,8%8 7,550
OCCUFATICN COSTS . 9,038 10,151
Head Office, Personal Income 14,900 8,545 11,417
Zngineering Dept. P.I. - 9,488 13,590
Travel, etc. 5,501 8,016 9,092
Yembersaips & Other ;Eg 6 517
ADIIN.& SALES COSTS ’ 25 24,016
% of Froduction Value o2 8.4
Depreciation %.é;é 2 1%,166
gpz?gmg g 1 14,6 ~0.2 2.1
of Production Value, dd 14, -0, .
+ Interest received - 5,876 10,
less Interest paid 9,456 11,111 11,846
+ Other income 10,366 74979 12,042
j less Lo:s:s due to Earlier 8 5
. Activities 181 4 12,48
= FROFIT BEFORE TAX . -5, 7T );’
less Taxes paid 066 4
= TRUE NET PROFIP . 1%, —ﬁ"%;‘
% of Production Value 4 =3.6 0.1
Profit Correction 1967/68 +6,463 - -
Profit Correction 1968/69 -8,334 +8,334 -
Upgraded Value of Buildings - +4 =
= CFFICIAL NET PROFIT (22,122 | _:'%. . 403 |
EXCLUDING WEST GERMANY :
‘et Profit in West Germany - 04 11,060
TOTAL OFFICIAL NET FROFIT [ 22,135 — ‘%tﬁl——n‘:zzr

¥ See following table




ANALYSIS 0 IAL COSTS
1968 1969 1970
1000 ND 1000 ND 1000 ND
"Other" Material Costs 6,139 28,977 | 52,728
Western Germany
Total Costs = 21,390 49,619
6,139 7,387 3,109
Total Materials and
Services } 146,540 251,589 351,030
152,679 258,976 354,139
Less Internal Services - 77 2455 90,599
152,679 181,521 263,540
% of Production Value 62.2 63.6
Value of Material Sold 7,406 3,341 42,422
Scrap & Material Sales 10,477 13,531 59,455
Transfer of Material for
Heat and Power 5,002 6,898 12330
Material Costs of
Production 144,606 164,433 238,957
% of Production Value 30.2 56,1 . 57.8




Appendix C - B

Corrected Trading Statement

The Corrected Trading Statement for 1968, 1969 and 1970 as shown in
Appendix C - A is based on the figures of the Official Statements but a number

of corrections have been made to give a more realistic picture of results of the

Slavonski Brod operations of Djuro Djakovié.

Firstly, the change in 1968/69 of the system for accounting for value
of sales has been corrected for. After transferring the appropriate amounts from
1969 to 1968 and from 1968 to 1967, the adjustments have been calulated ast

1968 - net reduction in Sales Value of 59,602,000 N.D.
1969 - net reduction in Sales Value of 84,474,000 N.D.

The corresponding adjustments to Net Profit reflected lower in the
statement are!

1968 - reduction of 6,463,000 N.D.
nddition of 8,334,000 "
1969 - reduction of 8,334,000 "

In order to establish Production Value, the Value of Work in Progress
and Finished Product at the end and the beginning of the year are respectively
added and subtracted.

Further, the value of Production of the Djuro Djakovic¢ subsidiary in

Western Germany has been subtracted ( as well as corresponding costs).

Our treatment of the cost of Materials and Services is shown in Appendix
C = A, Here the material content of the Internal Sales has been subtracted, as
they were from the Total Sales. In order to eliminate the effects of the large
Material Sales in 1970, the Income from Material Sales has been subtracted and the
Costs added. Further, Material Costs for Heat and Power have been transferred to
Occupation Costs.

A revaluation of buildings in 1969 yielded an increase in their beok
value of 4 million N.D. This amount has also been deducted.

After these various corrections the "True Net Profit" is eatablished,
as shown in the statement,




Apprndoy € -
Amalxais of Accouml 3!
1 "

1968 1900 Th]

Type of Loss Thousands of New Pinar -
Bad Debte - 12 w7
Amounts Written off Inveices , " ,
(due to faulty workmanship) 4,89% how KRS

Allowance for Doubtful Debta J,A70 (ALY -
Unexpected Extra Manufacturing Costs Y, 872 P Johin
Unexpected Extra Material Ceste a70 1,311 im

Lost Deposits, Penalities for late
Delivery and Interest on Late Pay- 2,07 1,37H Y070
ment for Materials Purchased

o ————— . -

Other ltem: 71 M L
Total 11,10} TNV IL 12, Ve
e + f -
Eactery Bessensibility for shevs !
Lesaes* i i
ToPl N, 99 AW ) ", A9y '
TV T a9 Yoiem o
Others 1,072 2.4W0 T
4 +
Tetal 10,103 6,716 1, %™
w— . i

* Differences in totals due to difforont timss at whieh aceounting <choduies
are made up.
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Appendin U - F

The repert prepared by Bii “hod i (ompared statistics covering Dyuro
Bjabovit vith these for the following nine other enterprises)

Tvernica parnih kotlova, Zagreb (TPK) '
“lanhe Gredel)', hagred (46")

“lodinatva', Jagred (“led.")

“Yotaina ', Maribor ("Met,")

“Baris Kidete ', Maribor ("BK")

e ineha industrija Vi% (MIN)

"Sofa’, ‘medereveha Palanka (tioka")

"Vase Miskin <« Cont”', Sarajeve ('VM")

‘Bratstvn’, Substica ('Brat.’)

e have adjusted the data for Djure BDjahorid 1n 0 number of way=,
for onampiol 5
« o oxvlude Interanl Sales and sales of rav material from "Value of Produc tion" '

- to swrlude the results of the subsidiary In VWent btermany Crom "'Net Profit”,

The resultont comparisone are summat ised in the table belo.
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Item

Djuro Djakovid

Average - 9 Others

19GS 1969 1970 1968 1969 1970
Total Production ‘
[y [ ‘ ‘
V.l“(‘ (M. Din.rs) 285 292 ‘lls 167 202 190

Index 100 102 145 100 121 114
Total Costs Kxcluding
Personal Income 175 212 278 | 109 134 124
(M. Dinars) [

Index 100 121 159 100 122 114
Production Value per =
{00 Dinars Cost 164 137 140 153 153 154

Index 100 84 85 100 100 101
Net Profit '
et Profi | o
(1000 Dinars) 22,122 -6,143 403 B0 e1s 5,500

Index k 100 102 129

i

ff
Average Numbers of : '
ﬁ-plo;ees b,31 4,151 4,391 2,737 2,720 2,746 ‘

Index 100 96 106 t 100 99 100

\
Production Value per . L
Employee (1000 Dinars) 66.2 70.3% 90.3% 61.1 7h.1 09.4

Index 100 106 1%7 100 121 114

Average Monthl
ﬂPer-::.ul Incani (Dinars) 955 971 1,132 847 1,006 1,158
Index 100 102 119 100 119 137
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Introduction

In addition to obtaining information by the use of checklists covering
a wide range of organisational aspects the basic management attitudes and
philosophies which influence the present organisation and which have led to the

present policies and managerial procedures were established by means of personal

interviews,

Formal interviews of between two and three hours were carried out with
the General Manager and 21 of the senior executives. In the case of the General
Manager and some of the Directors more than one interview was required. In
addition information and opinions were obtained from a number of members of

Djuro Djakovié staff at all levels of the structure by means of informal interview.

ckgro of C nt Sit )
The company of Djuro Djakovic started operating in 1922 when its prin-

cipal activity was the repair of railway wagons and locomotives,

The main dates md events in its development since that time are as
follows:

1923 - Started production of steel structures
1926 - Started manufacture of wagons and steam boilers
1937 - Manufacture of first steam lococotive

1939 - Factory practically totally destroyed by bombing (1939 labour force 1,800)

/45

1951 - Introduction of the principle of self-management in Yugoslavia
1955

Manufacture of first Diesel locomotive in collaboration with Jenbach
Werke, Austria (1935 labour force 2,900)

1962 - Manufacture of first DD 1650 HP Diesel locomotive

Establishment of separate factories for TOPI, TﬁK. TQV, toundry,
Maintenance and Assembly

8

£

Introduction of market-oriented economic policies in Yugoslavia
1968 - Formation of TDS centralised Machine Shop and of the Engineering Department

comprising Offer and Sale Sections, Design and Drawing Officesand a Sales
Finance Section (1968 labour force %4,300)
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Apart from the period of depression in the early 19308 and the war years

the Company has continued to expand its activities and to grow steadily.

Typical comparative figures for the years 1954 and 1970 are:

1959 1970 Percentage
Increase
Boiler Sales in N.D. 11,304 67.403 495%
Qutside Erection " 3.697 103.272 } 2.680%
Sales

Process Equipment " 14.478 |  39.676 173%

Sales

Steel Structure " 1)..015 28.975 1(‘,%
Sales

Rail Vehicle Sales " 45.818 | 139Y.642 248%
Total Sales " 100.064 | 471.875 372%
Total weight of .

output - tons 19.974 26.242 31%
Labour Force 3.169 5.57% 76%
Actual Average "

Earnings 193 1,216 528%

Real Average "
Earnings Base Year 1968 541 1,010 86%

It is apparent that over the yearz Management has been able to react
successfully to the changing conditions and has adapted itself to take advantage

of opportunities as they arose.

This has been particularly the case since 1963 when major changes were
made to the management organisation. At that time considerable authority was
decentralised to the TOPI, TCK and TEV factories and the Foundry, Maintenance and
Assembly Departments and for the first time the company structure changed signifi-
cantly away from the traditional functional form.

In a different way the establishment of the Engineering Department in
1968 further strengthened the organisation from a sales and marketing point of

view and gnabled the Company to tackle the develeping market for laggey, more
cogplex projects,




D-3

The management crgan:sat:on is now in the form set out in Summary in

Appendix D - A, The main features of thie structure areg

- The General Manager is directly responsible for thirteen major factories or
departments and one staff department.

- The office staff organised in eleven main departments, totals 1,163 of whom
408, 3% are undes the age of 35.

- Of the total of 20 Directors and Managers of factories or major departments,
10 hold the diploma of enginceiing 1n the VSS Grade,

- 0f the total of 130 directors, managere and senior executives 63 are in the

VSS Grade and of these 42 hold the diploma of engineering.

- In the eight fartories and service departments there are 1,390 indirect workers

and 3,316 direct producers,
- The total cost 1n wages and salaries of these departments and factories is set

out in Appendix D - B. This shows that the total net earnings of office staff

are 2,949,000 New Dinars per month and of all factory direct and indirect workers

are 5,120,000 New Dinars per month. Earnings represent about 20% of all company

expense.

Apalysie of Presept Structure

There is no doubt that there are features of the orgamisation of Djuro

Djakcv.¢ which compare favourably with similar companies in Great Britain and

elsewhere, e.g.¢

- Despite the relatively pour monetary inducement to accept the responsibilities

of a sen:cr executive pos:tion there has been a continuing vigorous management
willing to adapt 1ts objectives and philosophies to changing requirements as

outlined earlier in the report.

The management structure has been reviewed at frequent intervals and modified

to suit changing market and production situatiotss.

The Company har continued to grow in physical terms over most of its life and,
for example, the labour force has more than doubled in the last twenty years and

sales turmover has increased by about five times im the last twelve years.
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- The average earnings of the workpecple have continued to rise and despite
inflation, after correciicn for the rise .n the cost of living, the increase is

about 130% over the last twenty years.

- There is a forward development plan every year for the next twelve months and

every four years for the following four years,

Qur gggt 210 biems

Although ther: are other favourable features of the management organisa-
tion in additicn to these listed above there are also a number of clear signs that
a basi- revision of managemen: aims, objectives, philosophy and organisation are

required relatively urgently. These signs include:

- The net worth of the business in financial terme has not increased during the
last three years (as set out in Section C - Finance), There has therefore been

no real growth of the company during that period.

- The total volume of work 1ncreases every year but the resultant profit gets

less and less,

- There ave indications that productivity is falling in the factories, €.g., 88
a rough guide, over the last twelve years the total weight of output 1n tons
has insreased by 31% but the labour force has increased by 76% .

- Total i1mcome ha: imcreased by 3 3/k times in the last twelve years but average

earning: have increased by over five times.

There are in addition signs of increasing frustration om the part of

both direct werkers 1n the fartories and of management at all levels.

Puring the interviews with managers and others one question asked has
alvays been "Have you amy difficul tiee which result from the present management

organisation?"

1t was significant that everyone hod mere than one difficulty. The
following is a selection of difficulties wvhich were repoated mere than once)

- "I camnot get experiemced staff."



~ "There is difficulty in getting managers and supervisors'

- "I have too many activities to co-ordinate effectively."

- "The factories are always late in giving me the necessary information.’

- "There are problems in co-operating with other companies on large projects.'

- “There is no co-ordination of product development or technology development.”

« "I have not got sufficient control data."

- "Distribution of profit for personal income is no incentive to the work people
to increased effort."”

- "Distribution is unfair and does not relate earning to the amount of real work
dene. "

- "I am not completely clear about my responsibilities.”

- "Cooperation between different factories and some departments is not good."

- "There is not enough money self-generated and credit is difficult.”

The above 1s by no means an exhaustive list,

Apalysis of Current Problems

The main features of the present management organisation which give
rise to those and other problems and difficulties and which result in less than

optimum control of the Company as a whole are as follows:

- The span of control of the General Manager is too wide to allow him to

coordinate all activities as he would wish.

- There is division of responsibility for making financial arrangements with
customers, for quoting delivery dates, for some aspects of purchasing, for

loading up factory capacity and for arranging credit,
- No one has ultimate authority for selling prices.

-« The incentive to become a senior manager or director is not strong enough, with
the result that the average length of service of the 20 senior executives is only
2] years in their present appointments. Top managerial experience in all
positions is therefore less than normal as compared vith similar situations in
the U. K. and elsevhere.

- The average length of service wvith Bjuro Djokevi€ of the top 130 senior execu-
tives is 17 years and only 30 of these have boon with BD for less than ten years.
There have therefore heen few nev ideas contributed to the Company frem ather

areas and experience,
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- The selection of executives .& carried out solely by the Management Board.
Senior executives therefcre have little or no part in the appointment of their

subordinates.
- Forward planning is ocn the basis of volume of sales revenue rather than profit.

In addition to the above points perhaps the most significant feature of
the current management organisation is that decentralisation (i.e., the delegation
of authority to factczies and allied depart-ments) has gone beyond the point where
it is beneficial for the Cocmpany as a whole. This has resulted in the following

undesirable features:

- Any factory can load up its total capacity without regard to whether or not

this will benefit the Company as a whole.

- Factories can subcontract work outside Djuro Djakovié whilst other factories

within may be short of work.

- The economics of & large scale organisation are lost, e.g., there is no coordina- |

tion of purchasing and standardisation of materials. \

- Dire-tors of Factories and Sen-cr Managers are motivated to optimise results

in their factories or divisions at the expense of the enterprise as a whole.

- There is a prec:cupation with the allocation of overheads and inter-factory

pricing which brings no advantage to the enterprise as a whole.

) tioge for rove ,
In establishing the changes in the management organisation mecessary
to improve control of the Company and to lay the foundation for the next phase
of development, the main factors which were takem into consideration were as

followey

- Decemtralisation of authority to other factories should be modified to eliminate
the disadvantages listed earlier and at the same time preserve the desirable

features of such an orgamisation as far as possible.

- Spams of comtrol of semior executives should be reviewed to improve management

effectivenens,
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- As many as poss:ble of the activities and functions should be grouped together

according to homogeniety of objective and purpcses served.

- Considering the difficulties outlined in Section E of this Report dealing with
the Sales situation and with increasing competition it is desirable that the

position of Sales and Marketing should be strengthened, '

- With the increasing size and complexity of customer requirements it is desirable
to co-ordinate and strengthen product and technological development functions,

and to strengthen the engineering function in general.

- With materials for production accounting for about two=-thirds of all expense,

control of all aspects of material procurement and use should be improved.

- The importance of satisfactory administration of the staff and workpeople should

be recognieed by a strengthening of the personnel function.

- Improvement in conditions of service of directors, managers and other executives
is required in order to provide the environment for a more stable, well motivated

management team.

-« Modification of the method of distribution for salaries and wages in order to
provide the conditions for successful coordination of the activities of all
factories and to provide a more direct incentive for the workpeople.

It is understood that the following possible developments are also under
discussion at present and they have accordingly been taken into consideration in
revising the management orgamisation:

- The centralisation of plate cutting and allied operationms,

- The development of TD8 to include the fitting and assembly of certain wmechan-

isms, e.g., gearboxes,

- The developwent of mew production in Electro Pogon both in volume and diversity.

- A imcrease in the volume of busimess in '"turnkey' projects,
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The recommended main improvements in the management organisation for

Djuro Djakoviﬁ are therefore as follows:

- The appointment of a Production Director who would be responsible to the
General Manager for overall production plans and their achievement for the

company as a whole.

- The appointment of a Production Controller who would be responsible to the
Production Director for maintaining control procedures for all production

functions and for providing the link between the Sales and Production functions.

- The appointment of a Materials Manager who would be responsible to the Production

Director for all aspects of material procurement and use.

- The appointment of a Management Services Director responsible to the General
Manager for the provision of assistance and advice throughout the Company on
the application of modern management techniques. In addition he would be

responsible for all aspects of Quality Control.

- The strengthening of the Marketing function including appointing a Marketing

Director responsible directly to the General Manager.
- The appointment of a Technical Director who would be responsible to the
Production Director for engineering research and development and allied

functions.

- The strengthening of the Personnel function including making the Personnel

Director responsible directly to the General Manager.
- The grouping of all aspects of finance and costing under the Financial Director.

- The merging of TDS, the Foundry and ''new" work from the Maintenance Department
(with the exception for the time being of Electro Pogon) into one Division.

A review of the salaries for all posts in the management.
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- The delegation to senior executives of the authority to appoint the members of
staff of their own departments (with confirmation in the normal way of the
Management Board). This 1s a most important principle as it encourages a
corporate spirit within a department which is essential for optimum operating.
In the same way the more junior executives in a department should have a

similar opportunity of selecting their own subordinates.

- A review of the method of distribution of salaries and wages.

An outline of the proposed new organisational structure is set out in
Appendix D - C and outline terms of reference for key positions are included in

Appendix D - D.

Benefits arising from Recommendations

The benefits arising from these recommendations are as follows!

- A move away from the divisional form to a functional structure is generally

recognised as providing the most powerful form of managerial and technical

team.

- The number of Directors and senior managers reporting to the General Manager

has been reduced from 13 to 5. This will allow & much more effective co-

ordination of the principal functions.

- Co-ordination of all factory and allied activities by the Production Director
with the help of the Production Controller will facilitate optimum utilisation
of all facilities and resources for the benefit of the Company as a whole.

- The new appointment of Technical Director will provide co-ordination of
research and development of both technology and product and will lead to &
more effective use of the facilities provided by the Institute.

- Co-ordination of all financial and costing activities under the Financial

Director will provide a closer control of finance and of the arrangement of
credit.
- Centralisation of all activities in which material is involved will enable

substantial savings in material cost to be achieved. In this connection it
should be noted that every one percent improvement in material utilisatien

would save 2.%0 million N.D. every year.
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- The appointment cof Contract Managers responsible to the Produrs:on Cont:rller

will previde improved control for large complex prejects.

- Corporate planning will be more effective as the Genmeral Mamager will nuw be
supported by the minimum number of Semior Directors each im control of hix own

function.

Implementgtion
Although all the recommendations for improving the Company organisation

are i1ncluded in this report and termsof referemce for the main appointmente« are
set out in appendices there is necessarily still a considerable amount of
detailed development work to be undertaken before the mew structure can be
successfully implemented. Not the least of the problems is the selectiom of

executives for the various positione.

Detailed responsibilitess must be defimed for all semior jobs withim
the structure, numbers of staff required established, utilisation of office space
planned and outline procedures drafted to cover the main fumctions and activities

To a considerable extent these tasks limk very closely with the
implementation ¢f the Menagement Development amd Training recommendations «et
out in Part G of the report and the two projects should therefore b implomented

as a vhule,

For completely effect ive implementation the gemeral experieme i+ that
outside consulting help i: desivable and in this case vould best be provided by o
joint team from CIOD and P.A.
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OUTLINE TENS OF REFERENCE

This appendix lists outline terms of reference for the following key

positions in the proposed management organisationt

General Manager

Marketing Director
Production Director
Financial Director
Management Services Director
Personnel Director
Technical Director

Factory Pirector

Production Controller
Materials Manager

Gepersl Manager

The General Manager's responsibilities can be grouped under two
main headings - Planning Functions and Operating Functions.

cti )
To establish objectives for the Company and to ensure that these are
communicated to the senior managers and executives.
To ensure that the most profitable use is made of the Company's
human, financial and material resources.
To lay down overall financial policy with particular reference to
return on capital and the overall trading policy.
To determine and review long-term development plans and capital

budgets.

Serating Punctiss rele

= Te contrel the day te day eporations sf the Cempany within the pelicy
agreed by the Kelegij.

= Te onsure that general factery and departmental budgets are prepared.

= Te consider the recommondations of the Sales Directer and te decide
after consultation vhich majer engquiries sheuld be pursued.

= Te consider the recommendations of the functional directers and te
docide on the final mahoup of major tenders and quetations.
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m;kgtim Pirector

- To plan, direct and control all activities concerned with the marketing
and selling of the Company s products both in Yugoslavia and in other
countries, within the framework of the Company 's general policies in
order to achieve the financial target. '

- To define and recommend the most suitable markets in relation to the

Company ‘s physical, technical and financial resources and to keep this

under continuous revtew,

- To plan and administer the necessary activities for maintaining
continuous contact with and information about the purchasers and users
in the Company's markets.

- To be aware of the latest and most economic technical ideas and
developments in the Company s main product areas in order to be able

to suggest new design and other features to potential customers.

To recommend the overall marketing strategy to the Kolegij.

Production Director

- To ensure that an overall production plan is drawn up for the Company

as a vhole, that progress against the plan is regularly reviewed and
that prompt action is taken to correct variances,
- To ensure that the activities of all factories are effectively (ve-ordinated
and that all production resources are effectivelv utilised for the
benefit of t he company as a whole,

- To review the productive reaources and make recommendations for their

improvement.
Fipancisl Pirector

- To .o-ordinate and administer as an integral part of management a
plan for the financial contrel of the Company's operatisns. This
sheuld include profit planning, progremmes fer capital investing and
financing, sales forecasts, expense budgets, cost standards and the
provision of financial infermatien fer the make wp of tonders and
quetations,

- Te compare performance with eperating plans and targetst te vepert
and interpret the results of eperations te all lovels of managousnt
and to initiate actien te impreve results.

-« To fermulate accounting and cssting pelicios, standards and proc odures |
te prepare financial statements and maintain bocks of account and te

direct internal auditing and (ust centrel,




> To make recommendations and provide assistance and advice throughout
the Company on the application of wederm management techmiques to all
managenent functions and activities, These techniques 1nc lude method
stedy, work measurement, factory layout plamming, planning of huildings,
aperatiunal research, incentives, organisation and administrative
wethods review, use of netvorking and medels, application of (omputivs
and Job Evaluation

e To comurd mate the management training and development progremme

throughout the Company
e To be directly respcnsible for the quality contral fumction throughout

the Company

f. Dxiasamel Rixesisr

= To advise the lioneral anager and Bologi) wn salary and wvage otrw tures,
productivity agreements (in conjumction with the \anagenent Services
Director) and conditions of verhing and caployer relations.

o To comtrel the recruitasnt, selection and 10durtion of stalfl and
verhpeepie

e To bo respumsibie faur tivi) Defomee, Five Brigade, Wail, Necur:ity,
Cloaming, Bretaurant, rempam hewses, (Linic, Arbitration, end the

Company wevopage

. Inshoasal Buse: Ast
ot br respumerbie four all teriBico) and @ocigh aepocis of the ' cupamy
Mlivities 1 lwding resoarrh ond dove i agment
e lo BRi0IRIN 1ontat wilh the IRt itute aRd wi 0B Procared o oy ity
6 goaeral buth vithin the induetry and cleoulnre and apply veribebile
Govolagmonts 1o doeign, te anterial: ond ruupuRont: and ¢ werd 10 the

fortariee

o To 10101000 and diroct e wiivitioe of cammittors cotabl i ohiod io
tecatdinnie proagramme: ol ptofin ¢ Govo lagmett and 164 MBe | ugy
dove ) agmon

e s be voepuieiBic Tut e oslBic 0l Qagoeis of liromne 00 FARGErEsSS ¢

o te bs rocpumeibio fur e LoshBic Ol Sapoete of WD pres semmet and
‘B e iani@g +! Bee plapt e and cquigEPOe
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h. Dastarx Rirscisr

= To co-ordinate all the human and physical resources within the
factery in order to ensure that agreed production programmes are
achieved at lowest passible cost and on schedule.

J Draduciion Contrisllsr

. e« Te maintain close linisen between Marheting and Production
dopartment &+ seo that mamufacture is in accoerdance with Marketing
. requirement » and Marketing policy is formmlated vith due regard to
Preduction capacity.
. e To assist the Marketing Department in the quotation of delivery
dates from an adeguate hnowledge of forward commitments and to provide
' a position repert on an order guickly in responese to a customer's
Wery.
. e %o onoure that dravings, teels, jigs and anterials together vith
cloar and adoquate vorking instructions are available when needed
. at the right place. ;
e To comtrul stochs of matorials and finished parts vithin econemic |
liette compat ible with availability. ‘
. e Te previde a Centrel Statemont vhich reveals how the preduction plan
is boing rarried sut at sufficiont froguoncy for any mecessary
. attion (o be offective,
e %o be respencible for cocaporation vith other factories, contrel of
. ® spare paris pragramme and the activitios of Contract Nanagers.
!
'

ol Entacials lnsasa:

e Te snsure that e right amterials and bought=in parts and compenents

are availabie in the factorios vhon reguired.
e To tabe action 1o obtatn the bost prices and diccounts for osugplios

ond te adiBinister all steves of antoriale and parts. {
e To 0o Girortly roapansible lor rocordinntion of a value analysis

pregramms , wnete centvel presedures and he aow plate cutiing section,
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Surreat Situatien

Currently the Sales Director is responsible te the Pirecter eof
Engineering for the preparation of estimates, of all aspects of seliing the
Company 's products, for sfter sales service, for advertising and premotion and
warshousing and delivery to the custemer. In addition he has reperting te him
the Company's representstives lecated in offices in eight major towme in
Yugeslavia. Representatives in the offices locsted in Berlin, Prague, Budapest,
Dusseldor! and Moscow report direct to the Birecter of Emgineering.

The main activities of estimating, pricing and marketing are carried
out by five separste departments under the contrel of a Boputy Sales Pirecter.
These departments deal vitht

- TIndustrial Mguipment (TOP1)

- Pewer Plant (TOP1)

- Lecemstives, vagons and trains (W)
- Ascombly

« Steel Strurtures

Mach dopartment werhs quite indopondentily and there 1o only the Sintem
of sales coe-ordination frem the peint of viev of the Company as o vhele. The
cstimating function ales is docontraliseod and corh dopartmont hae ite owm partice-
lar precedure. Fstablishing a price is a joint precedure (avelviag factorios o
well as sales dopartmonts. Ne one onccutive has final autherity for pricos whied
amet bo fined by mutunl agreecmsnt botweon salss dopariamsnts and fartories.

The factories thomeelves cach have their owm tndividua! set iamiing prove-
dure and since (L 1o undorstoed that abeut half of all contracts invelved amre
then one factory there is considorable scape for orvere, invencictions ioe and long
dolayes in mahing & quete (o o rustamer,

MNe figures vhieh wo wore provided vith choviag on anslysie of all con-
trecte cigned over the last three vears shoe o distarbing overel! trond. WNw
dotailod figures are sot aut (n Appondia & - A tmt ey can o cummnrieed ae follows
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and 1979 14 ran be oo that the 1apreting t0end 18 18] alee svidont 10 the
trading *tatensnt (Sectian | ol Wis ropert) will ant rentioue wd thet 10 Foe !
Were 1+ & cape idorabls calee prublon ol thuugh 1t 1o fair to v et 10 e
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Marheiing Scaanisaticn and Iraining

The present organisation of the marketing and selling function provides

for only the minimm of co=ordination from a Company point of view, There are in
effect at least cight separate sales policies in operation - for Industrial
equipment , Power Plants, Locometives, Assembly, Steel Structures, Machine Shop,
Maintenance, New Production and the Foundry - wvhich makes the implementation of an
overall Company sales policy very difficult if not impossible.

As part of the implementation of the proposed management organisation
therefare the activities of these departments sheuld be analysed in nome detail
and then refermed in such o way that the Cempany as a whole becomes more marketing
arionted, so that nverall company policies can be established and decisions taken

in light of tetal anrheting considerations,

A positive, arganised sales effort mmet be develaped and this wi il
dopond upen the igplomentation of the new sanagemsnt structure ond the definition
in rampletely rloar terme of the dutios and respensibilitios of all members of
ctaff. 1t 1s alse i@purtant that training and developmont pregremme s be arranged
for all seabers of ctaflf (soe Section 6. ),

in dovelaping the nes anrhet ing organisation the rele of the regiounal
calos affices shanid aleo e recesanined as there are indtcations that (ecardinnt ton
of she aarheting activitioe of the regiamal wlficos and of Bead Mffi1ce i net
camplotely sfferiive. Al aepocte of the use of regional offites shauld be
onnliyeod ioe luding oo acscecmmnt of total rest invelved and the contribution
Whieh thoy anbe 1o the (ampany'e prefit.

furrsntly thore ic anly o @tntaun of rogularly produced cales statictive
Bich con s ueed fur tuntrel purpases and 0 gonsrel there 1o a lach of the

Enohoting (alermntien asrsccnry fur the ootabl i chmsat of realistic salee pulicios
ond Smdgete.

Me @rbot rocsnreh tunction chauid bs strongthonsd and foranl pro-
codinoce ot Q@ 16 «rdss ‘o ERINGQIG runt iERERe raRlaet with and inferant ian sbunt
e pueshnsee ol weste (o the Company s amtets, (o edditian the nrbeoting
B osc tar unid b bopt cente of the latest idvas and dovelagmont in e
Compuag '« @ie prudie ! stoune in sodes 1o Be obic 1o auggeret wev G50 ighe and »the
fontass: Lo prioniial cuetummie.
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Further investigation is therefore needed in order to establish the
sxtent and type of market information required and to determine the minimum
statistical information necessary for effective control of all aspects of marketing.
The procedures should be developed in such a way that the sales and marketing
activities in connection with the various product groups can be closely co-
ordinated within the general framework of an everall Company marketing policy.

This is particularly impertant in the case of the estimating and tendering

precedures.
The 1970 advertising buiget was ae fellews:
Nax Disars
AMvertising in mgasines 40, 000
TV and redio NOO , 000
Prometional Litsrature 190,000
Gifts 200 , 000
Trade Fairs 690 ,000
Tetal 1,680,000
GEE——

Mis reprocents loes then ¥ of the sales valwe of production but because
of & poor prefit result ia 1970 it vas sere than feur times the wet prefit before
tas. In 190 vhen a recsenable prefit was achioved the afvertising budget con-
stituted off of the net prefit befere tas.

taamination of the veriews items of advertising cnpenee show that they
ove repoated (rem ome year to the nent with little change. [t is ovident therveofere
shat thore should bo o remplote review of the varions types of edvertieing onpen-
ditere and on oveluntion of their cost-offoctivomoss oo for ae poseible.

Mtb-.u.thnquOQdummnwt‘m'o
ange tn gooorel. e o copotialily se comsidoring the growth in sive of the
COnpany over TOSent years and in viow of other Govelegmpats, 0.§. she veocont EerQget
with Goen.




Breduct Develogment

The amount of money spent on the development of new products has
decreased annually over the last four to five years and in 1970 at ahout 400,000

Nev Dinars represented less than 0.1% of sales value of production.

Currently there is no formal organisation for product development and
the roles in this activity of the Factories, the Institute, the Design office and
the Marketing Department are not defined. It is not surprising therefore that
product development is not keeping pace with the requirements of a changing market.

The recommendation in Section D that the new appointment of Technical
Pirector should include responsibility for the co-ordination of product development
will provide the opportunity for the function to be developed in a controlled,

effective manner.

Smmary of Cenclusiens on Marketing

The present organisation of the sales and marketing function has helped

the Company to develep its potential fer supplying cemplete process plants. It
has alse predadly had the effect of incrsasing the sales ef steel structures.

The relevant figures of centracts signed for the years 1968 and 1970 are:

ﬁ L Millions of New Dinars
# 1968
|-

ToP1 - Powver Plants 5.3

ToPl - Industrial Bguipment 0.0

ﬁ - Steel Structures 2.0

Nevertheless, the everall tetal centracte signed have falled frem 9.3
te #94.9, i.e. by almest V0¥ over the same poried and this situation, couplod vith
resulte of the prelimimary investigation alrendy neted, indicates that a mere
dotailod invectigation of the marketing function sheuld bo undoriahen in the

felloving main aress!




Organisation of marketing fumction

Marketing procedures, particularly estimating and tendering
Training and development of staff

Market Informmtion

Statistics and centrel procedures

Mivertising and premetien

Preduct Development
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Current iy furthe: changes are planned or are under consideration as

follownts

Y will b woiommndated 10 B ldings Nos. W, 87, 110 and 115 and Vit 117
and 118 whith are current iy undet ronstruction,

TOPl 1« Meing cypanded 1n the S B, corner of the Works area.

™e lLighter machine tanls an the TR divicion will e concentrated an i lding
No W when the mese of TSY ha< boon «ompleted.

Plate cutting, foming and allied operutions from the T’\. T and TOPY Tuitaries
and (ram the Purihncing Bopattment any he arrged 1nte one departaent and [ocated
on the sast side of the Bothe aten 1n the vicanity of Beridings Voo, 2 and W

foncideratiaon of these planc and propocal . and of the general tavout s of

the Warbsc aren amd »f 10 varttouns Tartury ildings tnisec o naabe: of quect 1one

te the Brect nee Bring made of the Burbec atva ¢ o whaie? . g Accombily Pre-
proguratinm 1c rurrently carriod et 1n the area te the sact of Bniiding

S 1 Thie aren 12 volwable tn oo mueh s 1t s weat the centir uf the Berb.,
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e Mnaildines sad Plani

Apart frew the Slavenchi Partisen vorbobep e buiidings hare all been
constructed since the war and are in good condition. Mail acrens 1c sarnlliont ond
& nev access road (s planned.

™e buildings have ne major disalivantages although it 1. wnv being
found that for some types of production they are tee mart o .

Mere are currently 77V itoms of plant 10 wee of which abuut hail
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Appendix ¥ - 1

1

Value of Orders
ere iv s late on lst May 1
P Value of Orders
actory
in 000's N.D.

T.S.V. 154,200
T.0.P.1.

Energy 15,994

ind, Equip. 14,870
T.C.K. 1,012
ASSFMBLY 1,965
Total 188,041




G - PERSONNEL, DE!ELOPHENT AND TRAINING
Current Situation

The Personnel Department

The personnel function is currently carried out by a Personnel

Manager who is responsible to the Manager for Administration who in turn reports

to the General Manager. This most important function is therefore not strongly
represented in the organisation and recommendations to improve this situation

were made in Section D of the report.
The Personnel Department is responsible fori

Supplying personnel statistics and information for the company yearly plan.
Providing the necessary personnel by recruiting from other Factories, from
schools, and by re-training and subsidising students at University.
Preparing the annual financial personnel budget for the Workers Council.

The introduction of new members of the Company to their duties.

The employment of the School staff and the development of relationships with

other educational imstitutions,

Numbers Fmploved
A summary of the number of direct and indirect employees together with

the total vages and salaries of each factory and department as at 3lst December
1970 is as follows:

Numbers Fmployed
General Manager (with Economics Dopt.)
Fngineering Department
Purchasing Department
Finance Department
Administration Department
Investment Department
Total: Staff Departments




Factories: Direct Indirect
TOP1 508 383
Tdv 537 283
TCK 217 95
DS 222 138
Assembly 1,033 432
Slav, Partizan 305 117
Foundry 117 34
Maintenance a1 109
Total: Factory Staff 3,316 1,591

The numbers employed in the various factories and departments on
Ist March 1971 by qualification grade are set out in Appendix G - A. Definitions

of the grades concerned are shown in Appendix G - B,

Wages and Salaries

New Dinars per Month

General Manager (with Fconomics) 72,043
Engineering 2,232,765
Purchasing 229,211
Finance 197,894
Administration 184,600
Investment 38,445
Company Staff 2,951,968 ND
TOP1 938,930
TSV 861,399
TCK 382,151
DS 391,872
Assembly 1,153,738
TSOP 436,305
Foundry 154, 545
Maintenance 831,871

Factory Staff 5,121,041 ND
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The wage structure is dealt with in a special Appendix, G - € to this
report, which was prepared by a specialist in wages distribution from (10D,
This appendix recommends a complete review of the current system and there is no

doubt that this is urgently required.

Many statisties are available indicating & considerable numher of
unjust anomalies. There are many cases of earnings varying by 50% to 100% or
more for practically identical work and this is bound to have an adverse effect

on morale and productivity,

There is a points system based on a form of .Job Evaluation and this is
used in calculating salaries and wages. Fach factory and department however has
its own individual points formula with the result that there is no overall

control of job classification and this further distorts the anomalies,

Factory Labour Turncver and Recrujtment
In the twelve months to Jlst Devember 1970 1,082 employees left the

ompany and this represents an annual rate of about 26%. The equivalent figure
in 1969 was 18%,

It is understood that part of the labour wastage is accounted for by the
transfer of employees to Germany and by the movement of casual labour employed
on outside erection. Despite these factors the probability is that labour turn-
over is excessive as the national average figure is less than 3%, This normally
indicates a general dissatisfaction with the conditions of service - one of the

ma jor factors being wages and salaries,

The replacements for employees leaving the Company were recruited from

the following sources and this was reported to be typical:

From Schools 410
Workers trained at lnstitute 170
From other factories 300
Part time Assembly workers —200

1,180

The pattern of distribution of employees by age is as follows!



Age K TOPT Maintenance Total

Years excluding
Germany

up to 25 26% 29% 21% o4%

20 - 35 20% 325 27% 31%

36 - 40 17% 17% 22% 199

41 - 50 31% 18% 23% 214

-5 | ¥ 3

5 - 60 2% 2% 2% 2%

The high proportion of relatively young employees is apparent
and this normally raises problems of limited experience, lack of discipline,
difficulty 1n maintaining the required quality standards and difficulties 1n main-
taining a consistently high level of productivity. Discussion with factory

management confirmed these views,

Currently ne training is carried out in the factories and there 1s an
obvious need for such a programme, It is recommended however that such a pro-
ject should be postponed until the new management organisation has been imple-
mented, new administrative procedures installed and a new wage structure operat-

ing satisfaciorily.

Management Statf

Analysis of the age pattern of the senior 130 members of management

~taff gave the following patterni

Age Percentage
Distribution
up to 25 1%
26 - 30 2%
31 - 35 19%
30 - 40 29%
41 - 45 21%
46 - 50 11%
51 - 35 7%
56 - 60 11%
abuve 60 1%

A distribution curve is shown in Appendix G - D.



This age pattern is much more satisfactory than that for the factorie-
and shows that a majority (70%) of the management staff is between the ages of
30 and 45. There is a second peak in the distribution curve in the age range 55
to 60 and this indicates a useful body of experience to balance the more

youthful enthusiasm of the younger group.

The proportions of the senior directors and managers in the different
qualification grades are set out in Appendix G ~ E. this shows that about } of
the senior management has been given engineering training and it i: considered

that this ts the minimum proportion for a company of this nature,
A more disturbing feature however is the distribution pattern for
length of service with the company (shown in Appendix G - D) and length of ser-

vice in the current appointment.

Only 15% of the executive staff have had less than ten years service

—_—

with the Company and this means that there has been the minimum infusion of new

1deas and experience from outside the Company. b

The average length of time spent in current appointments is only ahout
23 years with only two executives having had mere than three years. At director
level there have been four directors of the TCV factory in the last five years,
four of the TOPI factory 1n the last six years and two of the DS factory in the

last two years,

This mobility of senior management personnel is most undesirable asx 1t
inevitably leads to lack of continuity of policy and uncertainty on the part of

the staff and labour concerned.

Recommendations

A major recommendation, set out in Section D of the report, is to
strengthen the whole Personnel function of the company and to have it represented
at a high level in the organisation structure. The further recommendations

which follow should be the main preoccupation of the Personnel Director.

Many of the problems in connection with personnel stem from the fact
that conditions of service are not sufficiently attractive, and in particular

because the salary and wage structure although sound in theory is unjust in

practice,
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The following changes are therefore recommended:

- Wages of all personnel, both staff and factory personnel, should be based on
one carefully controlled system of Job Evaluation. This will have the effect
of establishing realistic and equitable differentials between all groups of
occupations,

- The actual level or earnings should be a constituent part of the Annual Plan
and percentage increases should apply to all grades equally.

- A sound based system of work measurement should be introduced as outiined in
Section F - Production so that all production activities can be measured u<ing
a common unit of work, Such Work units can then be used for establishing work-
shop capacities, for loading and unloading of workshop sections, for costing and
estimating and as a basis for an equitable incentive scheme for the workpeople.

- A programme of management and supervisory development and training should be

introduced for all grades from chargehand to Director as outlined below.

Management and Supervision Training

To be effective management training must be a continuing programme
fully integrated with the Company's development plan and geared to each individ-

ual manager's and supervisor's own area of responsibility.

The first step in such a programme must be to implement the new manage-
ment ovganisation so far as the top structure is concerned. The succeeding steps

are then as follows:

a. Job Specifications: These are prepared for each job in the organis-

ation structure and show:

Job title

Superior job to whom the job reports
Subordinate job controlled

Main purpose of the job

Major duties and responsibilities
Limits of authority

Duties and responsibilities are clearly defined in quantified terms

where possible.




b,

The -Joh Specification for a Manager together with the Company'-

policies and objectives appropriate for the level of Manager enable

Key Hesult Areas (K=-R=-A8) to be identified. These are aveax of the
Manager's joh which require effort on his part and which have a ~1g-
nificant effect of the Company's profitability. Quantified targets« with

a time scale for each KRA are agreed with the Manager.

Performance Plgns: The KRA and agreed targets are recorded on perfor-

mance plans: and contreol statements (weekly or mouthly) ave =et up -o
that the manager can measure his achievement against performance. lhe
superior monitors his subordinates Control Statements and suppliex

advice and assistance as necessary.

Performance Heview: This is a formal meeting (normally annual) hetween

the manager and his superior at whichi

- The past year's achievements against targete are reviewed.

- Personality traits and difficulties are discussed,

- Training needs to be satisfied next year are identified and action

planned.

- KHA- and targets for the next year are agreed for inclusion in the

performance plans and controls.

In the preparation of Performance Plans and in the Pertormance Heview
the manager's training needs are identified and discwssed. \Action 1>
started to ensure that the needs are fulfilled in the fotlowing

period,

Mapggement Trajning

Two distinct aspects of Management training are recegnised:

lndividgual - the development of the individual manager :n the manager-
ial skille required to perfoerwm the job,

Teqm the development of the managers a= a team verking tegether
to achieve Company ebjectives,




Vst o~ given by

- tann-t HLiug by the managei's superior, especially thrawh regulai

teview ol the managet' = regular contirol statements,

Poogeot - individual and group - to be completed by an agreed date,

lutesunt classtroom tralning.

Patesnnd Cla-srvom tiraining.

fne Personnet Mrector <hould he responsible for the admnistrative

procedures required for the training and development programme,

I cannet bowever be over-emphasised that 1t is vitally impovtant for
all -etmian and middie managers to understand the training and develop-

went ~cheme and to participate actively in it.
b} meoagoment must reate the nece-sary climate for the programme
and cvets nmnuger <hould be made respensible for the training and

devebapuent ol hi- suberdinater a» well ax for their selection.

e ompleasntation phase of the project at Dure Dijakovi¢ should lay

: . b e ageat ot tratming, employing the four methods li-ted ahove

. i adered that coun-elbiug by the consultant- 1n co-operation

O apr e 0 woudd e the must effective type of traiming. A=
v At e Ut vauaet s rentiol statement would be the hasis for regular
S the o ulTg ttement w ll -how, tor each key tacrtor under the control

Vothe e oagt e e Liaal peiluimance compated with target, Reaxon- for variances
wot oot waidld e jdent il ied and discussed with the managet and the action
Ceded 1w cmpioave peiteormmne e would he agreed tougether with target dates for

fak g s h e bran piey o=y agreed weuld be menitorved,

Liom 1evioe meeting: su i &= the abuve and from Kelegij and other

Cie et mes, The weed tan b idwal end greup special mauagerisl projects

at e fai e v should be giver by the consultant- a- to wave of defining
Piee b tes i atd aethede logy ul il prejects, =etting target dates, menitaring

st atd piepel ng and presenling project repatts,
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The inrternal seminats which should bhe conducted would be of three
main type-3
4. to imtroduce and explain the objectives and mechanisms of new systems

and snhb-systems to be installed, e.g., cost and selling price estimating;

tactory productivity -~tatementsj

b 1o sn=liact vallous groups 1n principles of management and supervision
1 structared classroom courses. (Typical topics for a seminar for

svpervi-ors are given in Appendix G -~ F.)

<, to trarn 1n the relevant management techniques the members of Djuro

Djakovic ~waff who will be working full-time with the consultant-,

Fxternal classroom training for practising managers is undertaken by
“atiou- badies 1o Yugoslavia including the Zagreb Institute of Productivity,
these couc<es cover specific management techniques and functional areas and a
programue sbould be drawn up covering attendance of appropriate courses by line

and ¢talt mabaugers of the company.
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Appendix G - B

Qualification Grades

tion Ipvolved
b or 5 years at University.
Diploma in EKngineering, Law, Fconomics,
etc., equivalent to UK degree,
Total of 16 to 18 years education.

2 years at University. No diploma

otherwise as VSS, 14 years education.

Secondary School to age 18 orl9,
Usually technical course. 12 years

education,

Primary School to 15 years of age.

8 years education.

Primary School plus 3 years technical
school plus 3 years practical course

in factory followed by

Primary School plus 3 years technical

school,
Primary School plus 3 years practical
work in factory - provides qualifica-

tions recognised only by the Company.

Primary School only.
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SYSTEM  OF  PLANNED MANAGEMENT _ AND CONTROL

The Sector for Economics is responsible for overall company planning,

whilst the actual planning is then the responsibility of the working units. The
basic company plan is made on a yearly basis, and the monthly operative plans
and production plans are being made by the working units, There is also the frame-

work of a five-year plan. '

The essential shortcomings of the existing planning system are as

followss

the targets are not sufficiently clear, fixed and analysed

- necessary action for the achievement of the plan is not planned

-~ the system of plan control is net satisfactory

- the existing method of price and cost planning is obsolete and does not give
gsufficient information to take decisions

-~ as there is no production planning there is also no operative planning for

other functions.

Recommendations a

In order to improve the system of planning it would be necessary to

undertake the following!

- & revision of the system of planned management and control, including in the
new system: programming, long term plans, yearly plans, and plan contrel,
business analysis, reporting and decisions.

-~ The system of planned management should answer the following questions:

What is being done? - Why is it being done?
Who is doing it? - How is he doing it?
When does he work? - Where does he work?
How much does he work? - Who is he working for?

Conclusion
The system of planned management must be worked out and implemented in

accordance with the general progress of the organisation and functioning of the

Company,



INTERNAL DISTRIBUTION

Ai

The system of internal distribution should be such that:

it safeguards the investment of business funde required for the optimal

development of the company

- it contributes to production increase and therefore to greater success of the
company

- it makes possible a just distribution of personal income according to the

amount of work done.

- it ensures equal personal income for equal work done.

The existing basis of the system of internal distribution caters for
the mentioned aims if properly applied but it is the present method of organis-
ation, planning and control, as well as the allocation of charges, which has

lead to anomalies which result in the following:

t

investment into company funds is not adequate to cover the needs and principles

of distribution which regard income as a function of work

- some working units wrongly appear to be more efficient than others so that
inadequate information makes correct decisions impossible

- certain working units have a privileged position regarding the market and this
fact reflects on the personal position of the werking people in that unit

- same working positions and same work may result in very different personal
income in different working units (even 50%) which has a destructive effect

- the same type of work is evaluated differently at various times and in various

working units.

All the above mentioned has brought about, in conjunction with other
external and internal factors, a tendency to decreasing income which in turn has
brought about difficulties in distribution according to the principle of work

performed.



o

Recommendations
In order to accomplish the aforementioned aims of the company we suggest
that a system should be developed which could:

- ensure the distributiom of income in such a way that one part would go towards
an increased material basis of the company and one part towards personal income
depending on the work performed by all the members of the collective

- ensure funds for an increased material basis of the company in accordance with
its long term policies

- ensure a distribution of personal income as a function of realised productivity
of the organisation as a whole

- ensure that personal income depends on individual contribution towards common
success

-~ ensure that analytical evaluation of jobs gives them parity for the whole company
so that the same standards would apply to the same jobs and that there should be
a just graduation among different jobs in the whole company

- working units should be formed in such a way that they represent real units
technologically and economically

- ensure equal starting point for earnings for all working units

- for special work and individual results of work which cannot be measured and
the results of which shall be realised in the next period there should exist

special regulations.

Conclusion

The system of internal distribution must be planned and implemented in

such a way that it furthers the organisation and economics of the company.



AGE_AND SERVICE DISTRIBUTION
CURVES OF TOP 129 DIRECTORS

R‘::ege No
a|Up$5 ]| 1
b| 26-30 3
c| 31-3| M4
d| 36-40 | 37
e| 41-48 | 77
f| 46-50 | 14
g| 51-55 | 6
h| 5-60 | 14
j 1

|
a| Upsd | 4
b{ 5-8111
¢t 9-12 | 2
d| 13-16 | 29
e| 17-20 | 2
f| 2-24 | 12
g| 5-2 |10
h| 9-32 | 7
j| 3-3% | 7
k| 39-40 | 8

AN R

104

AGE CURVE

104

a b ¢ d e

f

Appendix G - D
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Appendix G - E

Senior Management
(by Qualification Grades)
VSs VS SS NSS 1 VKV KV
Eng. | Other

Dep. and Asst. G.Pﬂ. 1 1
Fngineering 7 7 3 2
Economics 1 2 1 i
Purchasing 2 3 1
Finance 1 2
Investment 2 1
Administration 1 1 1 !
TOP] 6 1 1 1 3 1
™V 6 1 1 1 5
1K 2 1 1 3 1
Assembly 2 1 5 2 1
™S 2 1 b 3
Maintenance 3 1 1
TSoP 2 2 1 2
Foundry 2
Institute 8 2

Total 42 21 22 17 2 18 7




10,
11,
12,
13,
14,
15,
16,
17.
18,
19,

21.
22,
23,
24,

cal Semipar for S s0rs

t of Topics

Co-operation with other Departments.
Self-improvement.

The Foreman and Technical Contrel.
Personnel Policies.

Keeping Superiors and Subordinates Informed.
Introducing Changes.

Inproving Relations in the Firm,
Induction of New Employees.
Development of Understudies.

Getting and Maintaining Discipline,
Problem Workers,

Building and Maintaining Discipline.
Giving Instructions.

Absenteeism and Labour Turnover,
Planning and Programming Work,
Keeping down Production Costs.
Handling Complaints.

Suggestion Schemes.

Accident Prevention.

Good Plant Housekeeping.

How to win Respect,

Organising the Day's Work,
Controlling Paper-work,

Employee Pay Problem.

Appendix G - F




H - PROGRAMME_OF IMPLEMENTATION

Based on the information supplied to us during the survey it is clear
that the Company Djuro Djakovi¢ isat a critical stage of its development. The
low net profit results of 1969 and 1970 are disturbing enough in themselves,
but even more disturbing is the decline in orders received during these years.
This decline will be reflected in the results of 1971 and 1972 and reinforces our
view that a comprehensive programme of re-organisation and re-orientation must

be undertaken relatively urgently.

The objective of such a programme would be:

-~ to maximise volume of orders and sales
- to maximise profit margins

- to reduce manufacturing and administrative costs

These objectives would be achieved in the quickest and most effective
way if the Company had the assistance of outside consul tants and it is therefore
recommended that a joint project should be undertaken by Djuro Djakovi¢ and the
Yugoslav (entre for Industrial Organisation and Development working with the

general guidance of P.A. International Management Consultants Ltd.

The main body of this report includes detailed recommendations covering
programmes for improvement in all the major management functions. The priority

areas which should be covered by the project are as follows:

Company Urganisaticn

-~ Organisation Structure
- Management Development and Training

- Income Distribution (Wage Structure)

Marketing

- Organisation, Policy and Planning
- Estimating, Pricing and Tendering
- Market Research and Information

- Statistics and Control Procedures
- Advertising and Promotion

- Product Development



Finance

Financial Accounting

Cost Accounting

Management Accounting and Control

Administrative Cost Reduction

Production

Production Control

i

Production Standards
Plant Layout and Methods

Material Management

A tentative timetable in Gantt chart form covering the above sub-

projects is included as Appendix H-A,

It will be seen from the timetable that the programme of work has
been divided into four sub-projects wiich will be tackled simultaneously.
Four teams will therefore be required and it is recommended that the same basic
approach be used for this programme as was used during the initial survey stage
when the teams were composed of members from Djuro Djakovi¢, from YCIOD and

from P.A.

In this case however it is anticipated that the Djuro Djakovi¢ team
should consist of a Team Leader and 8 or 9 members, These must be high calibre
executives willing to subordinate all other interests to that of completing the
project successfully. The team should include if possible members with education-
al backgrounds and experience in engineering, accounting and/or economics and

marketing.
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