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Yoor ref 

cu ref ADM/PR/2346/R04/049 

Date l st June 1992 

United Nations Industrial Development Organisation 
Vienna International Centre 
P 0 Box 300 
A-1400 Vienna 
Austria 

For the attention of Professor 6oonatilate 

Dear Si rs 

TF/PCl./90/912 - BUMR-LABEDY: FIIW.. REPCltT (PILOT STUDY) 

Woodcotie Grow 
Mt*trAo9d 
Epeom 
$urr9J KT18 58W 

Telephone (0372) 721140 
Telex 266701 (Atkins G) 
Fax (0372) 7 40055 

Extno 2441 

We have pleasure in submitting our final report on the pi lot study for 
restructuring of the Polish company Bumar-Labedy. 

The report has been prepared in accordance with your terms of reference <lated 
5 December 1991. We have also incorporated your conments on both our interim 
and draft final reports (your refs 12 February and 5 May respectively). 

The original objectives of the exercise were, in summary: 

1. To provide the company with i11111ediate advice to help it remain in 
operation. 

2. Evaluate the company in terms of equipment in use, products manufactured, 
and technical problems it faces; advise on product mix and identify new 
product lines. 

3. Help management develop a strategy for the future and to strengthen its 
commercial negotiating position, leading to preliminary proposals for 
restructuring. 

4. Facilitate transfer of British management consulting knowhow to Polish 
consultants and/or the IDA staff. 

We feel, and are confident you will agree, that we have more than covered each 
of these objectives, as well as your side terms and requirements of your two 
review letters. 

In preparing this final report we have deferred to your request to incorporate 
the principal findings of the interim report. We had understood that the 
interim report could stand as a separate volume of the final report; combining 
the two documents has caused a time overrun. Translation of the draft final 
report was interrupted while the amendments were being made but has since 
resumed (our Polish consultants Bipro-Bumar are handling this). This will be 
submitted to the IDA in due course. 
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Pr~f. L Goonatilake 
UNIDO 

l st June 1 S92 

We are siR1Jltaneously dispatching the document to Bumar-Labedy (who have 
themselves translated the draft version), the IDA, and Bipro-Bumar. 

The study essentially concludes that Bumar-Labedy is bankrupt and that it will 
not survive unless it either (a) succeeds in offloading the bulk of its 
military vehicle stock, and very soon, or (b) receives an injection of funds -
presumably from the state in recognition of the military obligation. Given 
either of these events, the company should be able, with prodigious managerial 
and marketing effort, to continue in business with its existing product mix. 

We are in receipt of your terms of reference for Phase 2 - Implementation -
and will prepare a proposal in time for the presentation in Warsaw on 9 June. 

We have enjoyed working on this project and will be keen to take it on to its 
next stage. 

Yours faithfully 
for and en behalf of 
WS ATKINS INTERNATIONAL LIMITED 

RA F Collins 
Di rector 

Enc. 
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1. SUMMARY, RECOMMENDATIONS AND SnJDY METHOD 

AcknowJed&emenLi 

1.1 

1.2 

This report has been prepared under the pfifisions of the United Kingdom 

Knowhow Fund, executed by the United Nations Industrial Development 

Organisation. 

WS Atkins wish to extend grateful thanks to the management ofBumar-Labedy 

for their tireless efforts to satisfy the considerable demands put on them during 

this exercise. 

Executive Summary 

Product Portfolio, Marketing and Sales 

1.3 Attention has shifted at Bumar-L?.bedy during 1990-1991 from military to civil 

products. Within civil products, the stability provided by Tenn Contracts 

(subcontracting to a particular client over a tel'l!l) provides for the immediate 

salvation of the company. There are no orde1-> for military vehicles in hand. 

1.4 

l.S 

1.6 

Continued failure by the company to achieve sales of military products (there 

is a large stock of military vehicles on hand), and hence to obtain workini 

capital, increases pressure on the state to decide the fate of the company (it is 

a state-owned company). The company is apparently being permitted time to 

establish its own business initiatives. 

Given a favourable attitude from the state, short term survival lies in securing 

Term Contracts (e.g. Krupp, Volvo), assisted by the efforts of the individual 

production managers to attract revenue through small subcontract and 

diversified production. Longer term recovery lies ira successfully entering 

markets for construction products (cranes, loaders and excavators). 

But Bumar-Labedy is first and foremost a military vehicle production facility. 

Its production facilities and techniques declare it so. It has been set up to 

produce complex vehicles, on a batch basis, which require a high degree of 

I - I F23461RMI03 Rev I fWPJlA 



fabrication knowhow (welding and machining hard, large dimension, heavy 

spedfication materials), outfitting and testing, to exacting military standards. 

l. 7 Under the central planning system the company did not have to actively market 

its products, nor determine its own future through consolidation of a sl!ategy 

(customer-orientation, investment, commitment) arrived at by its own efforts. 

Now, it does. And its marketing and intelligence systems have been 

demonstrated to be so underdeveloped as to prevent full realisation of its 

potential. This is the prime finding of this study. 

l.8 

l.9 

l.10 

l.ll 

This study was designed to point the way forward in terms of effort in market 

research and understanding customer requirements, in placing the customer 

first, in turning round the culture so it beco~es market-led. If the company 

should decide tomorrow to produce say, 300172 Ml tanks without regard to 

working capital, (ii) not be able to sell them at a profit, and (iii) certainly be 

beyond redemption, not only by its own efforts, but beyond the resources of 

the Polish government to keep it going. 

The specific points of contact (multi-national construction machinery 

manufacturers) \\hich have been identified by the consultants should be 

followed up; similarly marketing channels suggested should '>e explored over 

a period of two years or so. Marketing resources should be increased, by 

factors of up to five over what they are now. Organisational changes should 

be initiated to reflect the growth in importance of marketing. 

There is a great deal of hope and willingness residual at production 

management level; executive management would be foolish to ignore it. 

Flnancial Control ar.d Management Information Systems 

The financial statements (consolidated balance sheet and income statement, 

1991) reveal that buildings are responsible for three eighths (37.5%) of the 

book value of the enterprise, that stocks account for another 30%, and that 

accounts receivable are valued about the same as the productive equipment, at 

around 12.5% each. Due to valuation at historical cost, the va!ue on the books 

of the military vehicle stock is only around 5% of the book value of the 

company. This is probably an undere:>timate of the realisable market value, 

despite the apparent lack of success of the corr.pany in disposing of them. 
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1.12 

1.13 

1.14 

l.15 

l.16 

l.17 

1.18 

l.19 

Share capital accounts for 65 % of total liabilities, almost all o~ it stated as 

reserves (ie. not as 'state funds'). Of the remainder, current liabilities accounts 

for 28 9'. From a western point of vi€~·,, the liabilities side of the balance sheet 

could be said to be favourably structured in that the level of borrowings is quite 

low. 

But since liabilities (share capital plus loans) exceed net assets (total assets less 

current liabilities), the company is technically bankrupt. 

Perhaps for the first time in its nistory the company is accruing bank interest, 

while also declaring l.Jsses in terms of useless inventory. The income statement 

shows a loss and the ent~rprise is in a continual loss-making situation. As time 

progresses and nothing is done by way of restructuring, the accumulation of 

interest will gradually deplete the retained earnings. 

A comparison of financial ratios with the company's western counterparts 

indicates it has low debt. a good balance of capitalisation, a low cost base and 

holds apparent security fl'r creditors (state-owned). It also shows low sales, is 

vulnerable to creditors, eutnot redeem debt through sales of stocks, has a low 

stock turnover, and has high trade debt. 

There is urgent need for recapitalisati\ln of equipment and for working capital 

to finance operations. 

A quick sale of finished stocks (particularly tanks) would inject a significant 

amount of capital into the company. Much effort is needed in this quarter. 

Sales of military products in 1991 completely overshadowed sales of civil 

products, almost entirely through factoring of spares. Profits on military sales 

are vastly superior. 

There are two outlying production sites which could continue to make a 

positive contribution to operations, while a third ~hould be disposed of. There 

seems to be no apparent gain in disposing of these sites (Zawiericie and 

Zabrze); on the contrary, there is probably merit in scaling down some 

operations at Gliwice to permit more cost-effective production at these sites. 

Financial restructuring can be undertaken but management would first need to 

assign values to that part of production which they consider to be solely 

attributable to militar/ production. Si11ce this is not easily defined, and a 
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I 
majority of the facilities are required for civil production, most of the main I 
Gliwice site will have to be retained if civil production is to continue. State 

1 support is theref.Jre best represented as a shareholding, financed through the 

1.20 

1.21 

balance sheet. 

The accounting systems in use are crude. Overhead accounts for between a 

third and a half of the cost of production. Recently, overhead has been 

uniiaterally redu~ by ignoring the interest compone:it. The company needs 

to concentrate effort in systematically reducing overhead. The means of 

achieving this should not be to blindly slash costs, but to intelligently trmsfer 

personnel from cost activities to profit activities, even if 'profit' means 

investment in the long term. Western cost accounting techniques shoulci be 

gradually introduced. Personal computers and spnadsheet abilities should 

accompany this education. 

The direct cost of wages as a proportion of total costs is between 5% and 10% 

of total cost of production (for final assembled products), so the apparent 

competitive advantage of low Polish wage rates is no: so exploitable in such 

product lines unless the overhead can be significantly reduced. There remains 

an advantage in labour-intensive Term and subcontract work. 

1.22 A management information system needs to be devised and gradually 

introduced. It should pervade the whole company, taking in stock and material 

control, production scheduling, overhead, work-in-progress. 

1.23 Budgetini should be introduced, adopting targets for production, overhead, 

stock levels. 

1. 24 Company organisation should be designed round the effort of arriving at 

budgets. 

Manufacturing Rescurces, Planning and Control 

1.25 The equipment required to service the four principal manufacturing techniques 

(machining, welding, heat treatment and assembly) was superficially surveyed 

by the consultants. A quarter of main equipment is over 20 years old, while 

up to 60% may be either redundant and/or duplicated across and between 

production departments. 
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1.26 

1.27 

1.28 

1.29 

1.30 

1.31 

1.32 

Management are advised to research this redundancy in order to revalue 

productive assets and to prepare the ground for future investment. 

The floor space required for production of civil veh!cles is estimated at around 

40% of existing. This proportion is spread over the whole site. meaning that 

the remainder, which is required for military production, has to be supported 

as well. Given some rearrangement of facilities at some future date, it might 

be possible to discretely assign more of the facilities to military production. 

Similarly, in terms of assignment of production departments to particular 

product lines, military vehicles require at least 50% more than civil. Once 

again though, departments cannot be said to be entirely dedicated to military 

production. The newer facilities (final assembly) are more necessary for 

military production. 

The Gliwice site provides more industrial services than are either necessary or 

cost-effective for profitable civil manufacture. Some of these should be 

discontinued, others dispersed to the production departments, and others 

regrouped. 

Much of the high overhead resides in the services which the centre provides 

(financial and technical). This should be reduced by dispersing to production 

departments and by increasing effici\!ncy. 

Planning of production exists in real terms only at the department level. There 

is no company-wide planning which recognises the status or productive 

efficiency of individual departments; obviously it should be introduced. 

Simultaneously, existing standard job times should be revised. 

A reasonable system of inventory control exists (for bought-in and finished 

goods) but computerisation should be extended to cover ordering, in ord~r to 

avoid stock-outs. Since there was no large volume production to be seen 

during this study it is not possible to comment knowledgeably on control of 

work-in-progress. The evidence indicates that this is a potential problem area, 

so that more control needs to he introduced here. 

1 - 5 Fll461ROS/03 ltev 1/WPJlA 



1.33 

1.34 

1.35 

1.36 

1.37 

1.38 

1.39 

1.40 

EmployPJent, Motivation aqd Training 

There are around 4,500 people employed, of ¥'horn perhaps \)DC third are being 

paid tC\ stay at home. Morale is good, given the poor wages and uncea1ain 

future the workforce faces 

The high overh~d shows up again in that one third of the workforce supports 

the other two. More people should be brought into 'direct' employment, that 

is variable with sales. 

There is attrition taking place in that people are leaving for better conditions 

elsewhere. A review of w-age structures should be undertaken immediately and 

combined with a restructuring plan. 

Training needs to be upgraded so it caters for management; many and much 

better educated and quali1acd managers will be needed if restructuring is to 

happen. 

Product Development and Quality Management 

The company is embarking on a programme to introduce a range of four 

cranes. Unfortunately, the research and development effort which this requires 

is not being undertaken within the company, but at a national institute in 

Warsaw. Dumar-Labedy cannot therefore build a design fuilction internally, 

and this is an essential ingredient for the long term. Some means of retrieving 

this current design programme so it is performed in-house should be found. 

Furthermore, this design programme is being actioned without adequate basis 

of market acceptability. It is recommended that the programme be delayed 

while these two factors are redressed. 

Quality management has two elements: quality control and quality assurance. 

Therr. is adequate quality inspection going on but the data collected is not 

analysed to the fullest extent. In particular, the cost of q~lity should be 

analysed. The use of computers would vastly improve this situation. 

The issue of qual;ty management has been raised via the Volvo term contract. 

This contract requires implementation of ISO 9000. A draft manual has been 

prepared by the company but in our view it is inadequate and it is 
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1.41 

1.42 

1.43 

1.44 

1.45 

m:ommended that professional assistance be sought from qualified sources. In 

particular, the company should avoid importing the very high military 

procedures which it has been accustomed to meeting, for civil product lines. 

The maintenance !"unction requires re-organisation as it has become fragmented 

with time. Too many people are involved in this activity, and insufficient 

attention has been paid to keeping service history records. Overall, the 

maintenan~ of buildings and equipment has been well supported over the 

years; it cannot be said that the buildings and equipment are in a sorry statf; of 

repair, even if much of the equipment is redundant. 

Organisational Options and Restructuring Strotegy 

It is suggested that the organisation be changed to reflect (i) devolvement of 

responsibilii.y to production management, organised as profit and cost centres, 

(ii) greater interaction and involvement between middie and upper management 

in the introduction of new systems such as budgeting, planning and info:-mation 

gathering and distribution, and (iii) the creation of five executive managerial 

functions (Finance, Marketing, Operations, Engineering, Personnel). 

A financial model has been developed which reflects the Bumar-Labedy 

perception of how the company might be arranged in profit and cost centres. 

Based on Bumar-Labedy cost estimates and their projections for sales, modified 

by the consultants, the best possible interpretation indicates that around 1,500 

people would have to be shed immediately. This scenario assumes a large sale 

of existing military vehicle stock in 1992, which fairly evidently at the half way 

point, i£ not likely to happen. It also assumes there is no state injection of 

funds, apart from the working capital being supplied monthly. 

There is therefore a very real need for much greater sale.i efforts of military 

stocks. The company should make mu~h more use of international agents and 

networks to achieve this much needed revenue. 

There is an eqJally real and urgent need for continued government support of 

the company; without it i.he enterprise will fail. The company needs to 

demonstrate its commitment to new cultures and managerial systems, and 

should carry out some basic exercises to revalue its assets and to assign a vaJu\! 

to the military obligation, before it petitions the government further. 
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1.46 

Implementation 

A table of actions is presented as the final compcment of the study. Feedback 

from the management i~ necessary before reasonable time frames can be 

established for implementation. 

Project Methodology 

1.47 The consultants commenced work in the week preceding Christmas 1991, 

immediately upon signature of the contract between WS Atkins and UNIDO. 

1.48 

1.49 

l.SO 

The project manager and the marketing specialist visited the Bumar-Labedy 

plant during this week, gathering i.-lformation and setting the scene for the 

working party visit. 

This second visit occurred during the first three weeks of January 1992. The 

team consisted of the project manager, two engineers and a cost accountant. 

Visits were made to all key production departments, including the three 

outlying plants at 7.abrze, Zawiercie and Szczekociny. Also visited were the 

principal cost centres (supporting production) and the central service 

departments (offices). 

At the same time, mark~t research proceeded while the working party were in 

Labedy thus gaining a full understanding of the company's facilities, plans, 

strengths and weaknesses. This was handled in two ways. Export markets for 

the company's final assembled products were researched from the UK, while 

Polish markets were researched from within Poland, with the assistance of local 

consultants Bipro-Bumar. Additionally, ministries and other centres of policy 

and macro information were visited in order to establish a current picture of 

government policy in the areas of civil and military production. 

l .S 1 A third visit was made during February by the project manager, incorporating 

further work at Bumar-Labedy and further research of the Polish market~ for 

sub-contracting and for sale of assembled products. The interim report was 

submitted at this time. 

l .S2 The fourth visit incorporated a series of workshops, presented by the project 

team (project manager, marketing specialist, engineering specialist and 

accountant) to the middle and top management of Bumar-Labedy. These 
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1.53 

1.54 

1.55 

worksho;>s took place during the second week of March. They covered the 

essential elements of management as applied to a heavy engineering works of 

this size, and this final report is structured along the topical lines of the 

workshops. 

The purpose of the workshops was to introduce middle and upper management 

to new concepts, being respectively the profit motive and becoming market-led, 

to demonstrate basic techniques, and to ohtain the views and understand the 

needs of the hands-on people running the business. The outcome was regarded 

by the audience as being useful; certainly the consultants could not otherwise 

have established either the dialogue or collective willingness to take on fresh 

ideas which ensued. 

The workshops served one further purpose: to catch the attention of top 

management. In this respect the consultants feel there has been a positive 

outcome to the restructuring effort as a whole. 

This report should be read in conjunction with our Interim Report 

F/2346/R05/02 Rev 1 dated 13 February 1992. That is, basic data and 

information about the company, its products and external environment are 

provided there. This final report reproduces the more important an~ conclusive 

findings of the interim report and so stands as a summary document, supported 

by the interim report (referenced where reproduction of detail would become 

tedious). 
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2. PRODUCT PORTFOLIO, MARKETING AND SAIES 

Proclud Portfolio 

2.1 

2.2 

2.3 

The company's product ponfolio has changed significantly from the situation 

of three years ago when the commitment to Special products meant that less 

attention was paid to the Civilian products. Civilian products are now held by 

the management to be equally as important as the ·s· products. The higher 

financial gain of the ·s· products should of course not be ignored by the 

company. 

Figure 2.1 illustrates the format of the cunent product ponfolio: final 

assembled products and sub-oontracting activities which have been further 

subdivided. The most important of these for the medium term are Term 

Contracts (so called as they arc carried out for a relatively long term). Equally 

important for the short term is the one-off sub-contract work brought into the 

company by the departmental managers. 

The Term Contracts bring a degree of stability to sub-contracting work and will 

be a major factor in the short to medium term future of the COl!'~Y. Final 

assembled products will be the major factor for the long term. The positive 

and negative points are highlighted in Table 2.1. 

TABLE2.1- POINTS FOR AND AGAINST 
SUBCONTRAl.llNG AND FINAL ~MBLY 

AGAINST: 
Dlv.,_.T_ 
Dillribulioa Cha-1a DOC in Place 

FOR: 
Direct to dis ud _, 
Hiper -rsia 1ad vakM added 
Hipr -rkac prof'lk 
<lrlaMr u• of ruoun:ca 

2 - ] 

Sub Coa1nc1 Wort 

AGAINST: 

Short - MJluliom 
Difr1CUll IO idcMify jobs aad IO idealify 
widl CUllOmen 

Low -,.m. aad low value added 
Very wide (ICld 

Difl"icull IO plu operatioM 

FOR: 

"-P• •mploymaal aad --in -
a.-inin.,..._ 



t-.l 

t-.l 

I 
- ~ 

' ~ - s: 

Assembled 
products 

"S" vehicles 

"C'' aanes 
excavators 
loaders 

Others, eg. 
gearboxes 

PRODUCT MIX 

I 

Batch/term 
contract, eg. 
Krupp, Volvo 

I 
Subcontract 

Batch/single 
orders 
activity based 

Component 
products, eg. 
slewing rings 

Figure 2.1 Product Mix 

Services, eg. 
machining, 
heat tr~atment 

- - - -- ..._ _________ .. ____ _ 
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Short, Medium and Lon& Term Future Products 

2.4 Given the state of the company it must, at least for the short term, manufacture 
any product that, given its capabilities makes a contribution ·to overhead. 

Re.commendations for planned product lines are summarise.d in Table 2.2. 

2.S 

TABLE 1.2 - IUl'URE SCENAlllOS FOR PRODUCT LINF.S AT BUMAR-LABEDY 

Tab u.t& evuy elfon 10 .0 6e IUb from Opportuaily eDla b M leUI Updlle of fire 
llOct llefote 6e odlcr" w- '8ct 400 oft'T72 type .... cOlllnll ... 

CCIUlllria .. llMir- ... -- ......... 
.,-. Fimd­
-powerid ...... 

SeD willa Ille IUb 18 a pKbp Dewlap .... ID 

~ IO pC'Ocluce oa nccipt of Olden ldcalify - foe lbe afc load 
• ia ud ..U evuy cf'bl ID filld iDdical« IO pC'Ocluce owa cnac. 

liccsc b cidicr lllObiJc - wilb Compete - price lluia iD 
•felJ fralura Ill' ldar:opic lladlcn Eunlpe 

ccma.. willl ~oa IKcipt of Source.,--...- ud 
ordcn b lkawaJ willa ........ IO 111:- implovc daip foe lkawaJ. 
-•ically b EC. Fm liccsc foe Compete oa price buia ----
Eic:il wort r- maclliM IOOla •rbt ill 
aa-ay ud ldcaively ill Polaad, uud: 
ambl ill w ..... Europe. Coa&ac:t ... 
........... .... for wort ia lill of 
illdullrica below. COlllimM wida Knipp 
produc1ioa ud ... , odlcr that ,..... 

dlc-m. IHiat care of~ ........ 

&pm a.rtcu for miac 
io.dcr ill -llaamled miDa 

T• up ... term COlllnCtl wi1b 
world ca... c:ompaaic1 ud 111e 

• rcfcrcaccl. Gaia npcricacc 
ia ...,. -fac1urias 
liCdlniqua c.1. lilnuUDCOUI 
...--..u,m 
posnphiul limiu IO bcint I 
Jrr aupplicr 

fiml_if..,.. 
lam world 111*11 
·---of 
.... vdaicla 

~fura 
wortqafcc..­
udldc«opic 
llamllcnwidaaidof 
tcdudau lnmfcr 
fona cutier 
lic...m, .,__. 

Dnwlap .... 
Cl!AVll« flom 
lnmfcr tcdudau 
pimdialiccacc .,__. 

To obtain a kick-start Bumar-Labcdy should actively seek licence agreements 

from western companies for construction equipment products. This would 

produce a short and medium term revenue stream, as well as the transfer of 

technology the company needs to develop and produce its own products in the 

future. 
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2.6 From the contacts made by the consultants with the industry, price and quality 

are the two most important factors which both contractors and customers alike 

are concerned with. Bumar-Labedy must build upon the strength they have in 

these areas. It must also be recognized that the qual.ty system use.d in the past 

may not be good enough for these applications, e.g. quality control of finished 

parts by the operator manufacturing tlle part. A result of this in the short term 

may incur costs (e.g. more inspectors) but it is essential that the company 

obtains a reputation as a top-quality supplier. Every contract must be seen as 

an opportunity to gain not only revenue but a reference for the future. 

Fmal ASRmbled Products 

Loaders 

2. 7 In the medium term the company sbould explore the need for loaders in non­

automated mines. The West European market has declined rapidly in the last 

four years and obviously is not going to recover to the levels that were enjoyed 

before. 

2.8 

2.9 

2.10 

2.11 

era~ 

The crane market appears to be active. As Polish suppliers do not appear to 

have a negative image in the market place Bumar-Labedy could compete on the 

basis of price, with fewer misconceptions about quality. But there are tough 

barriers to entry in this market for example, safety fP-"tuirements. 

Tanb 

The market for tanks appears to have a short term future. Up to 1994 there is 

at least the opportunity to sell approximately 400 off 172s. Along with these 

tanks there would be the need to supply recovery vehicles - typically it would 

appear that one r~very vehicle for every 13 tanks is the ratio. 

There is also the opportunity to compete with tanks other than the T72. The 

Type 80 for example may be wgeted, increasing the opportunity by a further 

900 tanks, together with the associated r~very vehicles. 

Against this fairly optimistic scenario, sales of ex-Warsaw Pact tanks will lower 

the price. The counter-argument is that the maintenance of the fleet is 

2-4 F2J46/IOSIOJ R•v llWP31A 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

2.12 

2.13 

2.14 

2.15 

2.16 

important in arriving at a market value. Equally as important is the supply of 

spares kits for the tanks; other ex-Warsaw Pact countries may not be in a good 

position to supply these. 

Sub-contract work is important for the company in the short term. Effectively 

it is keeping the company afloat at the present time and considaable effort in 

increasing the level of this work needs to be made. This will lead naturally 

into the longer term contract work such as the manufacture of parts for truck 

markets. Wherever possible such contracts should be related to the company's 

core business, but the management must take a pragmatic view and concentrate 

on earning revenue. Profitability will need to be assigned a lower profile in the 

short term. 

The type of sub-contract work varies greatly between departments, depending 

on the skills and resources available. This is evident by the wide range of 

competitors the departments have identified (see Table 2.3) but the markets are 

relatively sir.:!!aI (see Table 2.4). 

The spread of some of the competitors compared to the spread of markets 

suggests that the managers are not fully aware of their local competition. 

There is therefore a need for better competitive information. 

The majority identify mining as a potential market. This reflects the 

geographical area in which they are looking for work - Silesia. In the future 

they will have to widen their search area. There is therefore a need for better 

market information. 

Examples of other industries that warrant investigation are: 

• Specialist shipbuilding and marine diesel engines: castings, machining and 

machined fabrications; 

• Road wheel-based transpon and load carrying vehicles: bodies, half shafts, 

gearboxes, machined components, chassis and castings; 

• Specialist rail vehicles: bodies, bases, wheels, shafts and brakes; 
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• Aerospace: investment castings, baggage-handling system.~; 

• Military equipment; exploit old connections for sub-supplier opponunities; 

• Cement industry: castings, kiln rings. 

TABLE 2.3 - COMP£"1DORS IDF.N'llFIED BY DEPARTMENl'S 

~Nuaillcr 

c-.u• 3000 4400 4100 4200 no 1100 7300 710 

n.-. x 
..._.W..,..ti x 
e..SlalowaWala x x ...,. ........... _ x 
a;-, x 

Zam x 
a-z,._ x 
F.wat x x .... ~ x 

"-rHJ*- x 
Fam x 
ZMM (bbrz&) x 
~~ x 

ZMB x 

W..to x 

Pomr x 

a.r... x 
,.,..... x 
.....,._ x 

cm-t x 

Scalbrica x 

Zl'n' x 

VIS x 

Wytrva.I x 

Fonmt x 
blato 

S.Dllzimir 

Ploaw 

AU 

Myllal 
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2.17 

2.18 

2.19 

2.20 

TABLE 2.4 - MARKETS IDENTIFIED BY DEPARTME.ltfiAL MANAGERS 

Depula:cal Numbu 

IDdmlry 3000 4400 4100 4200 220 1100 noo 71C I lWO 1100 

Gamal M8l.:.iacry x x x 

Sbipb11ildi111 x 

...... x x x x x x ... ... 
Md&I x " x 

Repair x 
COllllnoCtioa Equipasal x x x 

Railways x x 
AukmDiYC x x x x 

Food Madiiaay IDdmlry x 
Wcldiaa 

Sled Milla x 

The forecast sales for sub-contract work is currently 14% of the planned 

turnover but is hoped to increase to nearer 40% by the end of the year, 

principally by means of the Volvo contract. It will be instrumental in the 

financing of the company during the year. In our opinion the cash flow of the 

company will rely on the sub-contract work for the short to medium term. 

The long term future of the company lies in final assembled products; two 

important company aspects which this direction will underpin are maximising 

value-added, and motivation of the workforce (who until recently were only 

used to manufacture final assembled products and who may perceive the sub­

contract work as a step backwards). 

The product mix is expected to change according to Figure 2.2. These trends 

reflect the current thinking of middle management. The company will probably 

need to continue in sub-contracting even in the long term, particularly if the 

military demand remains soft. 

The company nominally has two models of crane, but plans exist already for 

a new family. Incremental improvements have been made to existing models 

in order to obtain sales. This happened recently when cranes which were sold 

to Norway and a Polish customer were upgraded. 
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2.21 Customising of products will have to be undenaken for specific markets. 

Product evolution to satisfy changing markets generally, and customers 

specifically must berome an accepted part of the company culture. 

Methods 

2.22 The marketing effort needed by the company under the old central planning 

regime was minimal. Marketing activities were carried out by the Bomar 

foreign trade organisation for export markets whiist domestic sales were 

obtained on a planned or opportunistic basis. 

2.23 This is reflected in the number of personnel in the Labedy marketing 

department (seven) in comparison to other departments. · i'his needs to be 

addressed as soon as possible on a permanent basis. 

2.24 A formal methodology for making marketing decisions will be necessary for the 

company if it is to capitalise on the limited opportunities available to it. 

Suggested models are shown in Figures 2.3 and 2.4. 

2.25 The company still has very little market data available. This will need to 

change rapidly for the company to become market-led. 

2.26 Types of market information that must be gathered are shown in Table 2.5, 

while pro-forma data tables are shown in Appendix I (presented and used 

during the recent workshops at Labedy). 

TABLE 2.5 - MARKET DATA TO BE GATHERED 

Type of Moaicoriaa 

Markccl by posnpby by product 
liae 

Typnofc:UllOlllCr 

Competitive ac:tivitiaa 

luyint fac:ton 

Objective or lnf0111111ioa 

To bclp dcl&rmina lbc araa in whidt cfl'ort lbould be 
~led and alao bclp in .... •snc or ditr.rwmi81ioa or 
.... proclucla 

wm help in !he tJlN of liwncurs and other ptWllCICioml 
_..rilll llledccl u -U u lbc bal way in c:otUc:tins lbc 
c:UllOlllCr and at wbat fr.q-y 

Cnicial in formulation of a llnlaJY to pin -.uc .. ,. 

Thia will bclp (eapac:ially in lbc lhort .. rm) in a1111lyzjq 
whars !he c:ompany nwy be able to improve bods ill produc:la 
and c:-n:ial upccll (price, after aalaa Nrvic:e etc.) 

Thia w'.11 enable !he c:ompany to find Iha dNip faatum 
pareaived aa be111(111 and rsnll: !Mm 
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2.27 The company should take note of where their opportunities lie. The map 

shown in Figure 2.5 illustrates growth of markets for construction equipment 

in Western Europe. Germany (closest to Gliwice) represents the best 

opportunity for Bumar-Labedy, provided they can qualify their products there. 

2.28 

2.29 

2.30 

2.31 

The interim report gives results of market research, carried out by the 

consultants, see chapters 1, 2, and 3 and this will be helpful to Bumar-1..abedy 

(who have already translated it). 

The buying factors for Polish construction equipment have been identified. The 

methodology and detailed results of a survey carried out by the consultants are 

shown in Appendix II. 

The conclusion of this survey is that the only real opportunity is to convince 

the buyer that the quality of machines and service is of the same standard as 

that of their current supplier but relatively cheaper. 

The most important factors identified by this survey, in order of priority were: 

• quality; 

• service; 

• safety; and 

• price. 

2.32 Bumar-1..abedy should carry out similar exercises for the 'Eastern European and 

CIS countries as it is expected that the buying factors will be different. 

2.33 This will lead to a differentiation between the products or variants of products 

sold in the West and those sold in the 'East. 

2.34 The stability of the markets should be calculated with respect to the cost of 

differer.tiation. This point is especially important for the CIS states who are 

in a state of more uncertainty even than Poland. Marketing in the West may 

appear to be more difficult but it provides a frame of reference and imparts 

expertise. 
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2.35 

2.36 

2.37 

2.38 

Channels 

2.39 

1be demand for construction equipment iii Poland is most closely linked to new 

housing starts. Figure 2.6 shows forecasts for new housing starts in Poland 

through to the year 2000. The growth of construction equipment is likely to 

follow this upward trend within the limits shown. 

There will of course be other opportunities such as the planned infrastructure 

improvements - in particular the three principal highway proposals and rail 

upgrade proposals (Ministry of Transport). 

This situation will need constant monitoring as certain projects will make a 

significant difference to the market. Bumar-labedy realise they have to be 

ready for an upturn, and that this requires them to develop suitable designs. 

Judgement will have to be taken if these projects are awarded to non-Polish 

companies as they may well bring their own equipment with them. 

Alternatively, they may sub-contract in Poland. 

Marketing channels may be divided by the basic businesses of the company: 

Construction Equipment, Military and Sub-contract work. Recommended 

marketing channels are shown in Table 2.6. 

2.40 Customers in Western Europe and, progressively more so in Poland, will 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

require more service than is currently the norm. It is therefore recommended I 
that Response Teams (inside sales teams) should be set up to react quickly to 

incoming requests for quotation. See also paragraph 2.53. 

2.41 Response teams will have to be able to tran~late, deal with any incoming calls 

in the appropriate language, identify problems, and expedite the answer. They 
should also be responsible for customer care, informing the customer of 

deliveries, and othi:r problems. Remuneration of sales forces might usefully 

be tied to levels of sales and repeat orders. 
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Figure 2.6 Scenarios for Increase in Construction in Poland 
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Sales Flrorts and Specirac Actiom 

2.42 The company ought to aim for a network of agents, on an international scale. 

This is important as the language abilities in the company arc not sufficient for 

it to carry out sales activities in all the countries. 11te other important factor 

about agents is that they tend to possess more knowledge of the current market 

conditions than the manufacturer. 

2.43 Commission rates for agents in construction equipment vary between 10 - 20" 

cf sales, in Western Europe. For this, agents are sometimes expected to hold 

a stock of spare parts. Such costs must be factored into pricing strategies for 

these markets. 

2.44 The annual BAUMA exhibition, held in April would be an ideal place to seek 

out possible agents, particuJarly for Germany (the fastest growing market). 

2.45 The situation in the CIS states is unknowu to the consultants ba.t clearly Bumar­

Labedy arc already in a position to sell in the Ukraine as the recent sales 

successes for cranes and excavators has demonstrated. 

2.46 Although the company has been making efforts to p; omote itself, the lack of 

people in the marketing ar.d sales functions is seriously hindering the expansion 

of the sales base. It is crucial that more emphasis be placed on this activity as 

soon as practically possible. We recommend that in the order of 40 people arc 

transferred from activities in the company where the manning exceeds the 

required effort (for example, certain sections of the Technical Department and 

sections of the Commercial Department). After an initial training, given 

internally, they should be organised into teams to follow up on leads and start 

to pro-actively seek business. Figure 2. 7 suggests a basis for this activity; 

staffing is dealt with in paragraph 2.53. 

2.47 Simultaneuusly, sales activities should be set up in the most promising 

departments to assist the Departmental managers in their sales efforts. 

2.48 With respect to the company's general capabilities brochure, a better approach 

would be to put less technical detail in it, and produce more detailed sheets 

designed for specific needs of various industries. This would allow targeting 

of companies in the West on an industry-by-industry basis. 
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2.49 

2.SO 

A pilot marketing exercise should be carried out in order to verify that the 

information is what the industry is looking for. If possible mailshot letters 

should be translated into the language of the destination country, checked for 

IQ."'UI'aC)' by mother tongue speakers, Polish emigres or staff working in the 

embassy of the country. 

A list of the top 400 engineering companies in Europe has been given to 

Bumar-Labedy together with contact names. The relevant classifications (EC 

classification) arc sho\\'ll in Table 2.5. The sales and marketing department 

should be systematically breaking these classifications down into their 

constituent sub-groups; using trade directories (by product, by company, for 

each country), they should build up a market data base, in which individual 

companies arc identified and a profile of each drawn up. 

TABLE 2.5 - MARKETS FOR SUBCONl'RACTING 

lSOIO 

35030 

3Sll0 

3Sl30 

3SISO 

3Sl'10 

3Sl90 

3S?l0 

3S1SO 

3Slll 

Mc:al Foqills. ~ ... Roi ..... 

McW a.au.. Deep Drawias 

Scructunl Mdal F8bricaliom 

Mdal llridpa. 't-1 

MdalCcilimp 

Mdal Cliiddilif. FK .... fnllU 

...... Burien. Grillca, a.re. 

Loct.-.·· ~ Sccurily 

Mm.I PKu,illsGooda; r-. C-. ~. Elc 

3S4SO Boikrwort. Plele Wont Pipias ud T ... Sub­
COlllnCIOn 

lSSlO Hal Exdaallpn, Coo1ii1s Towcn 

3S1SO Locbmida'a l'nlduaa, s.a.rily '"d·HeC.,_ 

3Slll McW PKbJi-. Goods; TIM, C-, ~.ell: 

3S4SO Boikrwort, ..... Wort Pipias ud T ... Sub­

C~ 

3SS20 Hal Exdaupn, Coolillt T-.n, C-'9-n wl 
llaclieCon 

lSllO Yaiva ud F°llliap, ......,_, U..-cif1911 

3Sl30 Cocb and Yaiva for HydrocaltloM, N ....... 0.. ...i 
Compr.-4 Air 

3Sl60 Cocb, Vala _. F"lllinp b 0.. wl w ..... Ploductioli 
.... Dialritlulioa 
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.._,~_.McWW~,.__. 

W.Cll"••IJ 

Mllal _. Woad--ki• MKbiMI, Medlial 
Tools ud ~.Special Pu.,­
W.:-... ladllllrialllot.ola 

36010 

36110 

36360 

l63IO 

36311 

39141 

39210 

392SO 

39210 

39350 

39SOO 

39Sl0 

40010 

40050 

40110 

401SO 

46040 

460SO 

46130 

46200 

46220 

46540 

46560 

41010 

hwuTn • - a Eq ip ' Drift Sllata 

Sllipe. StlflUlllldlllc ceca ... .-r:e..· ...... Et ip I Ill ... 

Sipala 

ltollims~E1 "pm •..t""-ia 

Mcmr Vclticle Tre .. • E11ip r 

Stam..tGu~ ... ,....... 

..._.. Coaibm«iaa ~ Diad ~ 

llllaaal c--.iaa Ellsim Clldtlf _ .. ..t S,.. ,_. 

.... ~ ClwPil E1uip • 

Gu~Equipme• 

2.Sl At least two of the contacts made during this study require a face-to-face 

presentation by Bumar-1..abcdy. The main points from the brochure should also 

be duplicatc.d onto overhead projection format, or 3Smm slide format for group 

presentations. 
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2.52 

2.53 

Several opportunities have been found for Bumar-Labedy as a result of this 

study both for final products and for subccntracting (see Table 2.6). These 

should all be followed up. 

TABLE 2.' -OPPOR11JNIT~ FOUND FOR BJMAR-LABEDY 

c;. n· UK 
Millcroe 

Ollmlim UK Tnd: Puu 

DAF NL Truck Palla 

IVECO UIC/I Truck Puu 

FAMPA PL 

KOFAMA PL 

GLINDC PL 

METALC PL 
HBI 

HYDROST PL 
ER 

WJtr-1 PL 

Slamia PL Mec:hinm,, Wcldq, Hal Traaa.at A 
Culiap 

further are.as of opportunity might be: 

c .., 

Pic111a1ioa aecdcd 

Complclc Quar"-n 

Comp1c1c QllClliown 

C-Dinct 

........... ia Coapcnliam- - .Id .. 
IAUMA 

........... ia Coapcnliaawl ... 
I-Le-. 

• servicing, rebuild and testing of construction machinery, set up as a 

nationally recognised centre; 

• servicing of USSR-built machinery, worldwide, providing rebuild, 

maintenance and spares; 

l-'23461R05/03 Rev J IWP31A 



2.54 

2.55 

2.56 

• realisation of a market advantage in the man1Jfacture of products which 

require hard materials. 

Clearly there has to be a change in the organisational structure of the marketing 

activity. Figure 2.8 shows an alternative organisation. Approximately 40 

people would be requiroo (to include agents). 

The organisation is designed so there is line management responsibi1ity for all 

the personnel issues. Activity need not be directly related to the line manager 

but to an activity manager (shown as a dotted line). 

For example the Sales and Marketing Manager has activity-based responsibility 

to the Sales and Marketing supervisors in the profit tentres for such tasks as 

sales forecasting (but in conjunction with the profit centre manager). 

2.57 Good coordination is necessary for good communication between different 

profit centres, who may overlap in subcontracting markets. The function of the 

Sub-Contracting Coordinators is to inform the different profit centres of 

opportunities for their services which might arise out of contacts made by other 

divisions. 
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--------------------
Operations I 

Director 

~-----, 
I 

I 

I 

I // I I 7 -~~~~~~. 

t Monthly /weekly 
reporting of 
• Sales 

I • Ccmpetition 
I • Lost business 
I • Campaigns 
I • Market activity L ____________ __. 

Commercial I 
Director 

Sales & Marketing 11+1 
Manager 

• Key opportunities 
• Key customers 
• Management 

._ 

~~::~~:;;:s & -mmm• ......... , r· ml • 

KEY 

;..~ne Authority 
Activity Authority 
Information flow 

l 
t..J 

t..J 
~ 

Profit Centtt I 
Manager • 

Sub-contract 13 Coordinator 
Sales Team 2 Product 

H Agents 131 
Manager 
Excavators 
&Loaden 

Product 14 Market Research 
1+21 Manager 1+1 Team I 6 

Cranes 
• Market research 

~ 
• Lookfor 

commonalities 
for sales 

II 
t! 
t v·. ;a mt 

~ reports ..... 

~ r 
~ ~es-me_n.,......12--.1 

Weekly Poland 

• Competition 
• Opportunities 

Monthly reports 
Weekly meetings -+ 
I 

H CIS - 3 I 
13 I 

• Common customers 
• New opportunities 
• Competition Western 

r-::Sa-;-l-es-&::--1M-ar_k_e_t..J!!':-~I-__:__: Europe 13 
ing Supervisor 1+1 Sub-contract 

Sub-contract only 

• Lead generation 
• Competition monitoring 
• Lost business 
• Key rustomer contact 

Coordinate 11ll 11divities on 
• Snles campaigns 
• Competition 
• New products 
• Features/benefits analysis 
• Presentations 
• Promotional literature 
• Technical back-up 
• Sales support 

• On the road 503 Figure 2.8 Proposed Marketing Organisation 

• Database man­
agement for 
final products 
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3. FINANCIAL CONTROL AND MANAGEMENT INFORMATION 

SYSTFMS 

Financial Statements 

Balance Sheet 

3.1 The 1991 (consolidated) balance sheet is presented as Figure 3.1; it has the 

following features: 

On the USL.side: 

• there is no value for land assets (though ownership has been agreed) 

• equipment is valued at one quarter of total fixed asset value, and buildings 

at three quarters; 

• total current assets are approximately equal to total fixed assets; 

• of current assets, stocks comprise 70%. Inventories may be broken out as 

follows: 

raw materials 

work-in-progress 

finished goods 

42% 

40% 

.1U 
100% 

• of stocks, materials comprise about half, and work-in-progress about 30%; 

• within stocks, materials value has not changed within the year, work-in­

progress has increased by nearly 40%, and finished goods have decreased 

by just over 40%; 

• receivables have increased threefold, to about 30% of current assets. 
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F'apre 3.1 - Bumar-Labedy I Comoliclated Balance Sheet 1991 
(Mid ZI, 10') 

Sheet 1 I 
A.ASSETS OPENING CLOSING I 
FIXED ASSETS 

Lmd 0.0 0.0 I 
Buildinp 934 909 

F.quipmmt 362 304 
Intangibles 9 9 I Long term paper- 0.9 2 

lW Jm 

CURRENT AS9:TS I 
Stocks: 
Materials 364 357 I Wort-In-Progress 164 225 
Finisbed Goods 259 146 
Bought-Out Q.1 2.2 I 787 728 

Receivables 101 329 

Central fwW (bak) J I 
894 1058 

Olbcr current 309 12'1 168 -1§1 I 
TOT AL ASSETS ~ ~ 

I 
I 
I 
I 
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Figuft 3.1 - Bwnar-Labedy Consolidated Balance Sheet 1991 

I (Mid ZI, 10') 

Sheet 2 

I B. LIABILITIES OPENING CLOSING 

I CURRENT LIABILITIES 

Creditors 284 538 

I 
Deferred social faxes 39 51 

Other CL 25 52 
348 641 

I 'Special funds' 53 42 
Exchange rate 9 

I 
ct.;fference !! 

412 692 

CAPITAL 

I Share Capital 
State funds 115 105 

I 
Reserves 1572 1481 
Revaluation of usets ..ill) _Q 

1650 1586 

I LOANS 

Bank 238 191 

I 
Overdraft 100 289 
Interest __Q 40 

338 520 

I Other Reserves 19 8 

I FROMP&L !9 aw 
TOf AL LIABILITIES 2508 2449 

I 
I 
I 
I 3 - 3 F2346/ROS/03 Rev 1/WP32A 



3.2 

3.3 

3.4 

3.5 

On the liabilities side: 

• current liabilities comprise almost 30% of total liabilities; 

• within current liabiliti,..s, creditors comprise almost 80%; 

• of the remaini:tg 70% of total liabilities, loans account for just over 20"'; 

• loans consist 56% of overdraft, up almost threefold over the year, and there 

is Zl 40 mid of interest where before thl!re was none (or a small amount) 

• share capital accounts for 50% of total liabilities, and of this reserves are 

just over two thirds, leaving a very small portion as 'state funds'. 

Raw materials cor.sist largely of sub-assemblies and kits for 50 excavators and 

up to 150 artilJery transporters. Other large components are steel stock, high 

value tool steel, forgings and castings. 

Work-in-progress consists two fifths of tanks, and two thirds overall of military 

products. 

Finished goods consist principally of military products. It must be remembered 

that all of these items are recorded at historical cost and so appear very cheap 

at today's costs of production. This explains why so many unsold tanks figure 

lowly in the total of the stock of finished goods. In addition, the difference 

between the cost price and the selling price of tanks is around two and a half 

times that for civil products. So although the recorded value of the store of 

tanks appears small, it is out of all proportior. to their potential market value. 

Therefore while at face value it is tempting to conchlde that the company 

should make haste to dispose of raw materials stocks, in reality the effort is 

needed to dispose of tanks. The apparent profitability of tanks should allow 

management sufficient room for manoeuvre, even in today's depressed markets, 

to fix sales for quick cash flow. 
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3.6 

3.7 

lnccme Statement 

The 1Q91 (consolidated) profit and loss statement appears as Figure 3.2. The 

enterprise made a positive operating margin of Zl 134 mid in the year, on sales 

of Zl 758 mld, doWJ'I from sales of Zl 3,224 mld (at 1991 prices) in 1989. 

Sales history was analyu.d in our interim report. 

The two items which significantly and negatively affected the statement in the 

year were: 

• bank interest of Zl 238 mid; 

• and an extraordinary loss of Zl 312 mld (principally interest, but also 

written-off inventory). 

Ratios of Fmancial Performance 

3.8 Ratios computed from the 1991 closing statements are compared with 

equivalent ratios of UK industry sectors making products similar to those of 

Bumar-Labedy. These appear in Table 3.1. 

Fmancial Status 

3.9 Acid Test: Very low liquidity. The ratio indicates particular wlnerability to 

trade creditors. 

3.10 

3.11 

3.12 

3.13 

Cu+rent Ratio: Apparently good cover of short term creditors by total current 

assets - principally stocks (undervalued). 

Total Liabilities to Net Worth (Net worth defined as shareholder's equity less 

intangible assets): The ratio is significantly lower than all equivalent (western) 

industry ratios, the reason being that Bumar-Labedy is not burdened with debt. 

In this respect, the company has an important strength. 

Fixed Assets to Net Worth: Greater than (western) industry average, but being 

at unity indicates the company is in a good balance of capitalization. 

Current Llabmties to Net Worth: In terms of the good relative capitalii.ation of 

the company, creditors can be said to have reasonable security. 
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I 
Fapre 3.2 - ••mar.Labedy Consolidated Income Statement 1991 I 

(Mid ZI, 10'> 

Sheet 1 I 
SALES REVENUE I 
Domeltic, aoc>ds 3SS 

Domeltic, lelYices 4S I 
&port. &oods 356 

&port. eervica 2 I Raale. boqbl~ &oods _J1 
758 

COST OF GOODS SOLD I 
Raw...-rials+eneru 217 

Eltaml services Q.l I 217 

Labour.--.. 110 

Labour. OIKOlt .11 I 
Tocal labour COit 181 

Deprecialion 107 I 
Net dtmgc in finisbed p>ds/stock items Sl 

Colt of &oods sold I 
Grca Maraia 202 I SELLING A ADMINISTRATIVE EXPENSF.S: 

General com 66 

Travellina com -1 I 
TOTALSGA 68 

Operati;ia Profit 134 I 
Other Income (&pemes): 

Cunmcy differenc:ea 48 I 
laterat OD receivables 13 

Bank interelt 4 

Payment to IOCial fund (S) 

Haak ialerelt apeme (238) 

Turnover IAll (0.S) 

Net Income (Loa) (179) (4S) 

Exll'llOl'dinary (Lou) (312) 

Add: Current Net Income (Loa) .,W) 

Cbin1 R.et1ined Eaminp (Lou) 
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--------------------
TABLE 3.1 ·FINANCIAL ANALYSIS 

._r-1.abedy COlllUUClioa Mlal111 F1brinled Mllll FOfliflll Mllll Wort1111 "°" + .... , lnlluluk• 
1991 1!4ulp-.ie Maohl111ry Miiii Ploduotl 1919 1919 Foundrle1 Avll'lp 

1919 1919 1919 1919 

l"lllmdllSll!lm 

Al:id T .. (ll) 0.41 0.6 0.6 0.7 0.7 0.1 0.1 0.7 

Clarftlll RMio (11) 1.77 I.I 1.2 1.2 1.2 I.I 1.2 1.16 

Tacal UabiliUu ao Net Wocdi <•> 99.l• 192.6" 232.4S 175.4 161.6 313.0 161.7 206.1 

FIMd AINtl IO N11 Wocdi <•> 100• 71.0• 65S.O 76.2'5 71.2 139.0 12.3 16.4 

Cimini Liabililiea to Net Wonh <•> 56.6" 166.2• 169.6" 131.4 131.6 307.2 136.5 175.0 

Curnlll U1bilitica 10 Stoc:k <•> ... 211.2• 223.3" 326.9 322.2 312.3 360.2 316.0 

A..e Vdlity 

Stod: Tul"nOWr (x) 1.04 5.6 5.7 7.5 1.4 9.0 10.5 7.71 

~ CoU.elion P.riod (D) 151.0(D) 70.7 (D) 71.4 (D) 71.1 72.7 74.2 11.5 74.7 
I 

-..J A.- Tul"nOWr ( •) Jl.O• 141.IS 159.9• 156.I 156.3 214.0 161.4 166.2 

Salea to N•t Worti111 c.,ital 1.41 4.1 5.7 3.0 7.4 5.0 5.5 5.1 

A.-'° Sale•<•> 323.0'5 67.2• 62.6• 63.1• 64.0• 47.H 62.0'5 61.1'5 

Crecliton to s.i.a (Dlya) 259.0 (D) 62.6 63.I 64.0 47.0 62.0 61.1 60.0 

.............., 
Prof• Marrin<•> (6.3>• 4.0S 5.0S 4.1 5.0 4.0 5.1 4.7 

ShaNhollMn R•tum <•> (3.0)• 11.4• 22.3S 30.2 21.6 35.6 24.6 25.4 

t! R-m on C.,klil <•> (2.7)• 15.5" 16.7• 22.6 11.5 29.6 17.4 20.0 

t R-.mon A1Nt1 <•> (1.9)• 5.1• 6.6. 7.2 7.5 1.3 9.6 7.4 iii a F.m...,.. .... 
~ 
f c.p Emplo,.cUEn.,loJM (£) 17.6 14.1 11.0 9.1 9.9 12.I 10.7 11.2 

~ 
SalealEmploJM (£) 7.2 56.0 56.1 43.1 37.4 61.7 36.4 41.5 

~ ProfillElnploJM \i) (0.4) 1.9 2.3 2.1 l.9 5.4 2.4 2.6 > 
COlll/EmploJM (£) 1.72 12.4 13.6 I I.I 10.7 12.3 11.5 11.9 

Sourc.: Dunn a. a-.d*"' (UIC) 
lumar-1.abedy. 



3.14 Cum;ot I iahilitics to Stocts: The second indication of trouble at Bumar­

Labedy: as the ratio is low, high stock retention shows up as an inability to 

meet debt by disposing of stock. Stocks, particularly the large stock of military 

vdliclcs uc inventoried at historical value so the ratio is distorted btause of 

I 
I 
I 

this. I 

3.lS 

3.16 

3.17 

3.18 

3.19 

3.20 

3.21 

Stock Iumoyq: Vecy low compared with (western) industry norms, indicating 

a major problem in moving stock. 

Collection Pqjod: Double the (western) industry average, ir.dicating difficulty 

with obtaining payment by trade debtors. 

Asset Tumoyq: Over five times below (western) industry avenge; 
management has been unable to generate reasonable sales from its asset base, 

so assets arc extremely underused. 

Sales to Net Workini Capita}: Again below (western) industry average by a 

factor of four; this low ratio underlines the difficulties management have with 

achieving sales. 

Assets to Sales: Greater than (western) industry average by a factor of five; 

high ratio indicates much too low level of sales. 

Creditor Days to Sales: Way out of proportion to (western) standards, 

indicating Bumar-Labedy has been using suppliers to financ: operations, in turn 

pointing up the difficulty with obtaining alternative sources of funding. 

Prordability 

The company is not returning any profit. 

F.mployee Ratios 

3.22 Capital Employed per Employee: Since Bumar-Labcdy's ratio is greater than 

(western) industry average, it may be concluded that the capital intensity is 

quite high, and the balance of capital employed (total assets Jess total current 

liabilities) to the number of employees is good. 
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3.23 

3.24 

3.2S 

3.26 

3.27 

Sales.IEmJ>lqye: As expected, the level of sales per employee is dreadfully 

inadequate. 

CoststErnplQyec: This ratio - a seventh of the western counterpart average -

points to one of the main strengths of the company. 

Coaclusiom from Ratio Analym 

Stren&Jbs: Four areas of strength emerge: 

• low debt; 

• good balance of capitalization; 

• low cost base; 

• apparent security for creditors. 

Wratntsn: Five areas of weakness emerge: 

• low sales; 

• vulnerability to creditors; 

• inability to meet debt by disposing of stocks; 

• low stock turnover; 

• half a year's worth of trade debt uncollected. 

The following comments can be made: 

• the company is making inadequate use of its asset base; 

• the asset base is three quarters ouildings, and the fourth part - equipment -

is partly usela~ (old, inefficient, and in the way). There is limited room 

for improving financial use of the asset base, and it points to the eventual 

requirement for capital investment; 

• the company is using its suppliers to finance operations, emphasising the 

difficulty it faces in raising working capital from banks; 

• stocks, particularly military products are inventoried at historical cost, 

reflecting untrue market potential value; 
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• even in a difficult year when most of revenue came from factored military 

spares, a positive operating profit is a good omen for the future. 

3.28 Although the UK sector ratios chosen for comparison do not address the 

military products aia, thete is no particu12.rly strong reason to S'.lppose they 

would be much different. The industry ratios are spread over many co npanies; 

furthermore, the low stock values accorded to Bumar-Labedy's store of tanks 

could be said to be comparable with market values of civilian vehicles. 

Outlyin& Production Sites 

3.29 Financial information from the two principal outlying production sites - Zabrze 

and z.awiercie - was sparse. There is a third outlying plant at S:zczekociny, 

I 
I 
I 
I 
I 
I 
I 

which used to make nuts and bolts. but it is obsolete in terms of commercial I 
productive capacity. 

3.30 

3.31 

Zabrze has been financially independent since July 1991. Its income statement 

for the five months to November 1991 is shown in Figure 3.3. Comments are 

as follows: 

• a positive net operating profit was returned in the five months; 

• a loss of Z1 290 million was cbtained over the period; 

• the majority of sales were achieved in the three months July to September, 

almost exclusively on the basis of military orders (gearboxes and shock 

absorbers) from the parent at Labedy; 

• ion an extrapolation of this performance over a twelve month period, 

Zabrze would contribute almost 8 % of consolidated group revenue, and less 

than l % of operating profit. It employs 6-7% of group employment. 

z.awiercie has been financially independent for 20 years. Its income statement 

for 1991 and balance sheet for 1990 appear in Figure 3.4. Other salient 

information appears in Figure 3.5. Comments may be made as follows: 
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F".,..-e 3.3 - Zabne 1991 

July Aue ~ Oct H!Z! 

Revmue 7.S44 1S.29S 22.423 23.228 24.073 

Cop Runaing Total 

DeprecialioD l.22S 2.448 3.669 4.883 6.084 

M.ala a: EnerJY 4.SIO S.268 S.SlS S.S62 S.7Sl 
Scrvica O.S21 O.OS8 0.138 0.212 0.334 
Uhour'+ a: On-Cost 0.999 l.S42 2.417 2.612 
lleat 0.04S 0.090 0.134 0.178 0.223 
Net Cbmge ill w-i-p 0.5S3 S.49S 10.4SO 9.067 1:m 

7.162 14.747 22.03S 22.8S4 23.992 

Coalnliutioa +0.382 +O.S48 +0.388 +0.374 +0.081 

bd.erat O.OS1 0.163 
Extnord ltam 

Tu.ea 
PBT (loss) 0.382 O.S48 0.388 0.317 (0.082) 
Payment to Social Fund O.ln Q..2§1 Q.121 Q.,122 -

0.208 

Net Profit (loa) 0.20S 0.281 0.161 0.09S (0.290) 

Noees: 

1) Net cootributioa July-Nov wu 81110' Z1 ~-
2) Bottom line July-Nov wu l2H of 290xl0' Z!. 
3) S&:a ~ llCbieved ill the 3 months July-Sept, presumably all from Gliwice md all 

miliwy (ulea olber than searboxes and shock absorbers amounted to 7.83'5 of the 
tolal, this period). 

4) Employment July-Nov approx 300. 
.S) On the UIUIDptioa that 12 mtbs sales - 12/S x 24 = .SS mid, then Zabne 

cootributea 7 .6 '5 to KUM B-1 revenue, md leu than I '5 to operatina profit. 
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• sales halved in 1991 from the 1990 value of Zl 38,000 million; 

• a minimal positive net operating profit of Zl 500 million was returned in 1991; 

• a loss of around Zl 14,000 million was made in the same period, 90" due to 

an extraordinary loss, assumed to be either penalty for non-payment and/or bad 

debt. 7.awiercie management complained that a quarter of their own bad debt 

was due to the parent at Labedy; 

• if the 1990 asset value is representative of the 1991 value, then the plant forms 

3 ~ of the consolidated group value; 

• 7.awiercie contributed 2.6~ of consolidated group sales in 1991 (2.8~ in 

1990), and 0.4~ of group operating profit It employs 8-9" of group 

employment; 

• its products are slewing rings (claims to be largest producer in Europe), 

investment castings (for many industries, by the lost-wax method), and low 

valut;-added fabrications such as excavator buckets and crane chassis; 

• the management have applied to the government for the right to be privatised. 

Cun"eDt Fmancial Position 

3.32 The current financial situation of Bumar-Labedy is fairly desperate, with working 

capital being provided by banks on some sort of guarantee from government. The 

company is now under court order to settle with its creditors. Meanwhile short term 

interest is piling up. In the absence of a government rescue, this will lead inevitably 

to a restructuring of the balance sheet because the only way debts can be paid off is 

to relinquish shareholding. 

3.33 Should restructuring of this nature arise, one of two things must happen. Either the 

lenders (or joint venture partners) take a stakeholding in the company (unlikely), or 

cash is realised to pay off lenders. Cash can be raised through retained earnings, 

and to achieve this, the company needs to sell its stock of military vehicles. 

3.34 Loans can also be raised through donor aid, such as World Bank funding, or 

European Bank for Reconstruction and Development. To do so, or renegotiate 

existing loans the company needs to present a credible plan. 
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F".,.-e 3., - Zawien:ie 1'91 hKome Statmamt 
(Zl mid) 

lad Half(Ycar) 

._ 19.764 

COGS: 
DeptcciiMioa 1.779 
......-.A&an 6.541 
Scnica 1.177 
UllcM'AOa.Qa 6.121 
lal 0.913 

Mel a.... •-i1' 0.494 

19.265 

COllllrillulioa 0.499 

lllcral .925 
•EJlllW~wlilca. ilUID 

PBT(ba) (12.013) 
Tam 0.220 
Pa,- IO mcial fimd -
Mel Pro& (loc) (12.233) 

(13.965) 

• ~ ~ oa _,.,_.or crcdilon. 

Tocal-'­
UABIUTIES 

Liabilitiu 
su...c.paa 
Cradill/Loa• 
lauvca 
Olhcr J..oam 
Yarltaull 

Notu: 

Balance Shed 19'0 

Q2!!! ~ 

16.376 31.312 +-

2.069 1.151 
.719 7.111 
.001 ~ 

2.790 lS.352 +-

2.136 1.744 
.041 0.317 

1.00S 13.410 

3.119 22.541 

p.oS4 76.276 -
17.0l7 44.011 
3.141 IS.117 
0.001 0.711 
O.IS6 !.2S6 

~ .l.U.l.Q 

p.os• 76.27S 

la Half 

14.796 

l.b97 
5..363 

.708 
4.022 

.499 

:Lll! 

13.921 

0.161 

a.ml 

(2.805) 

....J1Z 

(2.912) 
(3.260) 

larp u.vcaa-r? 
iDflltioa? 

larp illvcamcat? 

I) lmpoHjk!t IO makc •- of lhi• llinc:c !here WH .ll!U:i!il!ls inve1,mcn& and we don '1 know what 
mtlutljoo mclhoda wcrw ulCd. 

2) Aammillf O.C 90 ia tquivalan& IO O.C 91, lhcn Zawicn:i forma 3" of lhc book value of KUM B-1. 
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Fapre 3.5 - Zawiercie Product Mix/F.mploymenUCustomer Base 

~ 1990 .l.!ll 

Slewiq Rinp 2017 S23 

Buckds 0 19 

Frames (crmes. etc) 91 27 

Cutiap 20St 77t 

~ 

Slewing Rinp 186S 387 

Buckds 
Frames 9S 30 

Castjga ..fill 79t 

Value 38.0S7 19.7SO 

fmplnymmt .l22Q .i.m 

Jan S20 468 

Dec 476 394 

Customers {besidell Gliwice) 

Cutinp: 26 
} 

Unsure if total base, 
or all served in 1990 

Slewins Rinp: 24 and/or 1991. 

tf2lg .J.22Q .1221 

~ of KUM 8-1 Sales 2.83S 2.6~ 

~ of KUM B-1 Opetatins Profit ? 0.37~ 
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3.35 The only item missing from the balance sheet is the value of the land. When 

added, this will panly offset any diminution of shareholding. It has to be 

presumed though that the market value of the land is fairly minimal. 

Need for Fmancial Restructuring 

3.36 If working capital is available and if sales can be increased in 1992 by a factor 

of two over 1991 (90CJ. tanks), and costs are cut by shedding another one and 

a half thousand people, then there should be no need for restructuring of the 

balance sheet. 

3.37 

3.38 

3.39 

Sales 

3.40 

3.41 

If such a level of sales is not achieved, then the future will look grim and again 

there will be no need for restructuring because the company will be bankrupt. 

There is another alternative. This involves the government taking a stand on 

the premise that it will require a national capacity to make main battle tanks. 

In this case restructuring the balance sheet would be possible along lines to be 

explored further in this report. 

In the sense that the status quo is untenable, i.e. the financial director is unable 

to present a budget based on sound commercial argument because he cannot 

establish credit, then there is a need for financial restructuring. A financial 

model appears in Section 8 of this report, and this theme will be continued 

there. 

Figure 3.6 demonstrates the decline in sales over the past three years. The 

values are plotted in constant 1991 prices, arrived at by assuming one price and 

multiplying it by the annual volume output. The source is data obtained from 

Bumar-Labedy and it is worth stating that discrepancies occur in this data; since 

it was necessary to produce it specially in response to our req· :st, and since, 

in common with all quantitative data we were given it was prepared by hand, 

there is wide margin for error. 

The significance of the military sector to the company is clear. 
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92 (f) 

91 

91 

··c· 
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CJ·s&C' 

CJ Recovery Vehicles 

ffiI[] Transporters 

I .·· ... J Tanks 

-Spares 

~Cranes 

CJ Excavators 

ITIID Spares I other sales 

I> • d Mine loaders 

- Services 

Figure 3.6 - Bumar Labady Sales (1991 Prices) 
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3.42 

3.43 

3.44 

3.45 

3.46 

Within the military products, the spares business seems the most durable, 

followed by tanks. Trmsporters (personnel and artillery) used to be of equru 

or slightly greater value in sales, but there were no sales in 1991. Recovery 

vehicles have shown minimal sales over the past two years. Sales in 1991 were 

23 % of the 1989 peak. Production of all types of military vehicles has been 

suspended; many incomplete vehicles lie in various stages of production. 

Exports accounted for around 55 % of military sales in 1991, none in 1990, and 

about 209' each in 1989 and 1988. The sale of tanks in 1991 was distorted by 

a Polish government 'purchase', amounting to 67% by value. This purchase 

was made on the understanding the tanks could remain in storage at Bumar­

Labedy' s Gliwice works, and that Bumar-Labedy were free to sell them into 

the export market. The revenue appears on the books. 

Civil products accounted for 22% of total sales in 1991, 24% in 1990, and 

about 15% each in 1989 and 1988. While of low relative value, they are 

increasing in relative importance but remain overshadowed by the high valr~ 

of military sales, particulary of the exported portion. Production continues in 

cranes; production of excavators has stopped. 

Within civil products, the largest and most durable is services: forgings, 

castings and tools; forgings were mostly crankshafts. Next is spares and 'other 

products', foliowed by cranes and excavators. Sales in 1991 were one third of 

the 1989 peak. 

Clearly, military products represent the best short term hope for the company, 

and of these, in the short term at least, the spares busine~s appears to be wherr 

most effort should be con"-. .• trated. Sales of military spares alone were double 

the total of all civil products in 1991. 

Financial and Accounting Systems in Use 

3.47 Accounting systems in use at Bumar-Labedy were described in our interim 

report; they include: 

• product costing - by centre ar.~ by department; 

• budget, or annual 'plar'; 

• credit control; 

• annual auditing. 
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3.48 

3.49 

Other information produced by the Bumar-Labedy accounting function include: 

• monthly and annual balance sheet; 

• monthly and annual profit and loss statement (both now in more 'western' 
style); 

• gathers and analyses cost data from departments and Technological Division 

(see Figure 3.7, discussed in our interim report); 

• and produces departmental overhead rates; and 

• persoMel wage calculations and payments. 

The budgeting system in use is not designed either for real planning purposes 

or for the purpose of controlling actual expenditures or for monitoring progress 

against agreed targets. It needs to be all of these things and it is fun<t..'1lentally 

important to the survival of :he company that a real budgeting system be put 

in place. On the positive side~ the elements of a budget exist within the present 

setup, as illustrated in Figure 3.8. 

3.50 Additionally, there exist within the present setup the elements necessary for 

better understant'ing, analysis and monitoring of costs. 

3.51 

3.52 

Missing from the present setup are the techniques of financial decision-making: 

short and medium term, and long range capital budgeting. 

These basic elements of management accounting are sho"•n in Figure 3.9. 

Bumar-Labedy management needs to rethink its approach to cost accounting. 

Overall, the fundamental defect is that there has been so little consultation 

between upper and middle management. Survival of the company requires 

involving those who are in daily contact with the realities of the markets, 
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production, materials procurement, maintenance, etc. to the processes of ~ 

decision-making, planning and control. There is evidence that this has begun 

to happen. 
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Figure 3. 7 - Present Costing Methodology 
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Figure 3.9 - Essentials of Management Ac::counting 
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Product J..ine Cost Analysk (1991) 

3.53 Some typical product line cost breakdowns are included by way of example; 

these are presented in Table 3.2 and are discussed briefly as follows. It should 

be noted that the conesponding selling prices were not available, and that some 

of the figures quoted are for batches of unknown quantities. The percentage 

values arc assumed to be representative. 

3.54 The cost of miltary vehicle production is more than half represented by 

materials, whereas for loaders and excavators it is around a quarter. The very 
high material cost of the crane chassis is assumed to be due to the fact that they 

were bought in from Odessa. 

3.55 It is notable that the cost of direct wages is a tenth or less, as a proportion of 

total costs. This indicates that, for assembled products Bumar-Labedy cannot 

make much of low Polish wage structures as a competitive advantage. It even 

suggests that there is scope for increasing wages; as this report shows, wages 

is a high motivation factor. There will continue to be an advantage in sub­

contract work. 

3.56 Overhead is split roughly between costs of production departments and general 

overhead, together accounting for between a third (military products) and a half 

(civil products) of total costs. Obviously overhead is the biggest single area of 

controllable costs which Bumar-Labedy should tackle. 

Calculation of Department Overhead 

(based on Plan 1991, production department 320) 

3.57 DeJ>artment costs 
Zlotys x l .Q()Q 

Depreciation 4,375 
Energy 28 
Salaries, indirect 299 

208 
Miscellaneous 829 
'Zarzga' 2...121 
Total 7,860 
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TABLE 3.2 - l"l PRODUCT LINE COST ANALYSIS 

.... T72MIT 1.-lct &AwlaC 

Zllll 
STllW 

Zlm 
STllW 

Zlm 
STllW 

COil COil COil ....... n11 124 S96 
.....,.. Pia Adjult 234 6 23 
Scnp I s -
Net ....... 976 54.3 113 2S S72 26.4 

..... COil 37 2 s 
Prucl'• Slaa1up 69 - 42 
T .. COll 16 - I 
Tip&Fildllla 33 6 96 
Toalillf 2S 4 71 
Licesc - - -
Sullcoalnct - - 12 
llalT.--. 43 13 42 
O!MrC.. - .;. .Ii 
Tocal 'Speeill C..' 1!! u ~ u l!l ll;2 
Direc:tWlllU 123 4.1 41 10.6 132 6 
Dlpl OvcdlClld 63S 17.4 102 22.6 SS2 lS.S 
R..;.ct COil -12 ..n .1! 
TllW COil of Produelioa mz !l 221 w ll!l 73 -
a.-1 Ovcdaad 649 17.1 Ill 21.3 Sil 27 
COllo(s.Ja s 23 2 

Tocal COil 3641 100 4S2 100 1166 100 

3 - 23 

C-a...il 

Zllll 
STllW 

COil 

1068 
110 

-
9S7 72.9 

7 

-
-

10 
2 
-
-
6 

Z! 
46 L1 -
33 2.S 

127 9.7 

.J. 

ll1a w 
136 10.4 

I 

1313 100 



3.58 

3.59 

3.60 

Direct wa&es costs 

Basic wages 
Premiums 
Total 

Percentage 

1,836 
Llli 
3,112 

~~ (7,860/3,112 x 100) 

Thus, this overhead is a cost which cannot be allocated direct to the product but 

which is allocated in fixed proponion to direct costs. The factor calculated 

above - 2.S2 - we were told may range as high as 20! We saw many in the 

region of 6. The net effect of indiscriminately applying such high factors is 

that product pricing, particularly at the subcontract level, becomes inflexible 

and unable to respond to changes in the marketplace. This is an area requiring 

urgent attention. Some production managers have devised more appropriate 

means of allocation, in order to reflect the true cost and therefore permit some 

pricing elasticity. The centre needs to take account of such innovation, but as 
usual, it will require managerial command and resources. Personnel resources 

in-house may be sufficient to tackle the problem, but they should be equipped 

with electronic spreadsheet facilities. They will also probably be best 

redistributed to the various production departments, away from the centre. 

Calculation of General Overheam Percenta&e - 1991 Plan 

(Calculated by the Economics Department) 

3.61 Admjojstration and economics costs 

Salaries, including social premiums 

Travel 

Stationery and office costs 

Interest costs (part only) 

Taxes etc 

Other costs 

3 - 24 

Zlotys mUiion 

15,711 

297 

1,256 

2 
17,035 

1.200 

35,501 
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3.62 

3.63 

3.64 

3.65 

3.66 

General production costs 

Salaries, including social premiums 29,817 

Materials, oils etc 2,6(J() 

Energy, (excluding production departments) 2,977 

Depreciation 11,053 

Repairs and construction 1,466 

Other costs (sic) 35.420 

83,373 

Total general overheads 118.874 

Adjustment (12.236) 

106,638 

Total direct wages costs and department costs 197.476 

General overheads percentage 

[106,638/197,478 x 100] 

3.67 This overhead is the line item 'central overheads' in the product costing 

methodology described in 9.1 above. It is being used by Bumar-Labedy as a 

means of manipulating selling prices. By this is meant that persons preparing 

offers to the market are permitted to reduce the general overhead downward, 

in order to arrive at an acceptable selling price. 

3.68 Bumar-Labedy stated that during 1991, the general overhead factor was 

calculated to be around 160%. The only explanation we are able to find for the 

difference (160% to 54%) is that interest payments are virtually excluded in the 

calculation as shown above. Accumulated interest, as of end November 1991, 

was 218,000 mZI, or put in perspective, 28% of sales for the period to 

November. If the interest is included in the general overhead as calculated 

above, the overhead comes out as 165 % • Management have therefore taken the 

tactical decision to discount interest payments. 

Types of Accountin& Systems for Consideration 

3.69 An outline description of some cost accounting techniques which need to be put 

in place by Bumar-Labedy is summarised as follows. 
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3.70 

3.71 

Product pricing may be achieved by applying either full-cost, variable cost, or 

differential cost accounting techniques. The principal differences between full­

cost and variable accounting are illustrated in Figure 3.10. 

Cost Objectives 

If full-cost techniques are applied, then the costs may be collected an<! :wigned 

to pre-determined cost objectives, examples of which are shown in Figure 3.11. 

Figure 3.11 - 'l)pes of Cost Objectives 

Cost Objectives for Full-Cost Accounting 

I 

3.72 

3.73 

3.74 

Sub-assemblies 

Product lines 
• cranes 

,,,,,,_;,~:::<(:,~"''''~''''"''''''·'-'''''' • excavators 
• 'S' vehicles Depa.-tmenls 

, production 
• services 

Projects 
• product development 
• 1509000 

The basic origins of costs are materials, labour and overhead, and the full cost 

is derived as shown in Figure 3.12. 

Within Bumar-Labedy there exist systems for the collection of costs, but they 

are cum~some and slow, principally because data is prepared manually. 

Although there are computers in use, particularly in the finance division, of the 

data we requested and were given, none was presented as the result of 

electronic spreadsheet work. This situation needs urgent attention from 

executive management. 

At present, pricing mechanisms do not reflect all costs accurately. The costing 

methodology illustrated in Figure 3. 7 will. ir. principle be sufficient for 

complete assembled products. But there are several reasons why such a system 

needs to be set up at department level. 
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Types of Accounting System 

Full Cost of Product Variable Costing 

Production costs 
• direct costs 
• indirect costs 

+ Administrative overhead 
• se1ling 
• management 
• other 

+ Financial overhead 
• interest/bank charges 
• creditor charges 
• other charges 

+ Profit margin 

' = Selling price 

' Assigned to cost objective 

work-in­
progress and 
finished goods 

~ . 
tomventory 
at full cost of 
production 

Figure 3.10 

Production costs } 
• ma~ri~ ~ 
• labour inventory 
• variable overhead 

+ Fixed overhead 

+ Profit margin 

' = Selling price 

} 

treat as 
expense of 
maintaining 
capacity 
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3.75 

3.76 

3.77 

3.78 

3.79 

3.80 

Firstly, if the company is to be reorganised along 'profit centre' /'cost centre' 

lines, then each centre will need to measure its own costs. In order to 

maximise contribution to the enterprise as a whole, each centre will need to 

keep track of its own costs. 

Secondly, subcontracting will form an important part of the survival strategy. 

It will be necessary to have accurate information at departmental level on 

elements of cost which should be minimised and which should be concentrated 

on, for maximum added-value and maximum profitability. 

Thirdly, the company must maintain facilities for which there is likely to be 

minimal demand in the short term - military products. For scme new 

profit/cost centres it will be necessary to define that part of cost which goes 

toward supporting that military capability. This would provide a solid base 

upon which to argue for government support of a more permanent nature than 

the present unsatisfactory arrangement. 

Bumar-Labedy should assign some assets to military products, in arguing for 

a more structured government support for that capability. The techniques are 

essentially the same as those of assigning costs to products. 

Systems for Gathering Costs 

Either process costing or job costing can be applied as a means of collecting 

costs, and to calculate product unit prices. Figure 3.13 depicts the two 

systems. Currently some ccsts, notably labour hours, are gathered by the cost 

form which accompanies the operation route sheet which follows jobs through 

the production sequence, illustrated in Figure 3.14 (and discussed in our 

interim report). 

In a process costing system, the unit costs are averages derived from the total 

costs of the period. Differences in the costs of individual products are not 

revealed. So a job order system is more appropriate if the customer is paying 

for specific items or services on the basis of cost (as in subcontracting, or in 

repair services from, say department 810, machinery maintenance/rebuild). 
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Figure 3.14 - Enqulry,Quotatlon and Production Planning Process for Sub Contract Work 
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Figure 3 13 - Cost Gathering Systems 

Process costing 

I (all costs, all manufactured units per period) 
unit cost= 

total manufactured units per period 

Job costing 

unit cost = I (all costs per unit) 

Measurement or Costs 

For: 
• less records 

Against: 
• unsuitable for high mix of products 
• costs of individual products not known 

For: 
• price based on known cost of product 
• identify problem arca11 

Against: 
• more records 
• complex allocation of indirect costs 

3.81 Presently, the direct·costs of labour and materials are measured through the 

system of operation route sheets. These route sheets collect hours (based on 

standard times, as assigned by the Technological Division). Without detailed 

review across all departments it is not poss°ible to comment on the adequacy of 

ihis system. With respect to the ~ of labour hours, either the actual cost 

of the man must be measured, or an average cost is applied across a 

department; the former is more accurate but requires more data collection and 
analysis. 

3.82 The direct cost of materials is also measured by Bumar-Labedy via the route 

sheets. As for labour, the cost is a multiple of the quantity and price. 

Quantity is easy to measure, price is more difficult. The data required to be 

measured is summarised in Figure 3.15. 

3.83 Currently, all these costs, and others, having been collected are totalled for 

each department (Rejesrer Kostow Wydzialowych). This aggregation occurs too 

late in the chain of cost measurement to be useful for anything other than 

calculation of departmental overheads - which are then ~ coarse for 

depanment managers in setting prices - and for the overall pricing of final 

assembled products (vehicles). It needs to be collected and totalled much 

funher down, so that immediate use may be made of it and the results made 
more credible. 
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3.84 

3.85 

3.86 

Figure 3.15 - Direct Cost Measurement 

Labour < hours worked: ~crual, standard 

- basic 
cost per man < z us + social to overhead? 

· description, per route card 
Materials quantity 

price to include: inward freight 
inspection 
purchasing costs 
storage costs 

Allocation of Indirect Costs 

How to assign indirect costs fairly? Before the indirect costs can be assigned 

to products (if products are cost objectives), they must first be :\Ceumulated in 

pools of cost. Within production departments, a group of machines might be 

a pool of cost. At least one departmental manager we interviewed i~ already 

doing this. Within service departments (alled 'cost centres' in this report), 

pools of cost might be task forces assigned to electrical maintenance, machine 

rebuilding, and so on. At the centre of the organisation, indirect costs can be 

collected in pools labelled 'depreciation', 'insurance', 'taxes', 'utilities costs', 

and so on. 

Total overhead costs are assigned to production cost pools as shown m 

Figure 3.16. 

Predetermined Overhead Rates 

Currently, Bumar-Labedy calculate departmental overhead rate on an annual 

basis and it is not a satisfactllry system (sec interim report for detailed 

explanation). It is con$C4uently recommended that new approaches be adopted 

to the concept of overhead distribution (and control). The overhead will need 

to be analyzed in depth. When this has been done, probably monthly over a 

one-year period, management will be able to return more confidently to using 

predctennincd overhead rates. Using predetermined rates enables product costs 

to be calculated more promptly, requires less effon than going through the 

same calculation every month, and avoids fluctuations caused by seasonal 

vanations and variation in activity volumes. 
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overhead. plus 
portion of 
services sum 

PRODUCT COST 
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In each box: 
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Figure 3.16 - Allocating Overhead Costs to Products 
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Overhead Budget 

The application of predetermined overhead rates introduces the need for an 

overhead budget, showing what overhead costs are expected to be at various 

volume levels. A budget can be set up for each department, for predetermined 

product lines. The total budgeted overhead cost will be the sum of fixed costs 

plus a factor times the vo!ume parameter (direct labour hours, say). 

Figure 3.17 depicts such a budget. 

The volume level is the item which will present the most difficulty in setting. 

It is here that the marketing department really comes in:o its own. Each 

production manager must individually agree a range for the budgeted volume 

with the marketing department. Collectively, the company must agree the sum 

of these individual agreements. 

We would emphasise that the recent forecasts given us by Bumar-Labedy for 

1992 planning purposes do not reflect the real situation: how difficult it really 

is to sell the military products, and that Bumar-Labedy's range of cranes, 

excavators and mine loaders are virtually unknown over a wide range of 

markets. Once again, we stress the need to build up the marketing department 

so that it becomes a centre of market information. 

Analyzing Production Cost Variances 

Variances - the differences between actual costs and standard costs - must be 

analyzed when working with budget systems; the analysis drives the bottom end 

of the management information system. Variances occur in production costs, 

in non-production costs and in gross margin. This is shown in Figure 3.18. 

Figure 3.18 - Budget Variance Reporting 

< efficiency variance = time difference x standard mre 
Labour 

rate variance = rate difference x actual time 

< quantity variance (from srandard) 
Materials 

price variance (from standard) 

Overhead f 
production volume variance ]<- dcprk n~ana:cr 
(full cost · acrual cost) .... mar cung ept. 

net 

L spending (costs) variance - dept. manager 
(budgeted · actual) 
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Figure 3.17 - Flexible Overhead Budget 
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Differential Accounting 

Decisions on whether to accept subcontract jobs can be made using the concept 

of differential costs. The types of cost which should form the basis of sucn 

decisions are shown in Figure 3.19. 

In designing its new cost accounting systems, Bumar-Labedy should allow that 

raw data can be used .\n estimating the differential costs for specific problems. 

This has to be done in close collaboration with departmental managers. 

Contribution Analysis 

If the first new concept which Bumar-Labedy have to accept is being markn­

led, then the second is the notion of profitability. Figure 3.20 illustrates the 

'profitgraph', which can be used for an analysis of breakeven volume. It is a 

simplified approach, in that costs do not continuously behave linearly with 

volume. But the assumption can be made over the 'linear range' that they do. 

Profitgraphs can be constructed for each cost objective, that is, for each type 

Of Product a A .................. t -~1·~- -· '"'''°" '-· •'-... -' .......... _..,._. ~~ .. "''hole ~.,.....u .. -.... ...... ~, Vi -•-·· .ava ..-......... ..,Y-._ ... -..u .. M-;,. -. .:. • 

Extending the analysis, a profitgraph can be constructed for the oompany as a 

whole. 

On the issue of cutting costs to match revenues, we caution strongly against 

reducing labour for the sake of reducing costs without first exploring all 

possible ways in which indirect labour can be brought closer to production. It 

is vital that a new culture pervades Bumar-Labedy, in which people are made 

to feel a part of the overall effort for survival. 

Capital Budgeting: Long Term Decisions 

Short term decisio.1-making based on the technique of differential costs and 

revenues may be extended into the longer term. The types of decisions to be 

I 
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I 

addressed in the longer term are shown in Figure 3.21, together with the I 
elements of the capital budgeting technique. 

~ 

I 
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Figure 3.19 - Differential Decisions 
(subcontract or one-off jobs) 
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Figure 3.20 - Profit Graph (breakeven) 

--~-~--~-~----------



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

3.97 

3.98 

3.99 

Figure 3.21 -Long Term Decisions 

Duision Types 

• Rtplactmtnr : more productive equipment 
• Expansion : increased future revenues 
• Cost reduction : mechanise manual operations 
• Equipment choice : maximum yield 
• Ntw product : will revenues exceed costs? 

Inputs 

• Capital spend 
• Operating costs 
• Life of project 
• Discount rate 

Outputs 

• Net present value } 
• Rate of return bases for alternative choices 
• Payback period 

Bumar-Labedy have not undertaken decision-making of these problems on an 

analytical basis; theirs is a high risk approach and is not one which is likely to 

instill confidence in potential financial backers. It is almost imperative that a 

computer is used for the analy'iis. 

Responsibility Accounting 

The combinations of departments chosen by Bumar-Labedy to form their 

prognosis for the future, as p~nted to us and whic~ form the basis for our 

financial model may be referred to as •responsibility centres'. Some have 

profit responsibility, and some have cost containment responsibility: 'profit' 

and •cost' centres. They may be visualised in terms of inputs and outputs, as 

shown. in Figure 3.22. 

Responsibility centre managers need information about what has happened 

(historical, e.g. costs) and about what is likely to happen (future, e.g. markets). 

Responsibility accounting involves a continuous flow of information about the 

flows of inputs and outputs to/from a responsibility centre. 
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3.100 When a centre manager is responsible for the use of assets as well as for 

profits, then that centre is close to becoming independent. Zabrze and 

Zawiercie could be argued as being in this category. Have the executive 

management of Bumar-labedy set minimum criteria for a return on investment 

in these two plants? It does not appear so. Are the management of these two 

plants ready to accept responsibility - do they have the means of decision­

making - for making new investments? These are questions Labedy 

management should be seeking answers to, together with the future importance 

to core business (the make/buy decision), before permitting them to become 

totally independent, i.e. selling them off. Is it more cost-effective to produce 

gearboxes for cranes and excavators in department 420 than at Zabrze'? Or is 

it more cost-effective to buy them in from an independent Zabrze free to set its 

own price? The case has not been proven. 

Management Control: Maoagemeut Information Systems 

3.101 The main elements of the management control system structure are the 

responsibility centres and the measurement techniques used in them. There are 

four phases of control, shown in Figure 3.23. 

3.102 The me2!1S of translating programmes (which extend over several years) into 

a quantitative means of planning and control is the budget. Budgets are 

develope.d at profit/cost centre level, in agreement with responsibility centre 

managers. 

3.103 

3.104 

Report procedures will need to be set up in order to (i) inform management -

lower, middle and upper - of what is happening during operations, and (ii) to 

compare actual performance with planned, as a means of control. 

The recent interactive workshops with middle management demonstraied that 

they are well aware of the purposes budgets serve, so there will be minimal 

need for 'indoctrination' of middle management. The one budgetary purpose 

which was missing from their list was motivation. Motivation of miadle 

management - and presumably also of the workforce - is one of Bumar­

Labedy's biggest single internal problems. 
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Figure 3.23 - Management Control Systems 
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3.105 

3.106 

3.107 

3.108 

3.109 

As far as understanding of cost categories is concerned, there seem to be no 

difficulties at middle management level. Their understanding of the behaviour 

of costs was not tested, but it is probably safe ~o assume it has not been 

structured in ways required for application of cost accounting. In this case, 

Bumar-Labedy executive management .vould be well advised to initiate a 

training programme in the basics of cost accounting. Software and 

accompanying training i~ available in t.'1e UK for such purposes, perhaps also 

in Poland. 

It is also worth recording that middle managers are aware of the overheaa 

allocation parameters. There was a call for direct energy metering. 

Types of Budgets 

Seen from company level, there are three principal elements of the overall 

budget at each responsibility centre: 

• the qperatine budget: revenues, costs, changes in inventory and other 

working capital items; 

• the wh budget: showing sources and uses of funds; 

• a capital expenditure hudget: showing planned changes in plant and 

equipment. 

The final ingredient in the management information system is the control 

report. Reports should be prepared at three levels: low, middle and top. They 

should show the items of cost which are controllable by managers and 

supervisors. See Figure 3.24 for suggestions. 

Accounting information on its own is insufficient to provide adequate referenc-.e 

points for responsibility centres. The Bumar-Labedy management has already 

initiated Management by Objectives. Unfortunately, ;t was not tied to a 

monetary information system, and so has not been made to reflect progress. 

It can be re-started. Without it, there may be a tendency not to measure results 

at all. But it has to be led continuously by upper management. 
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Figure 3.24 - Management Information Systems 
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Organising f o~ Preparation of Policy and Budgets 

3.110 

3.111 

3.112 

3.113 

3.114 

Restructuring must be based on coordinated decentralisation. Programming, 

and the setting up of budgets, cost measurement and control systems should be 

undertaken by a group consisting of upper and middle management. The group 

should consult with top management on the one hand, and middle management 

on the other. The group will be involved in advising top management about 

appointment of responsibility managers, but the decision should remain with the 

managing director. 

Similar groups should be set up to coordinate other functional systems: 

production planning and control, prod1;~tion engineering, quality control and, 

later, quality management. 

All group! will have common interests: personnel policy, wage and salary 

structures, use of internal services, training, time frames for implementation. 

New responsibility centres must be made to, and have access for sharing ideas, 

e.g. for dealing with problems of like kiild. Central management must set 

guidelines hy which Divisional managers are obliged to 'convince' central 

management of the need for change once the organisation has been 

re'itructured. This will minimise scope for action based on intuition alone. 

When restructuring has been completed, two policy groups should remain in 

place between divisional and top management, to act as the two-way conduit 

of ideas. One group should deal with financial matters, and the other with 

functional (marketing, production, engineering, legal aspects, etc) and 

administration. By this means, the managing director can become detached 

from the day-to-day decisions of the business and be free to concentrate on 

policy, while remaining informed of operational progress. 
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4. MANUFACTIJRING ~OURCFS, PLANNING AND CONTROL 

Description of Facilities at Main Site 

4.1 The principal manufacturing facilities at the Labedy site may be grouped in 

four categories: 

4.2 

• machining; 

• welding; 

• heat treatment; 

• assembly . 

These are listed in Table 4.1, together with the corresponding department 

numbers. 

TA:BLE 4.1 - MANUFACTURING FACil..ITIES 

Machioina 

Weld 

Hut Treat 

300 
360 
410 
420 
480 

300 
360 

300 
440 

AINmbly 300 
480 
soo 

part 
part 

10111C aucmbly 
110111C aucmbly 

part 

proccu 
componcn& 

Additionally, there are manufacturing facilities which are essentially of a 

service nature to manufacturing, although they themselves can be producers in 

their own right. These are listed in Table 4.2. 

TABLE 4.2 - ANCILLARY (SERVICE) MANUFACTURING FACll.,ITIES 

Scrv~c 

C11tiq 
Forsi111 
Proccctivc Coatiq 
Pipe Ind Sheet frcNiq 

4 - I 

Dept. No. 

100, with 730 (91Ucn11) 

210, with 720 (diet) 
230 
220 
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4.3 

4.4 

4.S 

4.6 

Other facilities are true industrial service facilities; these would form the 

natural 'cost' centres. They are listed in Table 4.3. 

TABLE 4.J - INDUSTRIAL SER.VICE (COSI') CENTRES 

Sctvicc Dept 

Toolilrc 710 
110 
120 
940 
9SO 
960 
910 
920 
90SO 

Finally, of the blue collar variety, there are the non-industrial services, also 

cost centres. These are listed in Table 4.4. 

TABLE 4.4- NON-INDUSTRIAL (BLUE COLLAR) SER.VIC.£ CENTRES 

Sctvice 

FinSctvicc 
Laboratory 
Prototype Cealft 
Quality Coalrol 
5CORa 
Dilpatdl 
Guard 
TnininJ Scbool Worbbop 
llcbabiliUtioa Ccall'e 
Tramport 

NS0700 
TL 770 
TS0400 
TI OSOO 
HM S600 
HM S90 

EAP6SOO 
W6000 
06040 

DT 1900 

Moving to the white collar services provided at the 'centre', there are the five 

principal functions: 

• Finance; 

• Technic:.l; 

• Personnel; 

• Production; 

• Commercial. 

The company's organisation chart, Figure 4.1, indicates how the various parts 

are grouped. The interim report discusses the activities of the more important 

divisions 20d departments. 
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Figure 4.1 - Bumar • Labedy: Existing Organisation 

Production 

Production planning 

Foundry 

Forge 

Press & pipe Shop 

Protective coatings 

Bar cutting 

Welding & assemb!y 

Fabrication, assembly, 
miJchining 

Torsion bar shop 

Machining & assembly 

Heal treatment shop 

Vehicle crane assembly 

Final assembly {'S) 

Fasteners 

N 

E 

w 

c 
u 
s 
T 

0 

M 

E 

R 

B 

A 

s 
E 



Prol"'ale of Equipment 

4.7 

4.8 

4.9 

4.10 

4.11 

4.12 

The company's listing of its assets was summarised by the consultants and used 

to produce the following information. A selection of our assessment of 

production facilities appears in summary form in Appendix m. 

Table 4.S summarises the principal classes of equipment by number of~ 

of machines of a certain type, number of machine per group, number of 

machines ovCI' 20 years old, and indicates approximate usage rate. 

TABLE 4.5 - PROFILE OF EQUIPMENT USAGE 

Depc 
Number of Number of Groupe TC1181 Number Number of Mldima 

MKlliac Groupe SOS UICd or Laa ofM!dima Ovw20YnOld 

100 I I 29 4 
210 ? ? 13 .SI 
2lO 6 2 69 21 
320 6 .s ) 
330 I I ) 
340 3 I ) 93 21 
350 4 3 ) 
360 .s 4 21 2 
410 7 4 ) IS 22 
421 I 4 ) 247 101 
422 .s 4 
4IO 7 .s 64 II 

TaWI 53 34 691 247 

The department with the greatest number of oldest machines is 420, the gears 

machine shop, with in excess of 100 machines over 20 years, or 40%. 

The next most prolific department, in terms of machine numbers, is 300 -

welding and assembly (collectively 320, 330, 140, and 3~0) - with 93 items, 

of which 21, or 23 % are older than 20 years. 

Close behind arc departments 410 - machining with some assembly - with BS 

machines, 22 over 20 years, or 26~. and department 210 - the forge - with 51 

of its 83 machines, or 61%over20 years. 

Behind these are departments 220 - pipe and sheet products -with 28 of its 69 

machines, or 40% over 20 years, and 480 - cranes assembly - with 18 of its 64 

machines over 20 years, or 28 % . 
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4.13 

4.14 

4.15 

4.16 

4.17 

4.18 

Not shown is department 500 - final assembly of military vehicles - which has 

50 principal machines, of which 16 are over 20 years, or 32% This is the 

newest of the buildings and the one which attracts most depreciation payment. 

Overall, of 741 principal machines, i.e. not counting cranes, painting, washing 

and drying facilities, and other small service type r:quipment, 263 were over 20 

years old, or 26%. This is not bac!, considering the amount of additions there 

have been without a corresponding removal of redundant plant. 

Redundancy 

In usage terms, the story is not so good. We counted 57 groups (including 

dept 500) of principal types of equipment. Of these, at least 34 groups were 

reckoned to be used 50% of the time or less in normal production (of course 

there was not much 'normal' production to be seen during our survey). There 

is therefore a considerable amount of redundant equipment. 

This question was put to the production management during the workshop 

sessions. (Around 40 people at middle management level attended these 

workshops). Two premises were set up as reference: 

• machines wear out, become less productive, and in relation to others are 

used less; 

• older machines are slower compared with newer ones and those of 

competitor companies. 

The results related particularly to departments 300, 360, 410, 420, 440, and 

480. These form the core of the civilian side of the business. There was broad 

agreement between the four groups of managers that from 20% to 50% of 

equipment is actually in use, i.e. that between 50% and 80% is redundant. 

This is a very wide range, and one which raises significant questions about 

'clutter' in workshops. Collectively, the managers thought that 30% to 40% 

overall was in excess of requirements to meet the current year plan. 

Duplication 

Another form of redundancy is the extent to which machines are duplicated 

across departments. It is possible to perform similar sets of operational 
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4.19 

4.20 

4.21 

4.22 

I 
sequences in several departments. This clutter will take years and some I 
expenditure to sort out. 

Managers were asked to consider the extent of duplication of groups of 

machines across manufacturing departments. The results relate to the same set 

of production departments as above. One of the four groups of managers 

estimated there was 20% duplication across departments. 

The output of another group of managers is shown in Table 4.6. These results 

are entirely subjective, that is, there was no opportunity to count machines or 

carry out any kind of quantitative analysis. That said, the results indicate that 

a high (in the order of 70%) proportion of equipment is duplicated across five 

main departments. 

TABLE 4., - DUPLICATION OF EQUIPMENT 

Dept l..llbea Millinc Drillilll CNC Grindia& Borias WddU., 

300 +· + + +· - + + 

360 - - + +- - + + 

410 + + + + +- + -
420 + + + + + + -

4IO + + + + + + -
Uuse 20S 30-SOS SS 30-SOS IOOS 

Duplicatioa '°" IOOS IOOS '°" 50S IOOS 20S 

+ : duplicalioa between, llOC wilbio clcparunc .... 
-: lhc lypc cxilla in ocher clcparunc ... bul for difl'crclll purpo1C1. 

Comments 

There is an exercise to be carried out in this area by management. Three 

principal parameters should be applied: 

• redundancy and dupli.:ation within and across departmer.ts; 

• redundancy and duplication by process; 

• redundancy and duplication by type of equipment. 

Although some statistics on usage of machine types exist, and a list of machines 

has been prepared for sale, and some equipment has been removed, e.g. to set 
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up the nuts and bolts shop at S7.C7.Ckociny, management will have to return to 

the theme with a more critical eye. Production flow c:ould be radically 

improved for civilian product Ii:tcs by a programme of rearrangement. 

Layout or Departments 

Space Usage 

4.23 Based on the number of direct workers per department and the covered floor 

space, Table 4. 7 has been devised to provide an indication of the relative usage 

of production space. 
TABLE 4. 7 - USE OF SPACE 

Dept Ana,,; Number rJ/Dinel 
Dirccta 

110 Sl63 39 132 
120 7114 93 106 
140 77E' 60 IU 
210 14:73 69 205 
221 3S30 27 131 
222 6300 34 llS 
224 3100 17 112 
320 ISOO 60 141 
330 4101 60 61 
340 ISOO 46 114 
3SO 4100 33 124 
360 llS49 IOS llO 
410 6S71 S2 127 
421 7S30 73 103 
422 4902 " 196 
423 3110 II 172 
4IO ll934 64 116 
SIO 21209 13 us 
SlO 13020 61 213 

4.24 In order, the following departments arc the most lightly used: 

• SlO, S20 (military vehicle final assembly); 

• 210 (forge); 

• 422 (machining); 

• 480 (cranes assembly); 

• 222 (pipe and sheet products); 

• 340 (welding and assembly); 

• 423 (machining). 

4-7 P2346/R05/03 bv I IWVJ2A 



4.25 

4.26 

4.27 

This compututation reflects the number of directs presently deployed and, as 

such is an indication of which departments are most in need of work. The 

departments listed represent a fair cross-se •ion of the plant's activities. 

Managers were asked to estimate the proportion of space which was not 

required. The results are presented in Table 4.8. 

TABLE 4.1- EXC~ PRODUCTION SPACE 

S Space Not llcquiml 

Dcpl. Rapoadclll Group Ralina 

I l l 4 

100 0 s 20 20 Low 
210 IS 30 70 30 Mid 
220 II 30 60 20 Mid 
300 0 10 40 lS Low 
360 0 IS 30 IS Low 
410 . 10 IO 20 Hjp 
440 . 20 30 IS Low 
4IO . 20 lS 10 Low 
soo . 40 so 40 Hip 

Mean 7.4S llS 4SS llS 

Ovcrall Mean: 14.1 S 

There is a discrepancy between an overall estimate of 24 % unused space and 

the individual group estimates for redundancy and duplication which range up 

to 70%. It is of course difficult to visualise how much space would become 

free if redundant equipment were removed. At least one group expected there 

wo!lld be minimal production of tanks in the future. 

The implications of this assessment are: 

• final assembly of military vehicles (500) and machining (410) have high 

(40-45%) levels of unnecessary space; 

• pipe and sheet products (220) and forge (210) have relatively tolerable 

levels of unnecessary space; 

• remaining departments (100: foundry; 300 & 360: welding and assembly; 

440: heat treatment) have low (15-20%) levels of unnecessary space. 
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4.28 

4.29 

Use of Space for Military Production 

If assumptions are made concerning the extent to which production departments 

would be r:quired for military production, given prevailing market conditions, 

it is possible to arrive at a proportion of the overall productive capacity which 

must be set aside for that purpose. Table 4.9 demonstrates this. 

TABLE 4.9 - USE OF PRODUCTION SPACE FOR MILITARY GOODS 

Dept rd S 'Military' F.quippcd ar 'Miliwy' 

100 22,806 so 11,403 
220 12,930 30 3,179 
230 l,707 30 Ill 
300 lS,200 30 1,560 
360 11,549 100 11,549 
410 6,571 100 6,571 
420 IS,542 so 7,771 
440 4,942 so l,471 
soo 34,229 100 34,229 
730 34,229 so 17,llS 

170,712 103.367 

170,712 

The result is that 60% of productive space is required for military production. 

The exercise neglects all of the service centres listed in Tables 4.3 and 4.4. 

The effect of their inclusion would be to increase the numerator relatively more 

than the denominator (example: Stores is almost all military). The result would 

be a greater proportion of space in favour of military production. 

Flow of Production 

4.30 For security reasons neither layout drawings of individual departments or the 

site as a whole were provided. We are not therefore in a position to malce 

quantitative comments on product flow. Neither were we provided with any 

figures which would indicate the proportion of facilities required for given 

volumes of military production. 

4.31 Managers were asked to consider which departments they thought were 

required the most for four main processes across five product groups. The 

result:; cu! presented in Table 4.10 and analyzed in Table 4.11. 
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TABLE 4.10 - DEPARTMENTAL ALLOCATION. PRODUCTION FLOW 

Product Prqi Wcldiaa Machinina Aay. 

Cnnca I) no, JOO 480,200 480,220 480, no 
2) no. JOO, 100. 210 JOO 4IO 480 
3> no. JOO J00,360 420, 480 480 
4) JOO, 480 300 no. 480, 400 480 

Excavaton I) 100, JOO J00,220 J00,420 500 
2)no,JOO. 100,lSO 300 420 500 
3) no. JOO 300, 360 420, 480 4IO 
4) J00, 240 300,360 llO, 110, 420, 440 500 

to.den I) JOO 360 320,360 500 
2) JOO 300 420 500 
3> no. JOO JOO, 360 420,lSO 4IO 
4) J00, 240 300, 360 280, 110, 420, 440 500 

Taab I) I00,210,2I0,300 300, 360 220 360,300,410,420,440,450 500 
2> no, JOO 300, 3.SO 420, 410, JOO, 360 500 
3)J00,420,220,300 300,360,no,3SO J00,360,3S0,4SC,3SO 500 
4) 450, llO JOO, S60 410,420,440,450,350 500 

Volvo I) 500 500 500 vsoo 
2) JOO 300 220, 410, 420, 450 -
3> no. JOO 300 300 V3SO 
4) 300 300 300, 220 vsoo 

TABLE 4.11 - INVOLVEMENT OF DEPARTMENTS BY PRODUCT LINE 

Dept Cruea ExcavlllOn i.o.dcn Mili&ary Volvo Ovcnll Uee 

100 3.3 6.6 4.1 1.9 0 S.7 
210 3.3 3.3 4.1 6.7 0 4.3 
220 23.3 13.3 9.5 l l.l 7.1 13.6 
140 0 3.3 4.1 0 0 l.4 
300 23.3 30.0 19.1 11.2 so 26.4 
3SO 0 0 4.1 6.7 0 2.9 
360 3.3 6.7 19.l 13.3 0 9.3 
410 0 3.3 4.1 6.7 0 3.6 
420 3.3 13.3 14.3 l l.l 0 9.3 
440 3.3 3.3 4.1 4.4 0 3.6 
4IO 36.7 6.7 4.1 0 0 10.0 
500 0 10 14.3 1.9 43• 10.0 

100~ 100~ lOOS lOOS 100~ 100" 

WcisJlt 0.11 0.21 O.lS .31 0.10 1.0 

• Dept SOO w0111d only be palt-ueed for 111b-i:ontrac1i111. 

4.32 This is a very revealing exercise. The principal observations are~ follows: 

General 

• Twelve departments, or parts of departments were chosen by the managers 

as being relevant to the four processes nominated (preparation, welding, 

machining, ar.d assembly). 
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• Military vehicles demand the most use of facilities, being 50% in excess 

each of cranes and excavators. This is not surprising. 

• Loaders require only half the facilities that tanks need. 

• Term subcontract work such as that for Volvo requires only one third of 

the facilities that tanks need. 

DeJ>artment involvement: Cranes 
(Note: Departments are listed in priority order) 

• Departments needed most for crane construction are: 

480, 300, 220 

• Departments not required for cranes are: 
240, 350,410, 500 

All others are required minimally. 

De,partmeot involvement: Excavators 

• Those needed most for excavators are: 

300, 220, 420, 500 

• Departments not required for excavators are: 

350 

• All others are required minimally. 

De,partment involvement: Loaders 

• Departments needed most for loaders are: 

300, 360, 420, 500, 220 

• There are no departments which are not required. 
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4.33 

De,partment involvement: Tenn subcontractin& 

• Departments required are: 

- 500, 300, 220 

• No others are required. 

Overall Departmental usue 

• Departments in most demand may be divided into three groups; prioritised 

within groups, they are: 

(i) 300, 220 

(ii) 480, SOO, 420, 360 

(iii) 100, 210, 440, 410, 240. 

It is fair to say that the figures for tanks did not influence the results for all 

non-military products put together. That is, the overall groupings of 

departments would be much the same with or without the military products. 

Of course, this does not indicate the percentage use that civilian products would 

make of the facilities, on their own. 

Use of Services - Devolve/Buy-in/Buy-Out? 

4.34 

4.35 

Central Services 

Managers were asked, both at the workshop sessions and by confidential 

questionnaire, how they would like to use the services currently provided a~ the 

centre of the organisation. 

The results of the workshop 'ballot' are shown in Table 4.12. 
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TABLE 4.12 - USE OF CENTRAL SERVIC~ 

Sc~ Duipatioa 
Devolve IO Rdain.i 

Balance TOlal V<M 
Dcpartmcm Ccllltc 

Productioa Plamlilll pp llOO s 3 Devolve I 

Malcrial ...... H00119 4 l Devolve 6 
l.abonlory TL 770 0 4 CClllrC 4 

Quality Coalrol TI OSOO 4 I Devolve s 
Tcdulical Scrvil:ca TT1600 s 4 Splil 9 
Fimnl:ial Scrvil:ca ER0300 6 I Devolve 7 
re,_i Scrvil:ca EA 0113 4 l Devolve 6 
Producta COClllnldioa TK lSOO 0 6 CClllrC 6 

Gcocnl Tech S'ICCI TOlOOO l 3 Split s 
Orpaialioo ~ N00113 1 0 Cancel? 1 

'Comfort' Scrvicca l 3 Split s 

N<M: Scorca arc from a maximum of 6: 6 = bip, 0 = low. 

Observations are as follows: 

• 

• 

Services on which there is almost unanimous agreement are: 

Labl)ratory: 

Financial Services: 

Quality Control: 

Retain at Centre 

Devolve to departments 

Devolve to departments 

Products Construction: Retain at Centre 

Organisation Office Apathy:cancel? 

Remaining services attracted split opinion, indicating that there should be 

some function provided either at the centre or in the departments, but with 

greater tendencies as follows: 

Production Planr.ing: 

Purchasing: 

Technological Services: 

Personnel Services: 

General Tech Services: 

'Comfort' Services: 

More in depts 

More in depts 

Slightly more in depts 

More at centre 

Slightly more at Centre 

Slightly more at Centre. 

• The services that people found easier to vote on ... I! arranged in group 

order as follows: 

Technological Services 

Production Planning 

Financial services 
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4.36 

Then: 

Personnel Services 

- Production Construction Office 

- Purchasing 

Then: 

- Quality Control 

- General Technical Services 

'Comfort' Services 

Then: 

- Laboratory 

Then: 

Organisation Office 

• Does this ordering imply that people felt more strongly about the services 

at the top of the list, or that they were less well acquainted with those at 

the middle and bottom? It is up to top management to find this out. 

The results from the questionnaires are as follows. Eleven department 

managers were canvassed and they were asked whether they use services as 

follows: 

Offers Preparation services: 

Financial Services: 

- Technological Services: 

Purchasing: 

Stores Service: 

Expediting Services: 

Maintenance Services: 

Other Services: 

4 - 14 

6 Yes, 3 No 

6 Yes, 4 No 

7 Yes, 3 No 

6 Yes, 4 No 

6 Yes, 4 No 

2 Yes, 8 No 

5 Yes, S No 
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• Transport: 

• Power 

• Tool Shop 

• Pattern making 

Self-sufficient? 

Do own design? 

Need new resources? 

• Eectronics 

• Accounting 

• Purchasing 

• Repairs 

• Marketing/Sales 

• Quality control 

Handle own wages? 

Handle own QC? 

1 

2 

2 

1 

4 Yes, 3 No 

6 Yes, 2 No 

1 

6 

2 

1 

4 

1 

8 Yes, 2 No 

6 Yes, 3 No 

Natural combinations of departments: 

• 480/410/420 

• 480/300/4101710 

• 810/480/300/500/360/420 

• 7201710 

• 360/300/480 

• 110 with construction and assemblies 

Strengths? 

• experience 
• well e.quipped 

• quality 

• low price 

4 - 15 

6 

3 

3 

2 
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Suggestions for future: 

• provide computers 4 

• decentralise 4 

• need more than single orders 3 

• pricing strategy 3 

• motivation 1 

• meter energy usage 1 

• ISO 9000 1 

• combine tech and planning 1 

• sell redundant equipment 1 

• rent redundant space 1 

• provide training 1 

Industrial Services 

Managers were asked at the workshop sessions how they would like to use 

industrial services ~urrently provided by the centre. The results of the 

workshop 'ballot' are shown in Table 4.13. 

TABLE 4.13 - INDUSTRIAL SERVICES: !>UY-IN/BUY our 

Service De9i,.aioD 
Devolve IO ltclaia .. 

Buy Ill BalaDc;e 
Depu CCllll'C 

Storea HM S600 l 3 0 Split bHouK 

Dilpalcb S90 l l 0 Split bHouK 

PowcrSWioo 910 0 4 l CCllll'C 

Gu Servic:e 920 0 4 3 Cealn!Buy-ia 
Eec"'"1 Maia&. 940 s l 3 Devolve 

COllllOI Maia&. 9SO I l l Split 3 W•y• 

WMnM,a 960 0 4 4 Cea&nJBur-ia 
Fire Svec. NS 0700 0 0 s Buy-in 

Macby Maial. 110 4 3 4 Splil 3 W•y1 

Foundry 100 0 3 3 Cea&nlBuy ia 

Fcqe 210 0 3 4 Buy/Cedre 

Pla&mSbop 730 I l l Cealre/Buy 

Diea Shop 720 I l 3 Buy/CCllll'C 

Tool Shop 710 3 3 4 Split 3 W•ya 

Buildi111 Rep8ir 120 0 l s Buy-in 

Tr•iuport PT 1900 s I I Devolve 

eo.u..,. 230 0 4 l Cenue 

HucTruc-111 440 0 4 I C.acn 

Nocc: ScOft• •re from • mnimum o( S: S • hip, 0 • low. 

4.38 Observations arc as follows: 

• Services on which there is almost unanimous agreement arc: 

4 - 16 F2346/ROS/03 Rav llWPJlA 

I 
I 
I 
I 
I 
I 
I 
I 

1 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

4.39 

I 
I 
I 
I 
I 

Fire Service 

Transport Services: 

Buy-in 

Devolve to departments 

• Services on which there is agreement that they should NOT be devolved to 

departments are: 

Pc,wer station: Centre/Buy-in 

Gas Service: Centre/Buy-in 

Water Management: Centre/Buy-in 

Foundry: Centre/buy-in 

Forge: Buy-in/Centre 

Building Repairs: Buy-in 

Protective Coatings: Centre/Buy-in 

• Services for which there is a stronger preference for buying-in are: 

Fire service 

Building Repairs 

• Servjces for which there is a stronger preference for retaining on-site, but 

not devolved to departments are: 

Power station 

Gas service 

Protective coatings 

Heat Treatment. 

The results of this exercise overall are not very clear, indicating general 

indecision, probably due to the novelty of the proposals, coupled with 

unfamiliarity with the alternatives to the status quo. Many services attracted 

split opinion, indicating that there should be choice of buying-in or buying on­

site, or even devolving to departments. Management will need to study the 

situation more closely. 
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Production Planning and Control 

Cunent Arrangements 

4.40 Production planning for standard products is arranged as depicted in Figure 4.2 

discussed in more detail in our interim report. This illustrates the relationship 

between the finance function, the commercial/purchasing function, the 

production planning function, and the offices at shop floor level. This 

information was obtained by following route sheets through the process. 

4.41 The planning procedure for subcontract jobs is shown in Figure 3.14. 

4.42 

4.43 

4.44 

4.45 

These procedures need to be adapted to the budgeting concepts outlined in 

section 3 above. They need also to be flexible enough so that one-off jobs can 

be procesSt!d on the basis of differential cost decisions by the department 

manager. One-off jobs are not easy to accommodate in a pre-determined 

budget. One-off jobs will form cost objectives (see section 3) and the manager 

needs a calculation format which will enable him to make optimum decisions. 

Department managers therefore require the freedom and the resources with 

which to make their own planning and control arrangements for production, 

while at the same time being able to accommodate plans descending from the 

centre (for assembled product lines). 

Material F1ow Syst~ 

The entire physical flow chain of material, from supplier through production 

to customer is depicted in Figure 4.3. The principal point to establish here is 

the complexity of handling such an amount of data across production 

departments. If department managers are to correctly anticipate arrivals of 

materials and components then there is an obvious need for an information 

system to do this. 

It is obvious since Bumar-Labedy have previously been able to produce such 

complex vehicles as tanks, that there is an information system which works. 

But how well would it cope with pressure on delivery dates'? And with short 

lead ti mes from suppliers'? 
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Figure 4.2 - Production planning for standard products 
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4.46 

4.47 

4.48 

4.49 

4.50 

Within the chain of events shown in Figure 4.3, there is a sub-system called 

Materials Requirements Planning (MPJ>). The concept is that materials are 

ordered in batches called economic order quantities, in sufficient time to 

preclude a shortage, while avoiding tying up working capital in long lead times. 

MRP, if adopted would have to be set up as part of an information system and 

have inputs and outputs to/from financial information systems. 

Assembled product lir.es may be broken down into assemblies and sub­

assemblies, as illustrated in Figure 4.4. By this means the following topics can 

be addressed: 

• nominate profit centres to take responsibility for major assemblies, in this 

case a road vehicle and a crane; 

• assign smaller assemblies to departments, e.g. boom, turntable, outriggers; 

• decide which components of such assemblies can be made in-house (and 

carry out a make/buy decision) and assign these to relevant departments; 

Production Scheduling 

Bumar-Labedy are not using either Gantt chart type scheduling or networking 

techniques. Therefore they are not aware of which items of production lie 

along critical paths, except by intuition and good fortune. Formal planning 

techniques should be introduced. 

The impact which the absence of formal planning has on the performance of the 

company was not measurable by the consultants during the course of the study, 

principally because there were no final assembled products moving through 

production. The effects can be deduced from statements by Bumar-Labedy 

staff about the 1.1anner in which work-in-progress used to pile up, and from the 

evidence provided by the current high inventory levels, that is, high working 

capital requirements. 

At department level, the detail planning seems to be in place to permit 

scheduling on the shop floor, whereas at company level, planning is confined 

to a statement of the available Jabour capacity. 
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4.51 

4.52 

4.53 

4.54 

4.55 

4.56 

4.57 

A production plan is produced each quarter by the Eronomics Department for 

the Technological Department. It is simply derived from forecasts of domestic 

and export sales, adjusted for stocks of finished goocl!.. It only covers the 

following three months, which is less than the average lead time of the 

company's products. This •forecast' is not a forecast, just a statement of 

capacity. 

There is no formal system of planning forward workload. Forecasting of 

production hours is simply a multiple of the number of hours available from a 

stated number of direct workers and a stated number of days (months). There 

is no relationship to demand, so the workload forecast as stated is simply a 

nominal capacity. 

Therefore the capacity statement is not related to shop loading (space, 

equipment, labour hours, machine hours, setup/loading time) and so is not 

linked to efficiency or performance. A formal planning system needs to be 

installed which recognises the capabilities and shortcomings of indiv!dual 

departments, and combines departmental loading with the order book. 

The mechanism of planning and scheduling was described in the interim report 

and is summarised as follows. 

A full set of documentation is prepared and issued to the workshop and 

allocated to operators by the workshop loading off.ce. 

Workshops are completing the whole planning process themselves, that is 

without the aid of the central Technical Department. They are also effectively 

ignoring the Production Department Planning office and the Economics office. 

This is a recipe for confusion at higher rates of production. 

Operation route sheets for standard products are initial!y prepared in the 

Technical Department, that is heading information and workshop sequence. 

They are then passed to the workshop where operation details are completed. 

They are then returned to the Technical Department where operation times are 

calculated. Finally the completed Operation route sheets are sent to the 

Economics Department for entry on tile computer and completion of cost 

forms. All of these activities are completed after the completion of prototypes 

of first-off pmduction. 
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4.60 

4.61 

4.62 

Standard Job Tunes 

The workshops produced the following opinions concerning standard job times 

in use: 

• Some are too loose, some too tight; 

• Many are old and out of date, and were not recalculated for reasons 

concerning wage payment; 

• Changes in type and series of production have made standard times 

outdated; 

• They do not reflect the pll)Ce(Jm·es which have been adopted recently; 

• Responsibility for setting standa_rd times is split between the Technological 

office and departments: the former can calculate machining time, but the 

latter has to guess the manipulation and handling times; 

• There is no incentive at departmental level to revise standard times; 

• There is insufficient monitoring of standard times at shopfloor level. 

These issues car only be overcome by giving departments the responsibility to 

establish more realistic standard times and to monitor them regularly. 

The consultants carried out a sLnple work study programme; this was discussed 

in our interim report. The principal conclusions were as follows: 

The technical specifications for operations, speed, feed, depth of cut and 

number of units for machinini~ operations and electrical power and wire speed 

and sii.e for welding have °bi'!Cn cross referenced by Atkins' data and are 

satisfactory. Thus in general terms and as l'bserved during site visits, the 

machining and welding tr..chnology in use is genernlly satisfactory. 

Operation standard times however appear to include an eJcessive amount of 

manipulation time. If the standard times have been calculated on the basis of 

one-off manufacture then the manipulation time may be correct. But for repeat 
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4.63 

work the manipulation time should be lower, since handling, location and fixing 

aids should be in use. 

A detail study of job time calculation methods would be required to verify this 

conclusion from the initial workshop studies. Bumar-Labedy would be well 

advised to initiate such work-study programmes. The results would form the 

basis of a monitoring system, using the western management accounting system 

of 'variances·. 

Inventory Contr-ol 

4.64 There are two purchasing functions and it is recomanended that purchcising be 

set up so that production management have a proportionate degree of influence. 

This is, the control of purchase orders (specifications, quantity, source, 

delivery, price) should be 1elated to the plans of production management 

(particularly in the case of short-term orders). 

4.65 

4.66 

4.67 

There are over 20,00 line items, of which 50-75 % are for military product 

lines. From the inventory levels, it would seem that under the old central 

planning system, stock-outs were avoided by over-ordering. But the necessity 

for the purchasing manager to interpret production plans himself has resulted 

in material shortages. 

While the inventory is held on computer, there is no computerised 

implementation of minimum order sizes, stock-out or order lead times: it is 

done manually. This situation is not complementary with being a well-run, 

responsive company. Some work has been done on computerising the ordering 

system and it should be restarted and put into operation. 

If there were no military obligation there would be no appreciable change to the 

computerised systems. 

Interf'acing with the Centre 

4.68 It is clear that a layer of management will be required to interface between 

profit centres and executive management. The concept of forming policy 

groups has already been raised, but additionally, there will be a. need for formal 

functions at the centre, with well defined terms of reference and access to 
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management information systems across functions and across responsibility 

centres. 

Discussion of Section 4 

4.69 The chapter covers topics as follows: 

4.70 

4.71 

4.72 

4.71 

• description of facilities and outline organisation chart; 

• profile of equipment (age, redundancy, duplication); 

• use of space; 
• flow of production (relevant to product group); 

~ use of services: buy-in/buy-out?; 

• production planning and control; 

• inventory control. 

Facilities 

There are four principal types of activity carried out at Gliwice which are 

supported by many other activities. They are: machining, welding, heat 

treatment, and assembly. 

Prome of Equipment 

In overall terms, a quarter of main equipment is over 20 years old, while <>0% 

is either redundant and/ or duplicated across and between departments. 

Generally speaking, activities which have most redundancy and duplication are 

machining, and welding and assembly. The main categories of equipment 

within which redundancy and duplk.ation occur have been listed (Table 4.6). 

Management are advised to investigate this situation over a period of time in 

order to evolve a plan for restructuring production facilities, and three 

investigative parameters have been suggested. 

Use of Space 

Two approaches were taken to arrive at a view on the use of production space 

(within buildings). The first was the ratio of floor space to the number of 

direct workers currently employed. The second was the judgement of middle 

management about excess space. There is agreement between the two 
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4.74 

4.75 

4.76 

4.77 

4.78 

approaches in that final assembly of military vehicles (the newest building and 

equipment, ancl most expensive in terms of depreciation), and machining are 

the most lightly used departments and have relatively high levels of unnecessary 

space. 

A third approach, based on assigning judgemental estimates of the proportion 

of space required for military production indicates that in excess of 609' might 

be so required. This is another exercise which management should consider, 

particularly for purposes of assigning asset values to military requirements. 

~ignment of Departments to Product Unes 

Military vehicles require at least 509' more of the available facilities than the 

two next most demanding product lines: cranes and excavators. In other 

words, it will be difficult to find product lines which will justify continued 

support of the entire Gliwice site. 

When the departmental requirement is analysed, it can be seen that the overall 

groupings of departments are much the same, with or without the military 

products; there is a proportion of the facilities which are unnecessary for civil 

product lines, such as the heat treatment department (440). 

The pattern which emerges from the analysis so far is that it is not possible to 

easily segregate buildings or departments into military and non-military. Given 

detailed study, it will likely be possible to segregate stands or groups of 

machines within buildings, possibly also sub-departments. Duplication and 

redundancy of equipment and functions permeate the entire site. A primafacae 
case can be established for support of the majority of the site if civil product 

lines are to be contemplated in earnest. It will be possible to 'mothball' only 

a small proportion of the site if continuous military production is not 

anticipated. 

Use of Services: Devolve/Buy-in/Buy-out? 

Middle management accept without a doubt that the organisation, as currently 

presented to them is unsuited to their needs. There is a great deal of desire for 

devolution from the centre on the one hand (particularly for financial services), 

and on retention at the centre, on the other (particularly for product line 
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development). Management should carry out further exercises to establish 

which services to devolve and which not. 

I 
I 
I 

4. 79 On the question of which industrial services should be devolved, bought-in or 

4.80 

4.81 

4.82 

4.83 

retained at the centre, many of the more general services such as power, gas, I 
water were agreed to be best provided either at the centre, on the basis of free 

choice, i.e. buy from centre or from outside. That is, production management I 
recognise that such services should not be a part of their ovn production 

function. 

With respect to specific production functions such as forging, heat treating, 

some types of machining, production management is unable to agree on 

sourcing policy. Executive management is advised to make decisions based on 

I 
I 

cost-efficiency; this will involve considerable external research into commercial I 
availability and terms, such as price and delivery. 

Production Planning 

Presently, planning takes place at departmental level, there being no company­

wide systems in use, not even simple bar charts. This situation has to be 

addressed. 

A management information system should be introduced which informs (a) 

production management and (b) executive management (via a policy group) of: 

• labour hours available (direct and indirect); 

• machine hours available; 

• controllable overhead; 

• inventory; 

• current work scheduling. 

This is the basis of Figure 3.24, discus~ earlier. 

Standard job times should be revised. 
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4.84 

4.85 

Inventory Control 

The MIS should interface with inventory control and we have illustrated the 

types of problems to be overcome, and systems and information needed to 

implement an integrated materials flow policy. 

Computerisation of inventory should be extended to include a stock order 

system, in sympathy with production requirements. 
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s. EMPLOYMENT, MOTIVATION AND TRAINING 

Employment 

5.1 The status of employment at Labedy as of February 1992 is shown in 

Table 5.1. This number is said to be decreasing by 60 - 80 people per month. 

The movement is reported to be primarily to the private sector where earnings 

are higher and the future more stable. 

5.2 

S.3 

S.4 

TABLE 5.1 - EMPLOYMENT SUMMARY 

Fum:tioa Tcduiical Ecoaomy Admia Dirut lndiftct TOlal 

~ 216 I 14 1110 711 2199 

c-ial SI 102 s 67 147' 372 

Tcduiieal 311 II 23 164 76~ 1341 

Ee: ocic micel 21 124 llS 213' 4IO 

Ol;acn 43 9 17 96• 16S 

TOlal 719 2S4 174 1341 1999 4SS7 

NOia I. Jacluda 130 ill HM Slorcs 
2. Jacluda 126 QC TJ 

111 Madaimry Rebuild (110) 
106 Electrical Shop TE (940) 

3. la:ludca IS EAD Oallunl CCllln 
4. Jacluda ~ NS Fire Bripdc 

694 

There is an imbalance in the distribution of human resources as approximately 

one third of the workforce support the other two thirds. Typically in Western 

industrial companies the proportion of direct to indirect is much higher (see 

Figure 5.1). Executive management should address this issue in the short term, 

considering the proposals put forward in Section 8 of this report. 

As stated above much more emphasis should be placed on the sales and 

marketing functions and, in the medium to long term, on product design. 

The personnel de;>artment (324 staff as at 12.31.91) and technical department 

(789) appear to be over-manned and careful study of the contribution of these 

personnel to the overall productivity of the ".ompany needs to be made. 
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5.5 

5.6 

5.7 

There is some evidence that the reducti"n in employment since 1987 has not 

been applied to the indirect and other employment to the same extent as for 

directs, see Table 5.2. 

Just over 40~ of directs are being paid to stay at home at present and overall 

utilisation of facilities compared with that achieved in 1987 can be no better 

than 25~. 

TABLE 5.2 - DIRECT EMPLOYMENT REDUCT;ON 

Envk>Jed Emf 1991 
Elllploycd 

&d 1917 End 1991 Wt, swq Effil:icm:y s l.D 
(Wq S/1917) 

JOO 420 192 123 "64 29 ISi 
210 203 69 32 46 16 1S 
220 113 II 3S 43 19 64 
300 J9S 166 u 44 19 112 
3SO 74 " 360 226 IOS u 14 39 S7 
410 Ill S2 37 71 27 33 
420 Jn tt6 47 41 IS 67 
4IO 160 64 46 n 29 so 
soo 419 161 114 61! 23 93 

TC1181a 2603 1046 610 SI 23 702 

• EllimMcd 

reductioa ia diftct cmploycca employed cad '17 10 cad '91 • 60S (2603 to 1046) 
reductioa ia IOCal cmployces '19U 10 cad '91 • Sl S (10164 10 4127) 
m1uc:1ioa ia iadirccu and OCben 7S61 to 3711 .. .SOS 

~-2SS ~=22S 
10164 4127 

Souru: B-L clala 

Age Profale 

The age profile of the entire workforce and of the 75 managers is shown in 

Figure 5.2 This indicates acceptable distributions. The management is 

beginning to age, so there should be a policy for gradual replacement. That 

said, 75 managers is too many. 

Motivation 

5.8 The main motivational and demotivational parameters were determined for the 

middle managers and the blue and white collar workers during the interactive 

workshop sessions with the middle management. 
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5.9 

5.10 

5.11 

5.12 

5.13 

5.14 

5.15 

Some of the mo::t important of the facto~ are out of the control of the 

management of the company and lie with the government. Examples are the 

status of the company and the uncenainty of the economy (;;ee Figure 5.3). 

Figure 5.3 illustrates our interpretation of the motivating and demotivating 

factors claimed by middle management to be influencing their lives. It states 

for example, that the most important factors - wages and industrial stability -

which have the greatest potential for influencing change are factors over which 

the company has least control. 

In common with all state enterprises m Poland, wages are artificially 

maintained at a low level by the imposition of a wages tax payable by the 

company. The reasons for the tax are probably historical, but one effect is to 

encourage state companies to privatise. In the case of Bumar-1..abedy the 

government has not made the decision whether the company can be privatised, 

given the sensitive nature of its products. 

This paradoxical situation has been addressed to some extent by raising the 

salaries of the senior management. Additionally cenain staff whose skills 

would be difficult or impossible to find on the open market or too expensive 

for the company to hire in have been revalued upward (see Figure 5.4). 

As a result of this tax the average wage of the workforce is ZI 2 million per 

month, compared with the local (Silesian) wage of ZI 3 million. Further 

efforts must be made to either raise the threshold or find ways around it. 

The next two factors which hold the greatest potential for change are 

professional satisfaction and ability to influence company direction (through 

extent of responsibility). These are both factors which executive management 

can control . 

Table 5.3 presents some possible solutions that management may wish to 

consider. 
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5.16 

TABLE 5_3 - ~IBLE MOTIVATIONAL SYSTEMS 

Fmc:IOr Motivatiooal SJ*m 

MODCy Subaidite local lhopa - workforce -y purebuc uliac credill built up for 
IUCb lbinl' U qualiiy, produclivity Cfl:. 

ProCcaioml s.ba&ctioa, Bca&r CCJlllll!l•nic11ioaa, BudJClinl •J*m - could be lilltcd to acbcme ~ 
Self Fulfilmcal. Mon: laflucacc on Company 
Policy, Rcc:opilioe- Money, Laa Autocntic 

Ma..,aneal 

RKopilioa Wortcr oflhc ~ bucd OD produclivily, quality, iacome boupl illlo 
die company. DIOR cfl'cclive wort nxdloda Cfl:. 

C-·nK-..._, lnOucncc oa Company Polic:y, Managcmelll Teams at all lcvcb for Policy dee i.ioaa 
Self Fulfilmeal, Laa Autocntic Manasc-111 

Self Fulfilmall, Bca&r Conun•nicatioaa, Career, Dccenlrllisalioa in J Profd/Cost Ccalla 
Profeaa-1 Saliafactioa. Mon: lntluesc oa 
Company Policy 

Wortia&Coaditiom U1JC uodcr-ulililCd wortcn in lea- to clcaalclcconle factory 

C--.aioaa llcplar DCWtlcUa' cadoncd by IJCaior -semcm cOIUiaiaJ -jor 
onlcn •OD, abort dcac:ripliom of key playcn joba. Public addftl9 ayllCm 

c:ould be UICd for limilar meam 

MODCy (Value), Sclf-Fulfalmed Fru T111inine c.J. Lanauasca. Manascmelll Tcdaniqua 

Although we carried out no interviews with the workforce, workforce 

motivators were suggested by the middle management during the workshop 

sessions. In general these are not very different to those of middle management 

themselves (see Table 5.4). 

TABLE S.4 - MOTIVATORS FOR WORKFORCE AS 
PERCEIVED BY THEIR MANAGERS 

Motivalioaal fmc:tora 

Wasa 

WorkinJ Condiliou 

Employed ac:c:ordina to Sulla 

Job Security 

Evaluation of Mana1ement 

5.17 There are currently about 75 middle manag~rs in the orgaiiisatio11. If 

decentralisation occurs there will have to be :t rationalisation of this 1'umber and 

there will be a need for selection. 
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5.18 

5.19 

5.20 

5.21 

5.22 

5.23 

Training 

5.24 

In the new organisation the responsibilities that new managers will have will 

be quite different, probably more demanding, probably also calling for new 

thinking, altogether making past performance a poor criterion for evaluation. 

In this new and uncharted environment, management might consider using 

psychometric-type tests as a basis of choice of key management. 

Key factors often tested are: 

• Creative, innovative behaviour; 

• Long term focus; 

• Independent behaviour; 

• Wealth seeking; 

• Opportunity seeking; 

• Intuitive behaviour; 

• High concern for quality; 

• Tolerant to ambiguity; 

• Focus on effectiveness; 

• Risk acceptance. 

Management should be aware of translation when using these tests, if not 

originally formulated in Polish. 

The alternative to this type of evaluation would be a series of interviews, 

possibly using an examination panel-type approach. 

Prospective profit centre manager candidates should be asked to prepare a brief 

business plan outlining their ideas for the profit centre which could then be 

graded. 

The training nee<ls of the middle management were considered during the 

interactive workshops. In order, as suggested by the managers, they are: 

• Sales and marketing; 

• Finance and basic accounting; 

• General management; 

• Production organisation and planning. 
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5.25 

5.26 

Other areas that should be addressed are: 

• Organisational development aa • ..; change management; 

• Problem analysis and decision making; 

• Innovation, technology transfer and product development (see Section 6); 

• Human resource development and motivation; 

• Information technology; 

• Quality management (See Section 6); 

• Negotiating skills. 

In all cases trcUning should be linked with job descriptions as shown in 

Figure 5.5. 
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6. PRODUCT DEVEWPMENT AND QUALITY MANAGEMENT 

Product Development 

6.1 The company has not yet developed a product by first determining the needs 

and environment of the market. Figures 6.1 and 6.2 show these markets as 

best as can be determined. The result of this analysis shows that cranes and 

excavators have the most potential for revenue generation for the company. (A 

recent sale to Russia of excavators and cranes, the second such sale in the last 

six months, bears this out.) 

6.2 

6.3 

6.4 

6.5 

Table 6.1 summarises the time taken under three activity headings for the th~ 

principal product lines at Bumar-Labedy. This information was obtained from 

middle management and is based on experience. 

Time to attain market iratroduction varies by a factor of two between cranes and 

loaders. The proportion of time taken at each stage is the same order of 

magnitude for cranes and excavators, but much less for mine loaders. 

TABLE 6.1 -TIME TO MARKET INTRODUCTION 

~livily 
Dcaisn Prococypine 

Production 
Tocal 

EnJinccriq 

Product Months ti Tocal Monlha ti Tocal Monlha ti Tocal M.:dha 

Cl9nca IS 4SS 10.S 31S a 24S 33.S 

Excavaton 12.S 45S 9 32'1 6 23ti 27.S 

Loedcra 7.2S 4S'I 6.S 40S 2.25 iS'I 16 

The level of available in-hou~e design skills is not high (see Figure 6.3), with 

the exception of loaders, for which the market growth is lowest. In the long 

term, the company will have to develop its own R&D function. 

There is a need for technology transfer. This will depend on the welcoming 

investment climate presented by Bumar-1...abedy and the economy in general 

(see Figure 6.4). 
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6.6 Given these options the company needs to work from top left of Figure 6.4 to 

bottom right. It may wish to choose not to enter the takeover region. 

6.7 1be company has won four product development appro\-als (out of five 

applications) from the Komitet l!adan Nankowych - a government organisation 

set up in 1991 to direct funds into industrial research and development. This 

has resulted in a contract with the Crane Research Institute in Warsaw to 

develop a family of four cranes. The Komitet will contribute Zl 18 mid, and 

a corresponding investment of the order of USS 2 million will be required of 

Bumar-Labedy. 

6.8 No market research has been carried out by Bumar-1..abedy to determine the 

possible Slh"XCSS of these cranes. We recommend that investment plans of this 

nature, which effectively commit the company to the medium term be founded 

on a basis of confidence. 

6. 9 Given these facts, along with the lack of in-house design skills, we strongly 

suggest that this four-crane-family project be frozen for at least 1992, until the 

climate is right and the market potential is determined. This does not preclude 

beginning straight away to develop design skills in-house. 

Product Improvement 

6.10 Section 2.28 of this repon discusses features which the marketplace demands. 

Table 11.1, Appendix II prioritises these features. It is up to Bumar-Labedy to 

carry out the detailed market research. 

Quality Management 

6.11 For the company to compete in Western Europe it will need to implement ISO 

9000, or equivalent. There are both disadvantages as well as advantages to this 

standard (see Table 6.2). 

6.12 Given that it is unlikely that sub-contract work for Polish consumption needs 

ISO 9000, a decision should be taken to delay the implementation for non­

critical production centres. 
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6.13 

6.14 

6.15 

6.16 

6.17 

TABLE '.l - ADV Al\'T AGF.S AND DISADV ANT AGF.S TO ISO 9000 

Truly~ 

lteduca IM re,llircma1fori.diTidual••11 • by polellli9I Docs - ~ C011S of .,.uay ~ 

~· 

Goocl .. , o( _... ~ ~ - eccunldy 

Goocl Ult for lhc ......,., o( ..-., ill lhc COlllp9llJ 

Considerable emphasis is put on the i~ue of standard procedures, regulations 

and instructions, issued by the Technical department for control of quality. 

The procedure for rejected items is a 107 page manual; the equivalent for 

goods inwards is an 87 page manual. 

There would appear to be a considerable amount of data collected within the 

organisation which is not used to its full potential. Over 60~ of the 157 staff 

are involved in inspection operations (production), so it can be appreciated that 

large amounts of data are gathered. This indicates that more information could 

be extracted from collected data, and be used in management decision-making. 

One example is cost of quality. 

From the workshop sessions with the middle management it became evident 

that cost of quality data is not taken. This should be implemented as soon as 

possible and the data used to: 

• update cost-of-product data; 

• provide basis for incentive schemes; 

• analyze ways of carrying out activities better; 

• increase effectiveness of machines centres. 

A proforma for the calculation of c.osts of quality is suggested in Table 6.3. 

This will require effort by both the Quality department and the financial 

department, and should be integrated with the Management Information 

System. 

The data should be analyzed and used in conjunction with Corrective Action 

Teams (CATs). 
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6.18 

6.19 

6.20 

TABLE 6.3 - cosr OF QUALITY 

AVOIDULF. COSTS OF QUAIJTY 

FAILURE COSTS ..,... 
Scnp 
~ 
I . ,.rcti1111 

5oftills .... I ~ licJa 
C.-.7 (F.- Rcpla c r') 

&In~ 
Sdecti¥c I r1• IM IJ 
Dow.- {QlillilJ aa-) 

EXTERNAL 
w...-, 
c--rScmcc 
o.-ra-
1..ml --.. (Poor Quelily) 

NORMAL COSTS OF QUAIJTY 

APPRAISAL COSTS 
1Mpcc1iaa A Tat 
Ubonloly 
Calillnlioa 
SPC Tcdlaiqucs 

PREVENTION COSTS 
Quelily ..... !lclilbilily 
Admiaillnlioa 
Quelily ..... ldimbilily 
Ea,u.ccrias 
Clcrical 

TOTAL 

TOTAL 

TOTAL 

YLUU. Y TOTAL 
2JMW 

The CA Ts should consist of production supervisors, quality management staff, 

production engineers, design engineers and production planners. The CA Ts 

should meet on a regular basis (monthly or less) and pick out the main areas 

for improvement that are necessary to improve problem areas. 

Emphasis should move from quality control to quality mar1agement - continually 

improving quality levels. The CA Ts can act as a method of doing this. 

The quality organisation should report to the technical director but it is 

important that the Quality Manager has direct access to the managing director. 

If quality is to improve then the senior management must show complete 

commitment to the measur: to be taken. 
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6.21 

6.22 

6.23 

6.24 

6.25 

6.26 

Qual~ty control activities currently undertaken are: 

• ~ing with customer claims; 

• metrology, based in department 710, tooling; 

• preparation and printing of standard procedures; 

• inspection operations, production; 

• goods inward inspection, four categories. 

The quality department claims an overall reject rate of 0.4 ~, and 0.2 ~ during 

warranty periods. It was subsequently discovered that this rate is measured by 

value, not incidents. This is not a true reflection of the reject rate; the 

incidental rate of reject during production was not revealed. 

The majority of the work done by the depanment is in the area of inspection. 

There was no apparent effort in the areas of prevention and/or quality 

engineering. Future quality control policies should recognise the merit of 

changing the production culture so that the cost of quality is controlled by 

preventive procedures, in preference to post-error correction. 

A draft manual has been prepaud for adoption of ISO 9000 but was not 

complete at time of viewing. The intention is to reference existing standard 

procedures in the manual, and it was the opinion that all requirements can be 

met by existing systems and procedures. The contents of the proposed manual 

indicate that the scope and activities of each of the company's main 

departments are included, with the exception of the Economics department. 

The need for a unified systems and procedures approach for the company as a 

whole does not appear to have been recognised. 

In introducing a quality assurance scheme, the compculy should be careful to 

avoid importing unnecessary onerous military requirements in construction of 

civil products. For example, procedures for dealing with very hard steels, if 

applied to civil products, will result in time and cost penalties. 

Generally speaking, there :s a lack of understanding within the quality control 

department of the quality management function and the need for a quality 

problem-solving capability. 
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Maintenance 

6.27 There are several sets of maintenance workshops at the Gliwice site, as shown 

in Figure 6.5. 

I'~ '·S - Organisation of' Maintenance 

Managing Director 

I 

Technical Manager 

! 

'--General Technical Services 
Office (TO 2000) 
- Investments and repairs 
- Fixed a.uets 
- Current a.uets 
- Defence affairs 

Productioo Manager 
I 

- 810 -820 - Production Departments 
- D11Cbine rool and - major building repairs, 

other macbinay alterations and new 
rebuild facilities 

- electric moCor and 
other rewinds ,__940 

- electric truck - telecom 
- equipment ovethaul 
- departmental workshops 

---9so 
- automation and 

electronics 
equipment 

- mechanical maintenance 
workshop including minor 
building repairs 

- electrical maintenance 
workshop 

6.28 The:e are five distinct maintenance departments (810: machinery; 820: 

buildings; 940: telecoms; 950: automation and electronics; and a production 

maintenance department). There are five managers and two sets !>f supervisors 

within the production maintenance department - too many. 

6.29 Additionally, there is a central maintenance technical office (TO 2000), whose 

activities have recently been devolved to the departmental maintenance 

supervisors, who are in future to coordinate their activities with the department 

manager. 

6.30 Over 300 people are employed within the maintenance activities spread across 

the site; ovu half - 212 - are located within depanment 810. Some revenue is 
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6.31 

6.32 

being earned through external maintenance activities and this is an area which 

might reward some marketing effort. There are surely many factories within 

Silesia which formerly maintained their own maintenance facilities but which 

now cannot afford to. 

Maintenace methods are based on periodic inspection and rectification of 

breakdowns. Record cards are completed for inspection surveys and defect 

work; these are used to update inspection schedules; no other records are made 

and no use is made of existing records to compile a service history for each 

item of equipment. 

In overall terms, the organisation of maintenance clearly needs to be 

rationalised. Maintenance planning and control needs to be improved by the 

introduction of systematic recording and analysis. PC-based systems would 

permit analysis of defects and the planning of work programmes, greatly 

reducing the amount of manual preparation and increasing the scope of 

activities. Each production department should have cor.trol over its 

maintenance requirements. 

6.33 Maintenance policy should recognise that there is little point in rebuilding out­

of-date equipment; it should be evolved around a survey of equipment 

generally. 

Environment Control 

6.34 The company pays small amounts in permits and for excessive emissions to 

government and to the local voivoidship. This is quite n:>rmal. 
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7. ORGANISATIONAL OPTIONS 

New Organisation 

7.1 The present organisation (which was described m our interim report) is 

illustrated in Figure 4.1 above. 

7 .2 Outline suggestions for a reorganised structure are presented in Figure 7. l, 

based on the ideas developed in Section 3 above, summarised in paragraphs 

3.82 to 3.86. 

7 .3 There is a need to have an executive board of management with five main 

functions: 

• Marketing; 

• Finance; 

• Engineering; 

• Personnel; 

• Operations. 

7.4 F.ach must have a well defined terms of reference. The following suggestions 

may be helpful: 

• Marketin& 
see section 2.31 - 2.33 above 

• Finance 

Consolidated accounts 

Budgets: short and long term 

Credit control 

Debt control 

Responsibility centre cost control 

Inventory audit, some control 

Payroll 

Banking 

Main product line pricing 

Main product line ledgers 
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Figure 7 .1 -Suggestions for New Organisation 
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7.5 

7.6 

Fixed assets ledger 

Data processing ce~tre 

Note: ledgers to be devolved to responsibility centres: sales, purchases, 

cash. 

• Personnel 

Group policies on hire/fire~ training, arbitration, etc. 

Medical service 

Industrial guard 

• Eneineerine 

Product development 

laboratories 

Quality management 

Quality control policies, with input from MD 

Product line engineering 

Customer care (product lines) 

NC programming 

Specialist engineering, e.g. welding techniques 

Operations procedures, e.g. welding procedures book 

• O_perations 

Production planning (product lines) 

Budgets (line to Finance function) 

Capacity planning 

Control of all responsibility centres 

The concepts of policy groups and working groups was outlined in Section 3 

above. These should be made up of representatives from respon :ibility centres 

and the executive functions listed here. They must be the conduit for 

transferring ideas and current status to and from Executive ma.,agement and 

responsibility centre managemc-nt. 

The content of each of the responsibility centres is developed in Section 8. 
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Labour Reduction 

7.7 

7.8 

7.9 

7.10 

7.11 

7.12 

7.13 

We strongly recommend that every effort is made to avoid cutting labour and 

staff until all other options have been explored. There are three elements to the 

alternatives. 

First, instead of paying people to sit at home and be demoralised, put them to 

work improving the factory. Of course this requires money and it will have to 

be found. 

Secondly, consider moving personnel between positions within the organisation. 

Areas to consider building up are marketing; certain sections of engineering, 

such as product devel\)pment, product engineering, production support 

engineering, quality assurance; and personnel. 

Thirdly, as the organisation develops along profit/cost centre lines, it will be 

necessary to move people out of the central functional areas and into the 

profit/cost centres, within their own function. The principal areas are finance 

(cost accounting and offer preparation), production planning, design 

engineering (small products, and jigs and fixtures) material control, and 

personnel control. 

The financial analysis which follows in section 8 indicates that it is necessary 

to shed around 1,500 people in order to reach breakeven in 1993. This 

assumes that significant sales of military vehicles are achieved, and that equally 

significant sales of subcontract work are ri:alised. It also assumes that no funds 

are received from government, or any other source, which would represent a 

shareholding. 

Therefore, there is a fourth alternative to shedding people and that is to assign 

a proportion of the workforce, together with associated maintenance costs, to 

a part of the company reserved for military production. Management will need 

to carry out some of the exercises suggested in Section 3 above, and as 

discussed in Section 8 below in order to arrive at a financial vale for this 

'military' proportion. 

If and when people are released, then they should be those who ue least 

qualified, able and willing to take up different posts within the organisation, 

and who are least suited to the workload. 
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8. STRATEGY FOR RESTRUCTIJRING 

Fmancial Model 

8.1 A financial model was produced based on profit centre information as suggested 

by Bumar-Labedy in response to our request. The purposes of this model are 

to: 

8.2 

8.3 

8.4 

8.5 

8.6 

• define the parts of the enterprise that positively contribute to the overheads; 

• to project the need for financing in the short, medium and long term; 

• to predict the levels of employment in the same time frame; 

• to determine the cash flow; 

• to determine the Profit and Loss and the Balance sheets for the future. 

The details referred to in the section may be found by reference to Tables 8.1 

to 8.7 and Figures 8.l(i) to (viii) (see page 8 - 8); the results are discussed as 

follows. 

The analysis has been based on the Bumar-Labedy notions of cost/profit centre 

division an<! not on any other configuration, for the simple reason that it is a 

major task for Bumar-Labedy to assign costs. Obviously, other configurations 

are possible, as discussed below (paragraphs 8.21 to 8.30). 

The sales for department 100, foundry, are based on the degree of 

subcontracting work to be found in Poland. Sales of the centres Cranes and 

Construction Machinery are based on a modest penetration of western markets, 

and in the longer term, the recovery of the CIS and Polish markets. 

The Power station is assumed to sell its services at no profit and therefore 

exactly covers its cost or makes no contribution. 

Markets for tanks are clearly more difficult to predict. Sales are based on the 

premise that the company sells its stock of tanks in 1992, as stated in its own 

forecast, at a reduced price. 
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8.7 

8.8 

8.9 

8.10 

8.11 

8.12 

8.13 

8.14 

8.15 

A 30~ market share of the identified world market for 172 variants is 

assumed. In 1996 it is assumed that the Polish government will order a 
replacement level of tanks for the current T55 army stock. 

The Construction Centre doubles its output in 1992 due to the Volvo work and 

continues to grow. 

Raw material and labour costs will be reduced due to: 

• improved stanJard job times; 

• better productivity due to better motivation; 

• lower reject rates; 

• better use and location of equipment; 

• better production flow. 

Repair costs reduce dramatically by scrapping older machines where possible. 

Savings in indirect labour come from re-allocation of people, and from 

rationalisation. The devolvement of accountancy and Quality Management to 

the profit centres al~o reduces labour requirements. 

The level of direct workers in the organisation rapidly comes in line with that 

of western companies. Overall, the employment numbers reduce until sales 

begin to increase (1994). 

Unless the demand for tanks is continued it is necessary to shed excess workers 

in 1997 but the number is sufficiently low that it may be dealt with by natural 

wastage. With the growth in cranes and construction equipment it is 

anticipated that from 1998 onwards employment will rise steadily. 

The contribution for the remaining profit centres is positive, with the exception 

of the foundry and the forge. But by 1994 the foundry shows a positive 

contribution, and as it is central to many of the operations of the plant it should 

be kept. 

The contribution of one tank is more than ten times the contribution of one 

crane. The survival of the company therefore lies with th~ government 

decision to carry on making tanks. Clearly, severe cutting would be necessary 

if the decision was negative. 
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8.16 Over the period, operating margin is positive but 1993 is another difficult year. 

8.17 Given the uncertainty of the company a philosophy has been adopted of pafa11g 

off debts to the bank as SO<.'n as possible. 

8.18 Cumulative Profit Before Tax becomes positive after 1994 and remains so for 

the rest of the period. 

8.19 Total Assets decline rapidly until 1995 when they build up as a result of the 

orders and the accumulated cash. 

Rationalisation 

8.20 Consideration should be given to removing unproductive pans of the 

organisation, as follows: 

• Sza.ekociny; 

• forge and die shop (210 + 720); 

• reduction of 420 (machining), devolve to Zabrze; 

• bar cutting (241), disperse to departments; 

• culture centre; 

• hotels, flats, associated services; 

• rehabilitation work centre; 

• Zawiercie: move fabrication to Gliwice, sell excess land to town; 

• Dept 480: remove general machining shop (similar to other shops); 

• move hydraulic cylinder production to Dept 480 and rationalise remaining 

machining facilities; 

• rationalise Dept 300 to 480/500. 
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Responsibility Centres 

8.21 The responsibility centres should be divided into profit centres and cost centres 

based upon the principles laid out in Section 3 of this report. 

8.22 If any benefit of this restructured organisation is to be attained then there must 

be fewer levels of management, as well as fewer managers in the organisation. 

This is for three main reasons: 

• to make the system of information flow more efficient; 

• to bring the management into closer contact with the operations of the 

business; and 

• most importantly of all reduce the overheads of the organisation. 

8.23 Therefore to simply devolve responsibility to individual departments would be 

asinine. A better approach would be to group the departments together to form 

a single profit or cost centre. 

8.24 The grouping of the departments within the responsibility centres could be 

based upon several different criteria such as: 

• physical closeness within the plant; 

• activity; 

• customer base; 

• supplier base; 

• size of operations; 

• personnel. 

8.25 Figure 8.2 (see page 8 - 23) shows one possible solution that has been evolved 

primarily on activity and customer base. Another major input into this model 

is the results of the workshop sessions with the middle managers (see 

Section 4). 

8.26 Not shown on Figure 8.2 are the facilities at Zabrze and 1.awiercie. These 

facilities pose a problem for management. 
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8.27 

8.28 

8.29 

8.30 

The problem lies in the fact that they both have a positive contribution but not 

nearly at the same percentage rate as the other responsibility centres. In 

addition being remote from the operations they will necessarily incur more 

management costs. Conversely 1f the management time is not spent on them 

then there might be a consequential lack of control ;and possible lack of 

effectiveness and profitability. 

By having such a low contribution the facilities do not have any residual value 

if sold, if indeed a buyer could be found for them. Nevertheless the two 

centres are making a positive contribution to the overhead and as such are not 

a financial burden to the enterprise. 

Given that at least Zawiercie is part of the core business of the enterprise the 

decision becomes even more difficult. Some very serious financial analysis 

should be carried out to determine if the enterprise could buy slewing rings 

cheaper and of at least ""luivalent quality outside the organisation. Some of the 

Zawiercie site could be sold off, for instance by terminating fabrication, 

removing that function to Gliwice. 

Given the reports form Grove on the poor metallurgical properties of the 

slewing rings supplied to them a view should be taken to see if investment 

would be necessary to improve quality to an acceptable level. Given this 

scenario it is possible that the extra depreciation would male the operation 

unfeasible but this is for the senior management to determine. 

Balance Sheet Restructuring 

8.31 

8.32 

Since the stock of military vehicles was auassed by the previous management, 

under the old central planning regime, then it must be the duty of the 

government to assume responsibility until the situation is resolved. Either they 

close the factory and take the stock themselves (for resale or use), or they 

maintain the factory in the hope it will be able to sell the stock, and/or in the 

expectation of using the facility to build new military vehicles. 

It is questionable whether the company will be used to build new military 

vehicles since it has not demonstrated a capability to develop new designs. 

This situation must be viewed relative to the capability of the other major 

Polish military vehicle provider, Hu ta Stalowa Wola. 
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8.33 If the company is not used to build military vehicles, then it must be viewed 

entirely on its capabilities to provide civilian products. 

8.34 Should the government wash its hands of the factory once having paid for he 

existing stock of military vehicles - by whatever means - then managemc.1t 

absolutely has to be in a position to keep the company afloat. 

8.35 By all of this reasoning, management has little time in which to demonstrate 

that it means business in the civilian sectors and to establish sufficient 

competence to convince potential backers. But it does have a little time. 

8.36 One possibility lies in restructuring the balance sheet to reflect the military 

obligation of the company and thus apportion financial responsibility of this 

part of 1.1~e enterprise to the QJ>propriate ministry. 

8.37 One method of doing this would be to divide the company on the basis as 

follows: 

• by space of the individual responsibility centres; 

• by the assets value of the equipment used; 

• by the level of stocks necessary; 

• by the necessary manpower (taking into account the required specialist 

skills). 

8.38 Unfortunately all the data necessary to carry out this restructuring was not 

available to the consultants. In any case this should clearly be carried out after 

the exercise of excluding the redundant and duplicated machinery and space. 

8.39 Finally, the company would be well advised to consider revaluing its asset base 

to reflect redundant equipment. This has to be faced sooner or later and would 

present a more realistic balance sheet. 

Feedback from Bumar-Labedy 

8.40 It should be noted that the organisational structure given above (Figure 8.2) is 

only one possibility. The enterprise management have already produced a 
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8.41 

8.42 

restructuring plan. This has not unfonunately been made available to the 

consultants, but is known to contain another organisational structure which 

although different is believed to be similar. 

Equally the notion of dividing the company into these responsibility centres 

needs to be considered when the apponioning of financial responsibility is taken 

into account as clearly some of the shops are to be designated almost entirely 

for military purposes e.g. the torsion bar shop, heat treatment department. 

Given the imponance that this will have on the future of the en~erprise it is 

~tial that the consultants receive feedback from the senior management 

before a final decision is taken. 
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Table 8.1 Sensitivity Parameters 

Changes in the Costs of lnvestnents Changn In Revenue 1,993 1,994 1,995 1,998 1,997 1,998 1,099 2,000 2,001 

Land 0.0% Forge -100.0% -100.0% -100.0% -100.0% -100.0% -100.0% -100.0% -100.0% -100.0% 
Buildings 0.0% Foundry 10.0% 10.0% 10.0% 1c1.0% 10.0% 10.0% 10.0% 10.0% t0.0% 
Equipment 0.0% Power Station 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Intangibles 0.0% Cranes 30.0~ 30.0% 30.0% 30.00% 20.00% 20.00% 10.00% 20.00% 30.00% 
Long tenn Paper 0.0% Constr. MIC 20.0% 20.0% 20.0% 20.00% 1!5.00% HS.00% 10.00% 20.00% 20.00% 
Other 0.0% Anna -70.0% 0.0% 0.0% 150.00% 0.00% -70.00% 0.00% 0.00% 0.(1()% 

Press 10.0% 10.0% 10.0% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 
Jigs and Tools 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 
Contsr. Shop 100.0% 20.0% 20.0% 20.00% 15.00% 1!5.00% 10.00% 10.00% 10.00% 
Average HS.87% 15.00% 15.00% 40.00% 11.87% 0.00% 8.33% 11.87% 13.33% 

Changes In Overhead Costa 1,994 1,995 1,998 1,997 1,998 1,999 2,000 2,001 

00 Sales 10.0% 10.0% 5.0% !5.0% 2.0% 1.0% 0,0% 0.0% 0.0% 

00 Labour -75.0% -25.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Energy -10.0% -5.0% -5.0% 0,0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Repair -50.0% -40.0% -20.0% -5.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Other 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Interest 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Direction -75.0% -50.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Dev. Centre 0.0% 20.0% 20.0% 20.0% 0.0% 0.0% CO% 0.0% 0.0% 
Info. Centre 5.0% 5.0% 5.0% 5.0% 2.0% 0.0% 0.0% 0.0% 0.0% 
Purchasing -40.0% -10.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

-

t! 
Changes In Direct Costs 1,994 1,995 1,998 1 ,997 1,998 1,999 2,000 2,001 

----
~ Raw Material -20.0% -20.0% -10.0% -10.0% -10.0% -5.0% -!5.0% -5.0% -5.0% iii 
0 Labour -20.0% -10.0% -10.0% -10.0% -5.0% -5.0% -5.0% 0.0% 0.0% "' 8 Special -20.0% -20.0% -20.0% -10.0% -10.0% -5.0% -!5.0% -5.0% -5.0% 

ii Depreciation 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
< Energy 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

! Transport -20.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Repair -50.0% -30.0% -20.0% -10.0% 0.0% 0.0% 0.0% 0.0% 0.0% ... 
Other 0.0% 0.0% r.>.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% > 

- - - .-... - - - - --------- .. 
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I Table 8.2 Operating Margin (Constant Prices) :!liNd 

11182 1183 11M 11115 ,. .. 1187 1 ... 1 ... 2000 2001 

I s.-
Forp 47 0 0 0 0 0 0 0 0 0 

"--*' 41 45 ... 54 58 15 72 79 17 15 

I 
,_Sllliorl 1a 10 1t' 10 10 10 10 10 10 10 
c.- 81 79 103 134 174 :zoe 251 279 331 431 
Can*.MIC 15 11 Z2 211 31 ~ 41 45 54 85 
Alw. 1.400 420 420 420 1,050 1,050 315 315 315 315 ,_ 40 .... ... 53 58 es 71 7a .. 15 

I 
.1ga...iToc11 5 5 8 8 7 I I 8 10 11 
ColS.Sllap ... .. 115 131 1M 110 218 241 2115 281 

Tml....._ 1 .... 717 ~ 141 1.558 1.833 M7 1.o53 1.151 1,J13 

I 
onctC.-........... 380 158 154 151 241 242 171 178 183 211 ....._. 127 71 .. 72 .. 101 12 .. 83 103 

Speciml 211 15 15 15 20 21 11 11 21 23 
0. . f 72 40 • 40 51 53 ... ... 52 se 

I &.gy 40 23 23 24 31 32 ZI • 32 • 
T,..,cllt 1 0 0 0 1 1 0 0 0 0 ....... 32 14 14 15 17 11 111i 20 21 23 
at. • 15 15 18 Z2 22 11 11 21 23 

I TmlonctCon ... 331 321 340 411 .... 312 .. 433 413 

CoMillulion ti> 0"1-d 171 379 444 501 1.075 1.143 805 854 725 l30 

I 
o-t.edC.-

a.. 250 111 a1 138 257 zee 183 174 181 217 ....._. 32 2 2 2 2 :l 2 2 2 2 
&.gy 3 2 2 2 2 2 2 2 2 2 ....... 4 1 1 0 0 0 0 0 0 0 

I 
at. 21 21 21 29 21 21 21 21 21 21 .......... 201 201 201 201 201 201 201 201 201 201 
Dndiofl 43 3 1 1 1 1 1 1 1 
Dw.Cel*9 ., 0 0 1 1 1 1 1 1 1 
lnlo.Wl*e 4 5 5 5 5 5 5 5 5 5 

I PUIChiaint 15 5 5 5 5 5 5 5 5 5 

Tmlo-he .. 511 388 373 314 503 515 40I 420 437 413 

I OperMng W.gin 397 13 71 117 572 IU 118 235 211 311 

I 
I 
I 
I 
I 
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Table 8.3 Cash Reconciliation and Short Term Interest Zlmld 

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

INCOME 
Gross margin 442 33 90 137 599 655 219 258 314 396 
Drawdowns - LT Loans 0 0 0 0 0 0 0 0 0 0 

Total Income 442 33 90 137 599 655 219 258 314 396 

EXPENDITURE 
Investments 0 ,. 1 0 0 0 0 0 0 0 .. 
~epayments - LT Loans 331 100 89 0 0 0 0 0 0 0 
Interest - LT Loans 43 17 5 0 0 0 0 0 0 0 

00 lncreaH in work. cap. (295) (362) 7 13 96 19 (70) 17 26 38 
TaY. 51 305 13 40 63 256 293 127 148 177 - Dividends 42 0 0 0 0 0 0 0 0 0 0 
Extraordinary Items 0 0 0 0 0 0 0 0 0 0 

-
Total Expenditure 171 62 115 54 159 275 223 144 174 215 

NET CASH FLOW BEFORE SHORT TE~M FINANCING AND EQUITY INJECTIONS 
Net Cash Flow 271 (29) (25) 84 440 380 (5) 114 140 181 

NET CASH FLOW BEFORE SHORT TERM FINANCING 
;!l New Equly 0 0 0 0 0 0 0 0 0 0 ... 
~ Net Cash Flow 271 (29) (25) 84 440 380 (5) 114 140 181 
ii 
0 .... 
SBANK BALANCE 
ii Cash I (Overdraft) (60) 217 204 195 297 779 1,236 1,331 1,556 1,826 2,159 " < 

~NTEREST ON SHORT TERM FINANCE 
16 15 19 78 99 ... Interest Recieved 6 41 111 130 153 > 

Interest Paid 0 0 0 0 0 0 0 0 " 0 

--------------------



--------------------
Table 8.4 Profit and Loss Account Zlmld 

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

Revenue 1,666 717 773 841 1,556 1,633 987 1,053 1, 158 1,313 
Direct Costs (658) (323) (314) (324) (459) (467) (364) (380) (412) (460) 
Overheads (566) (361) (368) (380) (498) (511) (404) (415) (432) (458) 

Operating Margin 442 33 90 137 599 655 219 258 314 396 

Depreciation (62) (58) (55) (52) (49) (46) (44) (42) (39) (37) 

Earnings before interest and tax 381 (25) 35 85 550 609 175 217 274 358 

00 Financial Charges (37) (0) 10 19 41 78 99 111 130 153 

Profit before tax 344 (25) 45 104 591 686 274 328 404 512 
Cumalative PBT (357) (13) (38) 7 112 702 1,389 1,662 1,990 2,394 2,906 

Tax Due (305) (13) (40) (63) (256) (293) (127) (148) (177) (220) 
-

Profit after tax 39 (38) 5 42 335 393 147 180 227 292 

Dividends Due 0 0 0 0 0 0 0 0 0 0 
Extraordinary Items 0 0 0 0 0 0 0 0 0 0 

Cl 
Retained Earnings 39 (38) 6 42 335 393 147 180 227 292 

~ 
iii 
0 ..,. 
a ... 
iii • < 

§ 
.... 
> 



Table 8.5 Sources and Uses of Funds Zlmld 

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

SOURCES OF FUNCJS 
Operating Margin 442 33 90 137 599 655 219 258 314 396 
New Equity 0 0 0 0 0 0 0 0 0 0 
Drawdowns - LT Loans 0 0 0 0 0 0 0 0 0 0 
Interest Rec'd - ST Finance 6 16 15 19 41 78 99 111 130 153 
Decrease in Cash 0 12 9 0 0 0 0 0 0 0 
Increase in Creditors (413) (59) (3) (1) 18 (2) (20) ( 1) 1 2 

Total Sources 36 3 112 155 658 730 298 369 444 551 

:lO USES OF FUNDS 
Investments 0 2 1 n 0 0 0 0 0 0 - Repayments - LT Loans 331 100 89 0 0 0 0 0 0 0 t-.J 

Interest - LT Loans 43 17 5 0 0 0 0 0 0 0 
Interest Paid - ST Finance 0 0 0 0 0 0 0 0 0 0 
Increase in Cash 277 0 0 103 481 458 94 225 270 334 

•:\·· Increase in Stocks (481) (S64) (3) 5 58 5 (43) e 13 20 ii"- - -

rt. Increase in Debtors (226) (56) 6 8 56 1~ (47) 10 14 20 ~ .. - Tax Paid 51 305 13 40 63 256 293 127 148 177 
Dividends Paid 42 0 0 0 0 0 0 0 0 0 
Extraordinary Items 0 0 0 0 0 0 0 0 0 0 

·--·n 
Total Uses 36 3 112 155 658 730 298 369 444 551 .... ... 

$ 
iii 
0 

"" 0 w 
;a 
" < 

~ .... 
> 

--------------------



--------------------
Table 8.6 Balance Sheet Zlmld 

1991 1992 1993 19!14 1995 1998 1997 1996 1999 2000 2001 

ASSETS 
Cash 1 217 204 195 297 779 1,238 1,331 1,558 1,828 2,159 
Debtors 329 103 46 52 60 116 126 61 91 105 125 
Stocks 696 415 51 46 53 111 116 73 60 93 112 

Current Assets 1,226 734 301 295 410 1,006 1,461 1,465 1,727 2,023 2,397 

Fixed Assets at Cost 1,307 1,307 1,309 1,310 1,310 1,310 1,310 1,310 1,310 1,310 1,310 
(less) Depreciation (63) (145) (203) (256) (310) (359) (405) (449) (491) (530) (sen 

Net Value Fixed Assets 1,224 1,162 1,106 1,052 1,000 951 905 861 619 760 743 

00 
TOTAL ASSETS 2,450 1,698 1,407 1,347 1,410 1,957 2,365 2,346 2,546 2,603 3,140 -~ 
LIABILITIES 

ST Finance 61 0 0 0 0 0 0 0 0 0 0 
Creditors 536 125 67 83 62 61 79 59 56 59 61 
Current Part LT Loan 331 100 69 0 0 0 0 0 0 0 0 
Tax Due 51 305 13 40 63 256 293 127 146 177 220 
Dividends Due 42 0 0 0 0 0 :> 0 0 0 0 

Current Liat-ilities 1,023 530 169 104 125 337 372 188 206 238 260 ..., 
..... .... 
~ L,,ng Term Loans 169 69 0 0 0 0 0 0 0 0 0 
iii 
0 
IA 

0 ... 
Equity 105 105 105 105 105 iii 105 105 105 105 105 105 .. 
Retained Eamings 1,133 1,172 1,134 1,139 1, 181 1,515 1,909 2,055 2,235 2,482 2,754 < 

§ Shareholders Funds 1,238 1,277 1,239 1,244 1,266 1,620 2,014 2,160 2,340 2,567 2,659 .... 
> 

TOTAL LIABILITIES 2,450 1,696 1,407 1,347 1,410 1,957 2,385 2,346 2,546 2,603 3,140 

------
Check Line 0 0 0 0 (0) 0 0 0 0 0 0 
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Table 8.7 Key Performance Indices 

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 

Proflability 
Operating Margin/Turnover 26.5% 4.7% 11.7% 16.3% 38.5% 40.1% 22.2% 24.5% 27.1% 30.1% 
EBIT /Turnover 22.8% -3.54* 4.6% 10.2% 35.3% 37.3% 17.7% 20.6% 23.7% 27.3% 
EBIT /Capital Employed 27.9% -2.0% 2.8% 6.6% 33.9% 30.2% 8.1% 9.3% 10.7% 12.5% 
Nat Profit/Equity 37.1% -36.6% 5.0% 39.8% 319.0% 374.4% 139.6% 171.ac'A. 216.00.4 278.3% 

Balance Sheet Ratios 
Current Assets/Current Llabs. 138.4% 178.3% 284.9% 32E\6% 298.8% ~98.5% 799.ac'.4 839.ac'k 857.3% 855.4% 
LT Debt/Capital Employed 6.5% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

(a) net profit defined as profit after tax and extraordinary Items 

--------··-----------
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Figure 8.2 Possible Organisation of Responsibility Centres 

I Profit Centres J 

Pipe & Sheet 

Pipe and Sheet Shop 
(220) 
Protective Coatings (230) 

Foundry 

Foundry (100) 
Pattern Shop (730) 
Forge (210/720) 
Heat Treatment (440) 

Machining & Torsion Bars 

Machining & Gear 
Boxes (420) 
Torsion Bars (410) 

Welding & Assembly 

Welding & Ass~mbly 
(360) 
Welding & Assembly 
(300) 
Cranes Assembly (480) 
Final Assembly (500) 

....... 

""""' 

Machinery Maintenance 
Production Control 

Sales 
Financial Seroices 
Quality Control 

Some Engineering 

[finance ] 

111111... ,... 

~ [Operations I 
\_:::!_J 

I Cost Centres J 

Utilities 

Power (910) 
Gas (920) 
Systems Maintenance 
(950 + 940) 
Water (960) 
Building Maintenance 
(820) 
Waste Water 

-- I Stores -J 

[Central Stores 
(HM 5600) 

Tools & Laboratories 

Tool Dept. (710) 
Special Tool Shop 
Jigs & Tools (TK 2660) 

· Materials Lab. 
- Welding Lab. 
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9. 

9.1 

9.2 

9.3 

IMPLEMENTATION INCLUDING OPTIONS FOR F1.JNDING 

Given all the facts discussed above there are many points that need to be taken 

into account when considering the implementation of strategies developed in 

this study. The timing and sequencing of the actions need to be carefully 

considered. 

Table 9.1 shows the actions that this report has identified. As 11oted, Bumar­

Labedy have also prepared a restructuring plan and this should be combined 

with this table; once again, feedback from manag~ment would be extremely 

valuable. 

In outline form, the principal activities are: 

• Elevate and grow the marketing function; 

• Decentralise the organisation and review staffing; 

• Remove unproductive parts of the organisation, and investigate selling off 

parts which are not cost-effective; 

• Elevate the training function to include 'white collar' and managerial 

activities; 

• Invite each operating unit (profit/cost centres) to prepare its own plan for 

equipment and space rationalisation and for new investment; 

• Restructure the balance sheet and optimise the financial statements using the 

model presented; petition government for shareholding support. 

9 - I Fll461ROS/03 Rev llWPllA 
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TABLE 9.1 - PROPOSED IMPLEi.,;t:NTATION PLAN 

1- l'lalpme a.,-IMllly 

MMIOOlNG A."ffi nooocr MMICETS 

C.......,.IO ---- - off_. COlllnCt woit 0-nte CMb ~--·nl 
rwpanoibilily-cen 

ld.iify produd ...t• o.r- directioa of CGftlllM>' J!aecutiye 11111 lleoponoibilily 

.-,en 

ShclYe plMo for - ~ llDlil IDllllillla lenn Slop lie llP in cepilal lllllil .. leul i) it io Mutietln1 W-.er and 

eYailable ud ii) meitet ,_..,h hu Mana1ins Director 

'-'i carried oul lo delemline Yimbilil)' 

Gain_,. Tena C-'11 Brinl n.bilil)' and loqer lenn CMh u Mtiitetln1 W-.•r and 

Sboit Tenn 

Y•·by-sen 

and reutilioed ...,, 

Y• 

Y•·•-• 
po11ible 

Y• . •hhou1h lhe 

well • technolosY lnnlfer Mana1ln1 Director Oft • 11n1te1ic noulla will nol be 

bMio ohort term 

,...., 
MedilnTena 1.-. Tenn 

Y• ·by - ... end Y• • 1o • mucll 

-.tetins ors•loellon -u.r d•-
Y• y. 

y. . ,.,, iew •ituelioa 

Yeo • bulldins Oft • Yeo· 1o • Mlllller 

repullldon ia the nriouo ._. lo rt1place 

lndlllCriM 1upplied contncta diAI •ll'Pln 

!Wev• Secdoe of a.,on 

2.2, 2.12, 2.U, 2.17, 2.19, 

2.50, 2.52, 2.57, '· 76, uo, 
Ul,Ul,6.12,1.4 

2 4, 2. 19, 2.20 

6.7. 6.9 

2.J, 4.)2 

Sock~- for ~-.::hincry A•oid loa1 UD lime; 1•ill ""'°'nilion Mtiitetins Mana1er end 

W-1 Ins Director 

Yeo Yeo Develop own d•l1111 2.5 

ReorsMioe pe.-MI illlO ohort lenn meitetins - lmproYe oai. bue 11111 follow up Oft ell ..... 
Set .., ~ IO oblaill more meitet infonnation Allow more oppol1Ullilieo lo be 

....,, ...... upon 

Salmfore.. ...... Allow neliotic levelo of revmue ud 

io.dins lo be ro.-

Follow 11P lemlo ,_,,,....by W! Alkino Qu.lifyMeub-CClftlnlctor 

Set "" c....,.ui;ve-*'""' ~ includlns ~ ....i ll>Clllilor IMrl• ollarc. wm 
lAol Bua-- ....,...,... allow ..,\et_,,, lo be built "I'· 

........,. - npo•ilifiee lN<odlun 11111 Allow -- - - iadllllly bMio 
pr ..... 

- - - - - ~ -

Mtiitetin1 Mana1er, Y• · uooonu 

Commercial Director, Technicel pmolble 

Dinclor and Muwsin1 Di"""°r 

Formal re•or11111ioatlon 

will replaoo 

2.47. 2.49 

Mtiitetln1 Mena1er Y• ·Uoe pro formu Y• ·refine for lhe new Y• • Clftloin1 uercloeo 2.16, 224, 2.26, 2.27, :u2, 
porlf'olio end llllllt of i-:tins lo elnlte1ic 2.J5, 2.40 • 2.57 

maltet..-rch -it•~ 

Re.ponaibility centre mu1111en Yeo·ullOGftu 2.56 

wilh 8oud of Directon nepoMibilil)' 

Mutictins W-,er Y• Y• Y•·forl~ 2.51, 2.52 

Mutietina Mana1er Y• • uoe pro fo"""" Y• • refine y. • ClftlOins llCtJvily 2.l6 

eepeclall)' lmpo.- for 
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MutietinsW-.er Y• • 1Ub conlnletln1 Y• • but oaly whlD 2.41, 2.51 

lo• obort- cMns• -Ila• 
opportunity 
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APPENDIX I - PRO FORMA MARKETING INFORMATION 

WHERE ARE OUR MARKETS? 

HOW MUCH ARE THEY WORTH? 

Product TANKS CRAm:S EXCAVATORS LOADERS 

Area 

Domestic 

F.astem Europe 

CIS 

Western Europe 

By Country 

Scandinavia 

Middle F.ast 

·-
Africa 

India/Pakistan 

N America 

S America 

China 

Far East 
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WHAT ITPES OF CUSTOMERS DO WE HAVE? 

Customer % this year % next year % next S years 

Government 

Contractors 

Hire companies 

Small specialised 
companies 

Competitors 

Large multi-nationals 
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Products: 

features/benefits 

price 

quality 

delivery 

other 

Service 

spare parts 

repair 

warranty 

other 

How do we do it? 

WHAT DO~ TIIE MARKET WANT? 

CRANES TANKS EXCAVATORS LOADERS 
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Produd Une 

Benchmark 

Name of brand 

Sales 

Market share 
(divide by country) 

Price 

Features/benefits 
Oist) 

Agents Oist by 
country) 

Profit margin (%) 

Sales/employee 

Strengths 

Weaknesses 

COMPEi I I IVE ANALYSIS 

Bumar-Labedy Competitor 
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I 

LOST BUS~ REPORT 

I 
I. DATE: 

I PRODUCT LINE: 

I 
I 

CUSTOMER: 

ADDRF.sS: 

I TEL NO: 

I 
COMPETITOR: 

WHYWASIBEBUS INESS LOST?: 

I 
I BUMAR-LABEDY COMPETITOR 

PRICE 

I DELIVERY TIME 

STANDARDS MET 

I NOISE 

I 
SAFETY 

I 
I OFFER TURNAROU ND 

TIME 

I 
OTHER FEATURES 

I WHEN WILL THE NE XT BUY TAKE PLACE?: 

WHAT DO WE NEED TO DO TO GET THE BUISINESS?: 

I 
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APPENDIX II: BUYING FACTORS FOR CONSTRUCTION EQUIPMENT IN 
W~TERN EUROPE 

Objective and Method 

The objective of this exercise was to assess the success-factors for the market entry of 
Bumar-Labedy in Western Europe for construction equipment. 

Twenty construction contracting companies in six European countries were interviewed. 
The interviews were conducted by telephone using semi-structured questionnaires. 

Results: General 

The Eastern European construction equipment sector is generally not well known by 
Western European contractors. 

Only one of the companies contacted (a German company) had bought equipment from 
Eastern Europe and only four of the twenty had been approached by Eastern European 
producers (from Poland, Rumania, Czechoslovakia and the former DDR, Tarkraff). 

Companies that had been so approached were Danish, German and French, i.e. countries 
relatively near to Eastern Europe and with a reputation of having good commercial 
relations with the Eastern Europe. 

But those approached to buy Eastern European equipment were not very impressed by 
either the technology or service and only a very competitive price could compensate for 
these flaws. 

Contractors who had not yet been approached to buy equipment expressed general doubt 
in Eastern Europe's technological skills, quality of machines and general professional 
attitude. 

This was especially true not only about the service and the delivery of spare-parts, but also 
the performance and the security of the actual deals (the ability to be able to deliver what 
was requested on time) appeared to be cause for concern. 

Many of these statements were based on experience of other Eastern European products, 
on construction machines seen at trade fairs and on subjective views on Eastern European 
commercial capacities. 

A few companies did however indicate that they would never buy from the East; about half 
of the contractors questioned said it would depend on the package deal and their needs at 
the specific time. 

Because there is a distrust of East European construction equipment based more on 
subjective feelings rather than objective facts, fear of the unknown and language 
difficulties, these problems would not be easy to solve from the contractors point of view. 
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Mutual trust would need to be built up around personal contacts, references to former 
customers of construction equipment (possibly competitors) and service and spa.re-parts 
depots in the West. 

Emph2.sis was also put on the individual package deals. The ability to be able to adapt the 
product to contractors' needs was important. The relative importance of specific parameters 
is shown in Table 11.1 below. 

Another important factor for market entry to the construction market is the dependence that 
many buyers place on one or a few contractors. 

The German contractors especially underlined the importance of the long term relationship 
with a single contractor. By educating their employees and stocking a large amount of 
spare parts, they themselves could ensure the kind of quality in their product that they 
would demand from the producer of the machines they use. Long term relationship 
therefore means security but indicates a reluctance to change supplier of equipment. This 
is partly because of the costs of changing the depots and re-educating mechanics and partly 
because it takes time and therefore money to build a good relationship. 

The only opportunity here is to convince the buyer that the quality of machines and service 
is of the same standard as their current supplier but relatively cheaper. 

Results: Specific Parameters 

Table 11.1 reveals differences between contractors from country to country. Notable is the 
Danish and Spanish emphasis on quality, and British and French relative emphasis on 
safety. These differences were less sharp when compared with results for all of the nine 
parameters. Quality then came close to the top in Britain and France, and safety was very 
important in Spain and Denmark. 

The following parameters were tested during the interviews: Quality (QA), Price,(PR), 
Driver friendliness (DF), Service (SE), Life time (LT), Noise (NO), Safety (SA), Spare 
parts (SP), Delivery time (DT). 
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I 
TABLE 11.1-COMP~ CONTACTED AND CRITERIA CHOSEN I 

Most important Least important I 
llK 
Trafalgar House Safety Delivery I 
Tarmac Service Driver-friendly 

I George Wimpey Safety Driver-friendly 

Germany I. 
Biffinger Berger Service Delivery 

I Ed Zublin Quality Noise 

Phillip Holzmann Price Driver-friendly 

I Strabag Bau Quality Delivery 

Dykerhoff & Widmann Delivery Noise I 
France I Bouygues Service Delivery 

Ribourel (Dumez group) Quality Driver-friendly I 
Thelu Building Contractors Safety Delivery 

Sogea Service Driver-friendly I 
sain I 
Dragados y Communicaciones Quality Noise 

Construcion Proyectos Y Diseno Quality Noise I 
Denmark I 
Monberg & Thorsen Quality Delivery 

I Poul Larsen Ronne A/S Life time Safety 

Jydsk Materiel Udlejning Quality Service 

Armton A/S Quality Service I 
Sweden I 
Kran Elve Spares Noise 

I Skanska International Building Quality Delivery 
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Figure 11.2 reveals that quality and after-sales service generally were valued •most 

important' by the contractors. These two parameters reflect the t:hallenges that Bumar -

Labedy and other mid and east Europeans face when entering the Western market. 

Quality of a product is often assessed by ~e buyer before the deal, either by test drives 

or (when dealing with a new producer) by borrowing a machine for a short period. 

Different constructors have different quality performance parameters e.g. corrosion treat­

ment, welding, estimated lifetime of machine components, power of machine and 

hydraulics and facility to clean the machine (machine architecture). 

Service is a highly important factor as it is the basis for the long term satisfaction. The 

service facility spans: 

• Buy-back stipulations in the contract (gives a new customer a guarantee 

that the machine will keep its value and can be a good sales argument); 

• Professional references from former buyers and even possibly competitors 

and/or other known contacts. Thus there is a role for an agent between the 

:iupplier and potential buyer. These factors may even be prerequisites for 

a positive reception in the first place; 

• Machine repair service or spare parts delivery. Contractors were very 

concerned with the availability of spare parts. It is very expensive to stop 

work because of a lack of spare parts. Customers for construction 

equipment may demand as little as one day delivery time for spare parts. 

Repair service is often less important as the major contractors have their 

own mechanics and workshops. To summarize, there should be at least 

one service centre complete with repair facilities and storage for spare 

parts, near the customers base. 

Safety was a major concern for the majority of the twenty contractors. Safety must comply 

with both national and European standards. 

One contractor ranked price highest. Most of the companies questioned realized that there 

is a trade off between price and quality. Price is a parameter that can trigger interest but 

if the quality is too low most of the companies would be reluctant to buy. For major 

investments price would not be the decisive factor. Tt.e contractors raised two other 

concerns in this respect: 
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I 
• The price of spare parts should not be too high compared with the price I 

of the vehicle; 

• The economy of the machine is also important. Gasoline consumption and 

maintenance costs are significant factors. 

Machine life time is dependant on the fact that different countries operate different rules 

of depreciation for construcJ.on equipment so that the importance of this factor will vary 

accordingly. 

Apart from the parameters mentioned above some companies remarked on environmental 

issues as a differentiat!ng factor for equipment. Internal and external noise levels and 

pollution will be parameters of importance in some countries, and all of the survey contact 

countries in the near future, given expansion of the EC and the pace and spread of 

Directive-making. 
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l'roduction Msesmient 

Technology 

Shop No 100 

Foundry 

In summary, a wide range of equipment is installed to undertake a wide range 
of jobbing and small batch work ranging from 1 kg to 30 Tonne weight per 
item. Material flow is reasonable. 

Present methods are labour-intensive, with high oost implications, ~ue to low 
order book; much of the equipment is not working. Mould preparation, core 
manufacture and cast prod~ct all appeared to be good. A large quantity of 
mould bores, patterns and other equipment lay in the shop in an apparently 
disorganised manner which could interfere with material flow when at a higher 
rate of production than at present. Raw material preparation could be improved 
and additional knock-out equipment would be required for sustained higher 
output levels. 

Condition of Equipment 

There are few items of new equipment installed and most of the equipment is 
10 to 20 years of age. 

There are indications of maintenance problems with some of the semi-automatic 
pJant. Otherwise the bulk of the plant was in reasonable condition. 

Quality Control 

Quality control '>f raw materials is suspect. 

Quality control of product is very good, with low scrap rate, but it is possible 
this is being achieved with excess metal input, and not with good control of the 
melt. 

Quality system is oased on final inspection. 

Customer Ba:-e 

Wide range of customers are ordering work from the foundry, even at the 
present low level of output. They include dredging ship suction heads, gear 
casings, earth moving bucket teeth, and heavy vehicle components of all types. 

Product Opportunities 

Sub-contract castings of all types for wide range of engineering companies in 
Poland and Europe. Not high volume automotive and other castings. 
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Comment 

Could be very good self-contained operation if sufficient volume of work were 
obtained. Will be necessary to have equipment replacement plan for longer 
term. 
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Production ASRmnent Shop No 210 

Forge 

Technology 

A wide range of forging hammers are installed in this shop, ranging from 
1600T hydraulic press to steam and mechanical hammers of various sizes. 
Much of this equipment is out of date, low-productivity machines. A 
comprehensive set of heat treatment furnaces is installed together with shot­
blast and painting equipment. 

Traditional open and closed die forgings methods are employed. 

Cost effective production can only be achieved at high levels of output. 
According to B-L, one other forge in Poland is operating with a ce;.~t basis that 
is half that of department 210. 

Condition of E.quipment 

Stocks 

Over 80% of the installed equipment is over 10 years old and over 60% of it 
is more than 20 years of age. 

Except for the newer items of equipment the condition of the plant is only fair. 
A new roof has been put in the workshop and two new cranes installed. Some 
new hammers intended to be installed have been re-sold. 

Considerable stocks of crankshaft bar material are held in department 241. 

No work in progress. 

Considerable stocks of crankshaft forgings are held in the workshop. 

Customer Base 

90% provided by company sales. 

40% of sales are to engine manufacturers, crankshafts. 50% of sales are to 
other company departments. 

Product Opportunities 

Without modernisation of plant opportunities are very limited. 

Medium to heavy forgings cannot be produced. Limit is stated to be 300kg. 
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Comment 

A sadly negle.cted department which should have been modernised some years 
ago. Forgings of the range produced here can probably be purchased from 
other companies at lower cost than is obtainable in this department. 
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Production ~ent 

Technology 

Shop No 220 

Press and Pipe Shop 

This workshop has a set of presses installed, mechanical and hydraulic types, 
ranging from lOOOT capacity to 20T, capable of processing sheet steel up to 
lOmm thick. Two press brakes, a turret punch and several hand operated 
sheet steel processing machines are also available. Welding equipment installed 
is semi-automatic C02 and some argon arc sets. Three small sand blast 
cabinets and a stove enamelling plant are also inst.ailed. In the pipe shop, 
bench bending to templates and bending machine equipment is available plus 
a set of general purpose machine tools for finish machining of assembled pipe 
fittings. 

In general the manufacturing methods in this shop are labour-intensive but 
nevertheless reasonable for jobbing and small batch sheet metal and pipe 
components. Appropriate press tool sets and fixtures have to be made available 
for long run jobs. 

Condition of Equipment 

Over 60% of the equipment installed in this shop is over 10 years old. 

Condition is reasonable. 

Quality Control 

Quality of finished product is good. 

Working to DIN/Polish standards and is examining ISO 9000. 

Customer Base 

Ur.tit recently, bulk of output was to other departments. 

Since November 1991 has been seeking work from outside customers with 
some success in a number of countries and in Poland. 

Brackets for Dutch company; roller conveyor roller units for Danish company. 
Three types of tank for Swiss company and similar jobs including supply of 
units for vehicle body. 

Pr 'lduct Opportunities 

Capable of wide range of press, sheet metal and pipe work on a sub-contract 
basis. 
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Comment 

Will need to be wary of very large quantity orders which require substantial 
tooling and or jigs and fixtures. 

Good department capable of generating income in short term. Could be 
independent unit. 
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Production As.wssinent Shop No 230 

Plating Shop 

Technology 

A substantial set of equipment is available in this shop some new and some old. 
The new equipment comprises: 

1 phosphating line 
3 zinc plating lines for different processes 
2 small tank lines for chrome and copper plating. 

The old department: 

2 lines for chrome, including hard-plating 
2 lines for nickel plating 
1 anodizing line 
1 etching line. 

Working methods are reasonable in the old plant and good for the new plant 
with gantries for handling product. One of the nickel lines has the ability to 
complete barrel plating. 

Condition of Equipment 

45 % of the installed plant is no more than 10 years of age. 

The general condition of the plant is good. 

Customer Base 

Comment 

Provide service to site and to outside companies. 

No sales from company. 100% sub-contract at present. 

Could service a wide range of companies in region of Gliwice. 

A good department with a well motivated manager who is operating a plant 
with considerable excess capacity and consequent cost penalty. 
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Production A~ent Shop No 241 

Bar Cutting 

Technology 

This relatively small workshop, installed within the main stores building, has 
two large an~ one small profile shears installed, together with ~o guillotines, 
four handsaws, and other miscellaneous equipment for preparation of bar 
material from the store for delivery to the user workshops. This workshop also 
manufactures lifting slings. 

Condition of Equipment 

Comment 

50% of the installed equipment is of 10 to 20 years of age. 

Conditions is reasonable. 

Most of this department's activity could be dispersed to the user departments 
who could draw material from the store and prepare it themselves. 
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Production ~ent 

Technology 

Shop No 300 

Welded ~blies 

This workshop has several sets of equipment related to the different processes 
it completes. Preparation of material for welding is completed on flame cutting 
machines. 

There are eight machines installed ranging from old optical trace to two NC 
machines which can cut up to lOOmm thick plate. Machining of large welded 
fabrication is achieved on four machining centres, together with large 
horizontal and vertical boring machines. Small fabrications and other cast 
components are machined on a set of small machine tools mainly comprising 
vertical boring machines and radial drills. 

Welding of fabrications is achieved using semi-automatic wire-fed CC>i welding 
equipment either in individual bays with appropriate manipulating equipment, 
or in jigs and fixtures arranged to suit particular products such as the hydraulic 
crane boom. The welding equipment installed includes boom welders and a sub 
merged-arc machine. 

Whilst the technologies in use are satisfactory, they can be improved in some 
instances such as the welding of the hydraulic crane boom, which needs to be 
improved to yield a higher rate of production and lower costs. 

Other equipment installed in the shop includes heat treatment furnaces, two 
large presses for flattening, two sets of rolls for straightening, three large blast 
tools and a paint plant with conveyor system. 

Methods employed in this shop are only reasonable in some areas and can be 
considerably improved in others; layout and handling is not good. 

Condition of Equipment 

Over 60% of the direct production plant installed in this shop is over 10 years 
old. 

Quality Control 

Quality of finished product is good. 

Product Opportunities 

General fabrication and ur welded casings, required to be machined, as sub­
assemblies for cranes of all types, large gearboxes and industrial machinery of 
all types. 
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Comment 

Not lightweight fabrication. 

Not a very impressive department, weak management, capable of considerable 
improvement in methods and layout. 
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Production Assessment Shop No 360 
Fabrication, Assembly and Machining of Welded Structures 

Technology 

This shop is equipped with a good range of welding equipment including semi­
automatic wire fed C02 welding sets, two ESAB submerged-arc welding 
gantries, appropriate welding fixtures for particular products, two turnover rigs 
and several large floor boring machines with horizontal and vertical spindles. 
There is a large water filled test tank. Shot-blast, paint and drying booths are 
available. All this equipment is installed with a layout that gives a sensible 
material flow through the two main bays that make up this workshop. 

Welding methods were observed to be very good with adequate attention to 
weld sequence and fixturing of assemblies. Plate preparation, undertaken in 
department 310, is also good. 

An excellent level of skill was observed. 

Condition of Equipment 

Over 80% of the installed production equipment is no more than 10 years old; 
it is in good condition. 

Very good working conditions exist in this shop. The only weakness is the 
lack of low level welding fume extraction but this is difficult to achieve with 
the range of work undertaken in the shop. 

Impressive skill and know-how was demonstrated by the manager. 

Quality Control 

Quality of finished product is very good. 
Quality CO!ltrol documentation and operations are poor. 

Workforce Control 

Novel incentive scheme based on base pay for job times plus variable bonus 
related to quality performance. 

Customer Base 

Bulk of present work load provide<: by centre sales office. 

Has made some sales visits and sold some of the shop's capaciLy, particularly 
the machining of machine tool frames. 
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Product Opportunities 

Comment 

This shop could fabricate vehicle-mounted equipment of many types, such as 
dump truck bodies and prismatic containers and load handling devices of :ill 
types, in addition to the crane equipment it is already manufacturing. 

Not lightweight skips or light vehicle bodies. 

A very good department. 

Additional manipulating machines would aid productivity improvement. 
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Production Assessment 

Technology 

Shop No 410 

Torsion Bar Shop 

A comprehensive set of equipment for manufacture of susi>ension torsion bars 
is installed comprising centring and ending machines, slant-fed lathes, NC and 
plug board, centreless grinding, rolling machines for surface hardening and 
mechanical test machine. Bars are hardened in Dept. 440 before grinding and 
are painted and wrapped before despatch. Magnaflux crack testing equipment 
is also available. 

A small workshop for the assembly of special hydraulic cylinders is installed 
which includes two hydraulic test machines. 

The remainder of this department is equipped with a set of general purpose 
machine tools for machining a wide range of large components. A new FMS 
for machining suspension rockers, formerly machined in an old transfer line has 
been installed but is not fully commissioned. Also one CNC lathe has been 
installed. A paint plant for component finishing is installed in the department. 

The torsion bar production line and the rocker arm FMS were not manned and 
their effectiveness was not observed. The general purpose machinery was in 
use and machining methods seen to be reasonable except for some instances of 
lack of coolant and insufficient use of T.A.T. cutting tools. 

Conditon of Equipment 

Nearly half of the machine tools in this department are between eleven and 
twenty years of age. 

Condition reasonable but with some older machines in poor condition. 

Apart from work done for other departments, which is at a low level at present, 
the centre does not provide much work. 

Customer Base 

Have started own selling activities and has under offer at present sufficient 
work to fill 50% of one shift for one year from companies in Poland. Has not 
started exploring foreign country opponunities. 

Sources are mining equipment industry, railway wagon company. 

Product Opportunities 

Sub-contract machining for commercial vehicle industry. 
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Comment 

Not volume production of small items. 

This department is at a low level of activity with much of its l'qUipment shut 
down. It needs to be loaded with sub-contract work. Also the possibility of 
alterative products for the torsion bar line needs to be explored. 
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Production ~ment Shop No 420 

Machining and As.wmbly Shop 

Technology 

A very wide range of machine tools is installed in this shop, totalling around 
250 items of equipment. Over 70% of these are more than 10 years old. 
Machining operations range from the traditional labour-intensive turning, 
milling, drilling, boring and grinding operations to gear cutting of several 
types, broaching, NC machining and machining centre machining. M10y of the 
NC machines are relatively old. 

Machining methods in this shop are generally labour-intensive and full use of 
the more up-to-date NC and machining centre machines is not made. JJench 
assembly methods used for assembly of gearing are reasonable. 

Condition of Equipment 

Too much old equipment remains installed at this shop. 40% of the machine 
tools are over 20 years old. 

Swarf removal could be problematic at high levels of output. 

Quality Control 

Quality of finished product good. 

Batch inspection in stages with final inspection. 

Product Opportunities 

Comment 

Manufacture of heavy transmission gearing for other heavy vehicle and off-road 
equipment manufacturers. Industrial gearing. 

Not car and light commercial vehicle gearing. 

A department that needs to be rationalised on a product basis with cellular 
manufacturing systems, for families of gearing products, including assembly. 
A majority of the other machine tools would be redundant. 
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Production Assessment 

Technology 

Shop No 440 

Heat Treatment 

Equipped with an excellent range of treatmer.t equipment comprising:-

induction hardening 
gas carburising 
inert gas hardening 
electric furnaces, with treatment press for gears and rings 
electric pit furnaces 
open gas fixed furnaces 
small salt bath shop. 

All these facilities have appropriate cooling facilities and jigs and fixtures for 
support of components in the furnaces. 

The shop was in good condition and clean and tidy but the present level of 
activity was obviously very low. 
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Production ~ent Shop No 480 

\ ehicle Crane ~bly 

Technology 

This workshop comprises two large high roofed bays, one equipped with a wide 
range of medium to heavy machine tools, and the other used as an assembly 
hall. The vehicle crane is assembled with the base frame on stands so that 
axles, gearing, transmission, engine and cab can be fitted to it and finally the 
crane itself fitted. The base frame, crane boom and a number of other items 
are manufactured in other company departments. The remaining main units are 
purchased from other companies. The machinery bay is equipped with a small 
number of large boring machines, for final machining of some of the crane 
units, and a range of general purpose medium size machines. 

Worlnng methods in this shop are in general labour-intensive. Assembly layout 
and methods need to be considerably developed if a high level of productivity 
for crane assembly is to be established. Machine shop methods are cf average 
productivity. 

Condition of E.quipment 

Over 60% of the machine tools are over ten years old. 

Condition is reasonable. 

Product Opportunities 

Comment 

In short term more sub-contract work, but could be competing with or has 
similar facilities to, other departments. 

This department needs to be reorganised and the general machining facility 
removed service it is similar to that in three other shops. 
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Production Assessment Shop No SOO 

Fmal~bly 

Technology 

This workshop has five large bays equipped with multi-level craneage. One 
bay is devoted to preparation operations and a mechanical store. Two bays 
have elevai.ed assembly tracks for heavy equipment assembly and the fourth bay 
is used for finishing and despatch operation. The fifth bay is used for the 
assembly of a range of excavator machines including mine excavators. A very 
large shot blast and painting installation is installed between the ends of the 
third and fourth bays. Appropriate assembly stands for sub-assembly 
operations are also available. 

Assembly methods are reasonable and based on completion of sub-assemblies 
which are fed to the main assembly tracks, together with bought-out units, at 
the appropriate stage of the final assembly operation. 

160 heavy units per year is the nominal capacity of this plant plus an unknown 
quantity of excavation equipmerit. 

An excess of craneage is installed which is more than adequate for the range 
of work undertaken at present. 

Condition of Equipment 

Half the installed plant and equipment is IO to 20 years of age. 

The condition of all plant and equipment in this shop is good. 

Customer Base 

Bulk of sales achieved by central office. 

Sales of wiring looms and road mending? achieved by own efforts. 

Excavators sold to Russia in exchange for oil. 

Product Opportunities 

Comment 

Dump trucks, excavators, diggers, mechanical shovels and similar equipment 
could be assembled in this shop. 

Well organised and managed shop. 
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Production Assessment 

Jip, Faxtures and Special Tools for All Types 

Technology 

Shop No 710 

Tool Shop 

This department has two substantial workshop bays each equipped with a wide 
range of general purpose machine tools. They are arranged by process in each 
shop i.e. turning, milling, drilling etc. Special purpose equipment installed 
includes five medium and three small jig bvring machines but they are not 
installed in a temperature controlled room. A medium size, Im table, 
coordinate measuring machine is installed in a temperatc.1re controlled room. 
Other facilities include a small fabrication shop with optically controlled flame 
cutting machine and COi welding equipment, a well equipped heat treatment 
shop including a small vacuum furnace, a small forge and equipment to 
manufacture lifting chains. Two tool grinding shops, witti oil cooled machinery 
in one, are available and a fine finishing shop. A bench assembly area, 
suitably equipped, is available with space for floor-assembly of large jigs on 
base plates. 

Manufacturing methods are labour intensive but typical for a jobbing tool 
manufacturing operation. 

Excellent working conditions. Substantial stocks cf special and tool steel are 
held in this department. 

Condition of E.quipment 

Nearly half of the machine tools are no more than IO years old and less than 
30 9' are over 20 years of age. 

Condition is good an<! well established. 

Quality Control 

Quality of finished product is good. 

Q11ality control is generally by manual measurement and the CMM machine. 
Every operation has to be verified at present even though some operators arc 
authorised to verify their own work. Inspection practice needs to be 
rationalised. 

Customer Base 

80% of output at present is for other departmentr. on site. 
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Has started selling in Poland with some success and is advertising with some 
effect. Not considering foreign sales due to laHguage problems and cash 
shonage. 

Product Opportunities 

Comment 

Should be allowed to offer full range of services to iocal and foreign companies 
and to have own finance and sales function. 

A very good department managed by a competent manager which could become 
2 ~'!If-sufficient tool manufacturing company. 
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Production Assessment Shop No 720 

Die Shop 

This workshop is 1•sed only to manufacture dies for the forge, dept 210. It is 
equipped with an extensive. range of machine tools including large horizontal 
bores, vertical bores, lathes, milEng machines, drills and similar labour­
intensive equipment. All the equipment is very old. In addition dies are 
finished by hand dressing with grinding wheels and/or other abrasive media. 

A large stock of high cost special steel blanks are held in an outside stockyard. 

Activity in this workshop, at present, is very low with only one die set being 
manufactured and a small batch of a production component. 

This workshop has to be considered as an annexe to the forge and therefore 
included in whatever action is decided to be taken for that facility. 
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Mechanical .Maintenance Function Department 420 

Technology 

A set of basic machine tools, fitting or assembly benches and a small carpenters 
shop and suitable craneage are installed. together with appropriate storage 
facilities for spare parts, lubricants and consumables. 

Maintenance methods are based on periodic inspection and rectification of 
breakdowns. Inspection schedules for all equipment including cranes and 
personnel lifts were compiled by a central maintenance office, but this has been 
discontinued. The old schedules are being continued by the departmental 
maintenance supervisor. Record cards are completed for inspection surveys 
and defect work and are held by the mafatenance supervisors. These records 
will be used to update inspection schedules. No other records are made and no 
use is made of the records to compile a service history for each item of 
equipment. 

Condition of F.quipment 

Comment 

Installed equipment is old and typical of that for the production equipment. 

Condition of the equipment is only fair. 

Working conditions are reasonable, but the various shops and stores are 
dispersed arour.d the department and are not located in one place. 

Apparently, a simple maintenance system has been set up in each 
manufacturing department which is just self-sufficient for mechanical and 
building maintenance. It does not cover electrical maintenance which is the 
responsibility of another department, 940; see separate note. 
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Production ~ent Shop No 810 

Machinery Maintenance 

Technology 

This shop is equipped with a wide range of machine tools, including gear 
cutting. It has a small forge, a small fabrication facility and segregated bays 
for strip and rebuild of machinery. 

No sophisticated machinery and assembly methods are used. 

Condition Gf Equipment 

Reasonable; the majority o~ j\e machine tools are old. 

Customer Base 

20% of output is for outside companies at present. 

Provides machinery maintenance and strip-and-build service to centre, and to 
outside companies. 

Has own design capability based on copying existing equipment. 

Product Opportunitif!S 

Comment 

This workshop is set up to run as an independent unit but it does not appear to 
have self-sufficiency because of a lack of work. In the longer term if it can 
sell its services to outside companies, of a sufficient volume of work, it could 
attain a degree of financial independence. 

The shop is contemplating obtaining sub-cuntract machining work for the short 
term future which is questionable because of cost effectiveness. 

This workshop cannot be contributing much income to the company at present. 
Furthermore, it is rebuilding out of date machine tools such as centre lathes, 
which with the gross surplus of equipment in the com:>any's production 
woikshops seems to be pointless. The feasibility of setting up an independent 
machinery rebuild company should be investigated. 
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ELECTRICAL MAINTENANCE DEPARTMENT, 940 

Technology 

This department has only a small central workshop for repair and refurbishment 
of switchgear and substation equipment. It is a bench-based shop with 
appropriate electrical test equipment. The bulk of the department's staff are 
distributed and work in the production departments. There are ten electrical 
workshops in the production departments equipped similarly to the central 
workshop. The department is also responsible for operation and maintenance 
of the telephone and tannoy system. The maintenance system used is the same 
as for mechanical maintenance, see maintenance function note for Department 
420. 

Customer Base 

Comment 

Has attempted to find outside work for laboratory such as repair of calculators 
and typewriters. Only a small amount - 2 % to 5 % of workload - has been 
obtained because prices are not competitive. The internal hourly rate is 32,000 
Zl/hm1r but outside competitors are quoting 20,000 Zl/hour. 

Simple maintenance system established for electrical equipment. It is surprising 
that separate maintenance workshops for electrical and mechanical equipment 
have been established in the production departments. Tney should be combined 
if the appropriate supervisory skills are available. 

It should be noted that the maintenance a.'ld overhaul of electric drive motors 
and electric trucks is not under this dep?.rtment but is within department 810. 
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Note on Visit to Welding Lab("ratory (Subsidiary Wor~hop of TI'2600) 

This small workshop is equipped with a set of machine tools, a small furnace 
and a wide range of welding equipment covering most welding processes. 

Two sets of activity are undertaken in this shop; testing and approval of 
welders, and proving of weld procedures. Welder test records are maintained 
and approval for welding has bf-.en obtained from the Polish authorities, SL V 
in Germany and also with a number of customers, notably Volvo and Krupp. 
Whilst procedures for welding particular products have been prepared, sighted 
in the Technical Services office 1T2600, this work has not been consolidated 
into a company welding practice mcmual that could be applied to a wide range 
of products. 

Specimen welds are visually examined but have to be taken to the laboratory, 
TL770, for physical tests to be completed. 

This small workshop should be moved and amalgamated with other test and 
laboratory activities. 
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Notes on Visit to Laboratory, Dept TL 770 

The laboratory employs 49 persons at present with 7 at home including 8 
persons with Dip. Eng. and 6 with technical school graduation. 800 square 
metres of floor space is grossly underutilised at present. 

Facilities available are: 

metal analysis laboratory with 2 old and 1 new spectrometers and wet 
test and chemical test equipment 

chemical laboratories, several, for paints, solvents, other coatings, 
boiler water and fuels 

mechanical test with new lOOT and IOT tensile test machines 2 old 
tensile test machines and a full range of bend, notch and hardness test 
machines 

a small heat treatment laboratory with a good range of microscopes 
including phot.Jgraphy with appropriate etch and polish equipment 

a photo laboratory for film processing. 

All NDT testing is carried out in productiJn departments with laboratory staff 
located there. 

The laboratory's services are used by the Zabrze and Zawiercie factories and 
a small amount of work is done for outside companies. 

This laboratory appears to be very capable of undertaking a larger volume of 
routine work. It is however questionable whether it would complete any 
substantial investigate work. 
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Production ~ent, Zabrze Transm~ion Plant 

Technology 

The workshops of this company comprise machining shop, heat treatment and 
protective treatments, an assembly shop and the usual support services. 1be 
machine shop is equipped with a wide range of traditional single operation 
machines and a substantial number of more up-to-date machining centres and 
NC lathes together with gear production machines and grinding machines. 
Some 230 machines are installed. 

A large well-equipped heat treatment shop is available equipped with gas 
carburising and inert gas furnaces, electric pit furnace, open furnaces and a 
heat treatment press, all with appropriate cooling facilities. Appropriate 
component baskets, fixtures and clamping equipment have been installed. 

Component treatment facilities include cleaning tanks, shot blast berth and 
phosphating and painting equipment. The assembly shop has bench assembly 
equipment installed together with floor mounted assembly stands which can be 
moved on trolleys. A iearbox test rig, to own design, has been installed. 

Other facilities include rough machining and other material preparation 
equipment, maintenance workshops, cutter grinding shop and tool stores. 

Machining methods observed were to a good standard but the ~1'11bly shop 
methods and layout are capable of considerable improvement to ensure adequate 
work flow. 

Condition of E.quipment 

Nearly 40% of the machine toois are up to IO years old and only 23% are over 
20 years old. There are a number of old type machine tools which, with the 
introduction of machining centres, are redundant. Generally equipment is in 
good condition. 

Quality Control 

Quality of finished product is good. 

Customer Base 

95% Gliwice 
Is finding work in Poland and other countries. 
Mining equipment drives. 
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Product Opportunities 

Comment 

Other gear boxes for heavy vehicles, off-road vehicles and similar equipment. 
Medium to heavy industrial gearboxes of all types. 

A reasonably Nell organised factory with a 3ubstantial amount of up-to-date 
equipment. It is grossly underutilized at present and needs shon term work 
such as sub-contract machining. 
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Produdion Msesmient, Zawiercie 

Slew Rinp, Crane Chasm, Investment Castings 

Technology 

This company has three production workshops for fabrications, investment 
castings, in steel, iron, and non-ferrous materials. and slew ring manufacture. 
Other facilities include a small boiler house, maintenance and tool servicing, 
a stockyard, and an office block. 

The fabrication shop is equipped with manual and optiatl flame cutting 
machines, manual and semi automatic COi electric welding sets, turnover 
stands and floor mounted welding tables. Primary coat paint is undertaken in 
the open at one end of the shop. 

The investment casting shop has a wax pattern making area with six assembly 
benches, two mix:r. c: and chip stands with curing oven and storage racks, five 
electric heated cupolas for melting ,and a set of normalising ovens. A wide 
range of steels and irons are melted and cast. A fettling and trim shop with a 
limited amount of equipment is available together with a mould store. 

The slew ring manufacturing shop comprises machining, heat treatment and 
assembly facilities. The machine shop is equipped with ten very large twin 
column vertiatl bores, five large gear hobbing and five medium gear shaping 
machines, six medium sized vertiatl grinding machines, five large radial drills 
and several other lesser items. Slew rings from 500mm to 3000mm diameter 
can be machined. The heat treatment facility comprises three sets of induction 
heating machines, one to take the largest rings. The assembly area contains 
floor mounted assembly stands for the various sizes of ring with appropriate 
holding devices. 

Methods in the fabrication shop have some weaknesses. Weld quality could be 
improved and there is a notable lack of fixturing, particularly for the crane 
chassis. Weld preparation could be improved. Slew ring machining is labour­
intensive because of the predominance of manually operated machines. Some 
of these could be retrofitted with NC equipment. Also lack of coolant on some 
machines results in sub-optimal metal removal ra!Cs. 

The lost wax casting process is being used for some components that could be 
produced to a similar quality by ordinary casting techniques where the costs 
would be considerably less. 

Condition or Equipment 

Poor in fabrication shop. Adequate in slew ring shop. Reasonable in foundry. 
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Customer~ 

At present 50% to parent company and remainder to , ·utside companies. Have 
marketing activities with ~irculation of brochures but follow-up action needed. 
These activities are product based. Negotiating to appoint agent in Italy. 

Product Opportunities 

Comment 

Application of slew rings to wider product range 

This compa.'ly needs an improvement plan for all aspects of its activities. It is 
capable of considerable improvement. It has an apparently competent staff, 
including general manager, marketing manager, and accountant. 
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Production AssesmJent, Szaekociny Bolts Plant 

Technology 

This is a machine shop designed for the manufacture of precision bolts. Its 
equipment comprises a bar store, multi-~indle and single spindle lathes, 
centreless grinding machines, centre lathes, thread rolling machines and a 
general purpose machining line. A wash and preservative treatment facility is 
available together with well equipped maintenance anj cutter grinder shops. 
All this equipment is installed in a relatively new, three-bay, high building, 
with offices. An additional low building has also been erected on the site, but 
is unfinished and unoccupied. 

The methods used ::or bolt manufacture are satisfactory for special purpose 
bolts but will cost .... least twice that of alternative, more up-tCHlate methods. 

Condition or Equipment 

Reasonable overail. 

Customer Base 

Present low level of sales are 50% to Labedy and remainder to outsid~ 
customers, mainly sub-contract machining. 

Product Opportunities 

Comment 

Could manufacture special bolts for wide range of engineering companies but 
this requires tremendous sales efforts to achieve any results. Manager is 
seeking alternative work but this does not appear to be based on a specific 
development plan. Appears to be self contained but is without design and 
development and marketing skills. Not clear whether centre is assisting with 
this. 

A derelict company that needs immediate help. 
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Production Assessment Shop i~o 730 

Pattern Sh~!> 

Technology 

This shop is equipped with a small metal working shop, where a SP.t of 
traditional machine tools have been installed to allow the manufacture of metal 
fittings for patterns, a wood machining shop and a pattern assembly shop. 1be 
wood machine shop has a comprehensive set of machines installed including 
lathes, hand saws, cross cut saws, planers and moulding mill. The assembly 
shop in addition to a substanti2l number of assembly benches has further 
machinery installed comprising lathes, router and sanding machines. 

Methods for manufacture of patterns are based on the use of traditional wood 
working techniques. A •ery wide range of patterns and core boxes were 
observed to be in progress, indicating availability of a wide range of skills. 

Condition of Equipment 

Relatively new but difficult to identify individually. 

Workforce Control 

Very good; supervisors keep time sheet records. Actual time recorded and 
compal'OO with planned time. 

Customer Base 

Comment 

40% of output is for centre and remainder is outside sales. Has five local 
competitors but there is not much price competition. Manager is in contact 
with other foundries. 

Has technician from Technical Department to assi~i with specification of 
operations and material -equirements; calculates wcrk cost with labour rate of 
80,000zl/hr and material price from purchase department. Price is determined 
by adding 25 % margin. Is allowed to negotiate price with customer and can 
reduce price if ntCCSsary to 5% margin. Accuracy of estimates is such that 
actual costs are within 90% for small and medium work and 70% for large 
work. However occasionally for a number of jobs the actual is 5 % more than 
the estimate. 

A very well managed department. 
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Overall Observations/Proposals, Production :nd Service Shops 
(Permits Producti1i1n of 'S'Products} 

S7.CCOCZi.ni - Alternative product/s 
sell 
? market for special bolt 
JV unlikely 

Zawiercie - Move fabrication to Gliwice (360 or 480), rationalise site, sell l part for 
local development 
create l or 2 companies (slew rings, investment castings) 

Zabrze Expand product range, move equipment from Gliwice (420) to enhance 
capability 

710 Privatise with jig and tool dept, together with special tool shop 

510 Continue as heavy equipment assembly 

480 Remove general machining shop as it is similar to that in other shops. 
If vehicle crane production is to continue, re-plan to include weld/sub 
assembly, hea~-y machines if fabrications and final assembly. Methods and 
layout need attention to detai!. 

420 Move gear machining and assembly to Zabrze. Rationalise remaining 
machining in relation to future product mix. 

410 Alternative products for torsion bar line? 
Move hydraulic cylinders to 480. Rationalise remammg machining 
facilities with all other machining facilities in relation to future product 
mix. 

360 Good supply shop to 480/500, do not change. 
Does it have sufficient capacity to produce vehicle crane chassis? 

300 Rationalise activities in this department either by product or by process to 
supply 480/500. 

241 Disperse to user departments when rationalisation cor.-1plete. 

220 privatise? or independent unit. 

210 Verify if forge capability elsewhere can manufacture full range of forgings. 
If so close down. If not possible or rangt; is limited rationalise product 
range and prepare development plan. 

100 Establish market for steel and iron castings in Poland and nearby countries. 
If sufficient volume, then set up as independent unit, prepare development 
plan to introduce iron and up-date equipment; reinvest income. 
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730 A~gamate with 100_ 

440 Establish market for HT in locality, reduce size of operation to suit. 
Create independ.;nt unit. 

720 Amalgamate with 210. 

230 Set up as independent unit. 

810 Set up as independent uni~. 

Overall Summany 

Rationalise/amalgamate workshops as outlined above. 

Set up independent service units, prepare for privatisation. 

Sell part of site at Zawiercie. Set up independnet units at Zab~ and Zawiercie, prepare 
for privatisation?. 
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Overall Proposals, Support Departments (inc Administration) 

Work Study Office ITR 

Metal Cutting Laboratory 

Training School 

Quality Control 

Laboratory 

Production Planning 

Welding Labo!Cltory 

Technical S-::rvices Office 

Products Construction Office 

Personnel Office 

Marketing Office 

Materials Management Office 

Overall Summary 

Disperse to rationalised production 
units. 

Merge with 710. 

Set us as independent unit if sufficient 
demand in locality. 

Disperse to rationalised produciton 
units. Set up central Quality 
Management functions. 

Set up as independent unit. 

Disperse to rationalised producton 
units. 

Merge with laboratory. 

Move J&T design to 710. Disperse 
remaining functions to rationalised 
production units. 

Provide basis for product engineering 
a.,d development functions. 

Rationalise but continue to provide 
overall service to company. Divert all 
other non personnel activities. 

Strengthen this office as part of a new 
sales function. 

Disperse stock control to rationalised 
production units. Establish central 
purchase function. 

Disperse support departmer.ts where possible to rationalised production units. 

Revise technical operation to be based on product engineering and development. 

Set up sales and marketing function. 

Set up small high quality depts for quality managemnt, personnnel and purchasing. 
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- _____......- ----------------------------_. _ _:_ _________________ -------------------

BUMAR-1..ABEDY: PILOT RESTRUCfURJNG STUDY 

IMPLEMFNl'ATJON OF RECOMMF.NDATIONS 

The final rq>ort identified six principal areas for action by management; timcframes are 
suggested u follows. 

Expand Marketln& Function 

To be approached from two points of vjew: 

1. Elevate to Executive status. 

2. I!xpand by creating new structure and staffing to suit. 

The first action wW occur in conjunction with changes to the organisational structure, and 
could take three to six months from time or gcwemmcnt agreement on restructuring. 

1bc second action can begin immediately, that is in advance of government agreement on 

restructuring, by new hires and reassigning personnel from within the organisation. 

A3 it is unllbly that sufftclent personnel can be found within the organisation who have 
dthcr the training or the linguistic abilities to represent the company at high level at.road 
du:o ll wUI k uQ.."QlliU.J tu hh~ '11~111. Hlrtng uu me basis ot say, one year rencwao1e 

contracti could be an alternative to pcnnancnt employment. As the funds are not available 

within the company for this purpose, it will be necessary to prepare a Joan application. It 
could take two to four months to find and appoint suitable personnel. Preparation of a loa.a 
application would be possible in four to six weeks. 

Deceu~Use OrcanlsaUon/Revlew Starrtna 

New organisational structure options can be discussed at all levels stra11ht away. 
Discussions with middle management, tnvo1vlng the same set of people who attended the 

Atkins seminars in March 1992 have all'Ca!ly beeun. 

It wm tab two to thrH months to sort out, aare. And QGGlsn new mAnAgcmcnt po1t1, from 

aeicutive level to middle manqement level. 



This activity will coincide with creation of new profit/cost centres. Setting up thcsc 
centres, including staffing and equippinc them will take longer, say nine months minimum. 

While it is possible 10 carry out paper staff and labour reviews immediately, It will not be 

possible to implement cuts until revenue forecasts arc agreed al all levels. Since thc:rc is 

considerable urgency about reducing ovcrnead expense, this seql.ence of actions needs to 

be set in place without delay. ll should be possible to agree (realistic) revenue forecasts 
within two to four weeks. Combined with a programme of reassignment (based on the new 
organisation), a staff reduction prouammc can be designed straight away and a be&lnnln& 
made on its implementation. Pull implementation will take the same son of time scale u 
is needed to complete the changeover to profit/cost centre strUcturc. 

These activities should take place at 7.abne and Zawiercie also. 

Remove Unproductive Parts of Organisation 

'Die 'O!'(\e)al is. ~ m hawi and. ~ be- e.it.leOded. \Q. 1U pai:t.s. a iadustd.al 3nd. ~ -

lrnmcdiatcly. A cost/benefit approach should be used, combined with the results of the 

revenue forecast. This will involve external research for equivalent services and 

assessment of them in terms or price, delivery, quality, reliability, etc. It will also involve 

intcmal analysis of unit costs. These activitf..cs will take three to four months. 

suDsequcnt c1ostng oown or the re1evant services Will tnvo1ve statt reass1gnment1reaucuon 
and this will form part of the programmes discussed above. 

Effort will be required in mothballing equipment, if to be kept against future use. It Is not 

necessary in the short term to enter into rehabilitation expenditure (removal/relocation of 
equipment, refurbishment of workshops). 

Altocether, removal of cost-inc:ITcctivc and unproductive elements may take up to twelve 
month1. 

Elnate/Expand Training Function 

'The management personnel who attended the March seminars have been given training 

during the intervening period in marketing and in ouslness management, using an external 
~hoot or manag~mc;nL ~Ludie;,,. T1csi11i115 b uul. ju11L 11 u111N"'Utt •ff~•, ., whh 111"'1uel 

development, better to have the expertise in-house than contlnuatly buy it In. The lnltlative 

needs to be pursued and made a f cature or the internal organisation until the new 
orcanisation is functioning. As for expansion of the marketing function, It wlll require 
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hlrin& penonnel. This should be possible within a four month period, once funds are 

available. 

The marketing and traintn1 funds applications should be combined, together with funds 

required for computen and other equipment. 

Preparation of Opentlnc Unit Plam 

Prospective profit/cost centre managers have been Invited to submit proposals by end July 
on how they would nm their business. given mnre lnd~.nc:lence than at presenL The 

terms of rdcreocc have not been copied to us so we cannot comment; the essential thing 

is that it is happening. 

Restructure Balance Sheet 

In order to properly represent a government shareholding based on thetr requirement for 

a certain level of military production capability, several analyses have to be carried out 

(outlined in the report). These exercises cou'd be performed within three months. There 

is nothing to prevent the company going ahead with the exercises straight away, using 
various assumptions of degree of military production. It would probably be necessary 
anyway to have some idtas to present as it is unlikely that anybody on the state aide will 

htvc information lo allow knowledgeable discussion. 

Other ucdons necessary in fmancial restructuring arc revaluation of assets and liabilities. 

Rmundanl equipment must be identified and written off. Value of buildings must be 
looked at in terms of market value, replacement value and depreciation systems. A 

pr1.vately-held company would presumably wish to insure its as~ts and this would be 
AnothOI' oonsldcnatlon. Val\IC.t ha.~ to be. usigncd &o 1Aodho1~1ui;a. All dacac ~R:I 

should be possible within a three to four month period. 

Revaluation of liabilities includes appraisal of all claims on the enterprise. Since March, 

u a result of a court nrder, the company has been rescheduling its debt. It is not known 

to us how this affects the retained earnings statement ln the balance sheet; presumably it 
is diminished. 

Pinal restructuring ot lhe balance sheet is conditional upon too many factors to put down 

a representative timcframe wlthoul detailed consultadtJn with mant.gtment, but it should be 
)>\)Sllble in les.s than two years. 



Agreement to financlal restructuring has to be obtained from the relevant ministries 
(In4uall')', lntc.rnaJ. Atl'ah:1, t>cltu~). Management haS asked its employees through 

questionnaires whether they would Invest in the company if it were privatised: results are 

being analysed at time of writing. Conditional upon the outcome of nC£otiations with the 

Worlal Council, the company intends to lodge an application to become a shartholdillJ 
company. An answer is expected within thRe months from date of submittal. 

Does the agreement have to be obtained now? Is it necessary to pursue fmancial 
restructuring straight away? Does something prevent management demonstrating 
commitment before seeking the ultimate - shareholding status? What if it is refused: does 

this pnlelude reorganising, improving internal procedures, efficiency. morale. sales effort. 
even applying for additional loans/government aid? The answers to these questions must 
be no, and the implications of being refused shareholder status, particularly now that lhe 

workforce has been consulted, could be a sharp drop in morale and the will to survive. 

Plannln1 the Restructuring 

Government agreement may be necessary in order to implement a radical restructuring 
pl8:1. However quite a lot can be achieved even without the ultimate of becoming a 

shareholding company, with or without government support. Management should evolve 

a master plan of aclivilies, setting up sequences and assigning timeframes, together with 
acceptable slack (max and min times), discussing and publicising the plan as far down the 

managerial hierarchy u Decessary to gain total support. It is obvious from the short 

discussion above that many aclions are dependPJtl on each other; they would be best 
represented as a network diagram, showing max and min times, the sequences, the parallels 

and the critical path. 

Epsom, 
lune 1992 




