i,

iik.

(d)

Anaslysis of cost variance

Due to ltack of integration of cost and financial ac-
counting systems, confinuous calculation and analysis of
cost variance is not feasible. After integration of the
both systems, timely and detail analysis of standard vs.

~actual costs will be possible and which will help en-

hance cost control.
Standard cost setting

In most of the vnits in Machine Tool Business Group, it
is observed that once standard cost for certain model is
set, it is seldowm wupdated or "improved” over years,
This applies not only to standard hours but also to raw
material consumption as well. improvements in standard
cost should be made annuaily so that increase of produc-
tivity can be achieved every year.

Internal controls under Computerized Information System
(CiS) environment

As discussed in above (b) computerization of financial
accounting system, already significant amount of ac-
counting information has ‘been processed by micro-
computers or computer centers established by each unit.
Additionally, further computerization is expected in
near future. QOur limited review indicated the following

problem areas:
~(1)€18. Department within the HHT organization

The head of CIS Department currently reports to
Director Finance. From the view point of organiza-
tional independence, organizational -~ structure

should be set up so that CIS Depariment directly.

reports to the Chairman and Managing Director.

(2)CIS Departwent controls
CIS Department and especially CIS sections at unit

level does not maintain segregation of incompatible
duties such as systems and programming vs. opera-
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tions.

¥ith regard to program changes, procedures to-
obtain approval for change by user department are
not followed.

Access control involving use of security software
and maintenance of operation log is seldowm observed
especially at unit level.

(3)Processing and application controls

Per our observation of data processing, we noted
several occasions where input sheets do not have
required information, i.e. incomplete input.

We also noted that in some cases proper records for
those rejected data have not been meintained.

Proper procedures which ensure that all dats are
input into the computer and any rejected or sus-
pended data are properly followed and reprocessed
need to be established.

N

(4)Contingency planning

In order to provide for various hazards including
fire and flood, contingency plan should be set up.
As & part of this plan, back up files should be
stored at a location away from the CIS operating
room. In addition, fire extinguisher using haloge-
nous gas should be installed to avoid damages to
machinery and magnetic tapes.

(5)Internal auditors

- : Currently no CIS specialist are assigned to the

 ) internal audit-department. Because of increasing

” use of EDP, CIS specialist auditors are esseantial
to properly perform duties of internal audit de-
partment.
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2.Managenrent Accounting Systen
(a)Management Control Framework

For the purpose of managerial control, HHT has adopted
comprehensive'system of corporate plan. IV. Corporate
Plan (1990-91 to 1994-95) was compiled in July 1989 as a
result of planning efforts by all Units, Business Groups
and Head 0ffice management guided by the Steering Com-
nittee. The corporate plan shows plan targets in broad
terms for the period of 5 years.

Operational plan is prepared for each fiscal year and
serves as basic documents for management control of
operations. The annual operational plan also is the
basis of annual Performance Budget to be submitted to
the Government as a part of Memorandum .of Understanding.

Preparation of operational plan originates in each unit

where sales projection and estimate are made considering
new product development, which is. subsequently matched
with productionﬁbudget of each unit. Production budget

also takes into consideration of. the new equipment and

production facilities authorized under capital expendi-
ture plan as well as current production capacity and
personnel resources. Concurrently with the above pro-
duction cost budget including personnel cost and materi-
al purchases, various expenditure budget are being

prepared and matched.

Once the unit bﬁdget is prepared, it is reviewed and
~approved by unit board meeting and then submitted to the
corporate Executive Committee for approval. The ap-
proved unit budget is consolidated and compiled into the
annual operational plan. A summary of system of opera-
tional plan is presented in Fig., V-2-8.

Operational plan is. a comprehensive set of documents
summarizing all key figures by units including:

1. Description of major factors considered in the plan
2. Summary of operational plan by business group

3. Projected financial and other data by unit concern-

ing
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Fig. V-2-8 SYSTEM OF CORPORATE PLANS

Corporate Plan

Operational Plan

-------------- Mo

Revenue Plan
(Revenue/Expense)

Capital Expenditure Plan

Head Office Expense Budget

Marketing Revenue/Expense Budget

Revenue Budget
R & D Budget
Expense Budget

Business Group'Budget_

Unit Budget

Unit Budget

Sales Budget
Production Cost Budget
Other Expense Budget
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(b)

ii.

(a) Production

{b) Sales

(¢c) Profit

(d) Inventories and debtors

(e) Profit and loss account (total company)
(£) Balance sheet (total company)

(g) Sources and application of funds (total comwpany)
(h) Schemewise capital expenditure

(i) Inventory and debtors analysis

{j) Ratio analysis

(k) Manpower

Performance of each business group and units are moni-
tored by the corporate management based on this opera-
tional plan. Formal performance reviews’ are made

quarterly and annually

On & day to day basis, each unit board meeting monitors
performance of each unit based on the unit budget which
was approved by the corporate Executive Committee.

Review of Management Accounting Sub-Systens and findings

. Budget and budget control

Current budget system places emphasis on plant produc-
tion capacity utilization and lacks focus on profitabil-

ity by product or by product group.

In order to cope with market which ig inereasingly

competitive, monitoring of product pfofitability on an’

on-going basis is essential. A system which xonitors
product profitability need to he established.

Cash_Management-System'

W#T has adopted limited degree of centralized cash
managegent system under which advance from customers or
sales proceeds are collected by marketing offices and
sent to each unit. Only when cash kept by each unit
exceeds pre-determined limit, the excess is to be trans-
terred to head office, which seldom happened as most
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iv.,

units are in net borrowing position to the head office
recently.

Procurements of raw materials and related paymentis as
well as disbursement for various expenditures including
payroll are also decentralized and handled by each unit.
In view of relatively high interest rate, we believe
further ceniralization of cash management would enable
HHT to asllocate and utilize its funds more effectively
and reduce the overall interest cost,

Additionally, we recommend that centralization of pur-
chasing furctions be considered.

Generally cost of materials accounts for 55% fto 60% of
the total cost of production. In view of the trend of
liberalization in the Indian raw material market.in the
coming year, centralization will naturally bring about
higher negotiation power with the suppliier. HHKT will be
able to get better prices and terms of purchase,

Considering the magnitude of the amount (Rs.3,087 mil-
lion in 1990-91), savings through lower purchase price
or better purchase terms will result in significant
improvements in the HMT’s result of operations.

In addition, coordinated centralized purchase function
will enable HHMT to reduce inventory level and chances of
raw material stock-out by centirally mwmonitoring the
consumption of units, thus reduces the level of funds to
finance inventory. This will also result in savings of
interest expense, : '

Production cost control

Refer to 1. (c) Cost accounting system.

Investment project evaluation and contirol

Capital investment projects are generally originated by
units during preparation of operational plan and corpo-
rate plan, and approved by corporate executive commit-
tee, after approval by a unit board meeting. fapital
investments also require ‘government approval if the
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proposed capital investment exceed licensed capacity of
production. :

In addition, any investment ‘exceeding Rs.200 million
requires approval by Public Investment Board of the
Government.

Because of relatively stagnant performance of HHT in
recent year, no major investments are made/contemplated

in recent years.

Financing

Paid-in capital and retained earnings

s of March 81, 1991, HMT has vpaid-in capital of
Rs.785,644 thousand represented by 785,644 shares with
face value of Rs.1,000 per share wholly owned by the
Government. Authorized number of shares as of the same
data is 1,000,0090.

Increase of_ paid-in-capital requires. the Governament’'s
consent and is generally included in the Memorandum on

‘Understanding (MOU).,  Reserves and surpius internally
generated and accumulated as of March 31, 1991 amounts
to Rs.1,765 million, Dividend paymenis, which have not

been made recent years, are also generally covered by
MOU. ' '

Loap funds

Borrowings are centrally control by the Finance Bivi-
gsion. As of March 31, 1991, HHMT has various-berrowings
cutstanding as follows:
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March 31,1991 Approximate
(Rs. in Million) annual interest rate

Debentures & bonds - Secured ' 2 14%
- Unsecured 500 15%
~ 7 year bond 303 15% + 5% premium
: - upon redemption
Banks - Cash credit ' 752 13%
- Pading/Export credit 106 16.5%
= Term loans ' 197
Financial institution 112 15% + 1% up-front
_ management fee
Inter-corporate loans . 131 14.0% maximum
Fixed deposits from public 739 13.5% maximum
Others -
Rs.2.987

Current line of credit available from banks approximates
Rs. 1,810 million. HMT is also allowed to take deposits
from public up to 36% of its net worth. Maximum inter-
est pavable is 13.5%¥ p.a., which is 0.5% lower than the
rate offered by private companies. '

As to recommendation, refer to (b) ii. Cash sanagement

" gystem.

Sumnpary of Financial and Managenment Accounting Systems

Following is a summary of recommendations which are more
fully discussed in B.1 Financial Accounting System and
B.2 Menagement Accoupting Systems,

- Further computerization of financial accounting
systewm under total system concept is necessary.

- Integration of cost accounting system with finan-
cial accounting system is required.

- lmprovement of standard cost must be made annually.
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Establishment of improved internal controls under
{15 environment is necessary. '

Systems to monitor profitahility by product or
~product group need to be set up.

Cash manasgement system should be centralized.

Centralization purchasing functions should be
considered. :
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v-3. Examination of Management

Information Systems
Present Situation and Questions on Information Systems
Planning, Policy and Organization Systematization
Policy of Information Systematization

Up to the middle of the 1980’s, each unit and depart-
ment had their own computer and developed their own EDP

systee as follows.

(1) Production system, which had been developed by HTB,
was the standard model system for other factories,

{2) Each unit and each department had developed and
‘operated similar systems on its own computer.

At that stage, as each factory installed different
hardware and software and it had to develop its own
systen. Thereforé; although it appeared that all of
them were the same gsystem, each production system

was a little different from the other.

Furthermore, sapplications which were already developéd
by one unit were also developed parallely by other

units.

0f course,this situation had to be resolved because
ddplicatéd effori and man-power was not economical and

efficient.

After installation of the host computer UNISIS A3K in

1886, the Bangalore based units and CHO switched over teo
A3k for all_app]icaticns by 1987-88 and were provided
with links to A8k. At present 60 terminals are connected
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with the host computer.

KMT plans to establish & communication network connect-
ing all HHMT units and also all international offices.

The above policy of_HMT’S information systematization
was correct and suitable for future expansion of HHMT.

{n order to plan and monitor the systematization needed
at Bangalore-based units and to exercise control over
‘future investment . in hardware, software, development
standards for Systems Analysis, programming, etc., SCC
(Steering Committee on Computerization) was constituted
in October 1988 and has so far held 13 meetings.

As mentioned above, HMT'S information systematization
has just started.The basic policy aimed at establishing
& communication network connecting all HMT units is s
proper ore. The process of information systematization

"seems to be steadily progressing.

It-is very important that the direction of EKT’s future

inforumation systematization policy does not go wrong.

SCC doesn’t seem fto recognizé that computerization is

a key competitive edge in business.

Thus, $CC should discuss management usage of computers,

such as the reason why the computer is used, the way it

solves prob]ems and the strategies which are adopted.
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(b)

(¢)

Information System Plan

SCC hes contributed to the direction but the policies of
the computer information system have left out many
serious problems from the viewpoint of planning each

information systen.

The fTirst point is that there is no total HMT informa-

tion systen plian.

For example,though SCC decided orn an inforwation network
system covering all HMT units, SCC approved individual
computer development and implementation planned by each
unit and each department. This type of systew develop-

nent duplicated cost and effort.

[f the above situation is overlooked as it is, it must
be emphasized that HMT will have to bear enormous cost

and effort for future redesign and maintenance.

“The second point is that development plans for each unit

and each department are shortsighted and only need-
based. This means that it is very difficult for HKT to
construct the ideal system expected by top management.

HIS suppqrted decision making by top nanagement is a

‘long way off.

Organization of Information Systematization

Currently there is no central planning section of infor-~

mation systematization in HNT.
At the time the A2k system was installed, & new divi-

sion, the Computer System Division{(CSB), started serv-
ices as the "Modal Agency” to coordinate the development

-361-



ii.

lil.

of applications needed by the various Bangalore-based

units.

Actually, each unit and each department has the right
to pian its EDP center and develop its own systems with
its own computer staff. C38  has no power to plan =
company-wide information ‘system and only gives. some
consultation services and advice on 8 need-basis.
Therefore, TSB can only construect the fundamental infor-
mation system on a need-basis ubon the request fronm

each unit and each department.

It is-a severe problem for CSB to plan the company-wide
information systen because this division is not given

sufficient authority.

Restructuring of HMT’'s information system is required

along the following pbints:

.A person (CI0: Chief Information Officer) reportiag

regularly and directly to the Chairmen and resbonsible
for planning and for consiructing the strategic informa-
tion system for the whole company is required. The CI0
should be a2 person who understands company strategies

and makes sirastegic information systems.

it is also essential to set up & plenning department for
information systems within the Corporate Head Office, to
support the CI8. This department should be composed of
4 or 5 staff members, an expert each. ia production,
narketing, finance and information technology.

€SB should be =2 profit ecenter whose main activities

should be total companyvwide systeus developments, operg-

tions and maintenance.
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In the first stage, al] information engineers, such as
" §Es and programmers, in Bangalore-based units and de-
partaents should be transferred to CSB. Thus CSB has to
have total responsibility for the developuwent and inple-

pentatiaon of a&l! Bangalore-hased applications.

A Central library should be established in CSB in order
to centralize all documents, such as configuration of
hardware, general flow charts, program specifications,

ete.

£SB  should study the above documents and monitor the
development, operation gnd maintenance of computer

applications for the whole conmpany.

CHA%RMAN
DIR%CTOR DIRE%TUR CIU
USER BEPT. USER BEPT. INFORMATION ~Cs8
| | ' PLANNING -DEVELOPHENT
SYSTEMS :PLANNING SYSTEMS PLANNING DEPARTHENT -IMPLEHENTATION

~OGPERATIONS
-HAINTENANCE

2. Management of Information Systenms

As mentioned before,each unit outside Bangalore has
established its own data processing systems on its own
inhouse computer and Bangalore based units have their
own EDP staff who are engaged in development, operations
and masintenance. '

Horeover, persona! computers are scattered and utilized
for many purposes.

These reveal the following:
The first problem is that nobody egrasps what systeus

each unit and each department have and how {fthese
systems are operated. '
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(a)

The second is that, {n terss of gsafety and

security,systems on personal computers have serious
problens. ‘ :

In order to promote Office Automation; investigation on
personal computer oapplications should be started as
soon as possible.

Situation of System Development
Development of Information Systens

It is, of course, essential to organize a reasonable
development systen. Substantial effort to standardize
in many fields, especially the hardware, the software
and the systenm development procedures, is also essen-
tial for the informaiion network systew covering all HHT
units.

Regarding the. software, CSB desires that the standard

operating'syStem be UNIX and the relational database is

to be ORACLE. But in case each unit and each depart-
pent continue to develop their own systems, .it will be
impossible for the present systems to evolve into a

"company-wide integrated systeun.

In order to break this situation, CSB has to take a
leadership role in solving the following points:

- To establish a document collecting systea frow all EDP
centers into a central library at CSB and to analyze
ther immediately. L : .

- "HANUAL:OF SYSTEM DEVELOPMENT”, prescribing the stand-
ard procedures and documentation of systeus develop~
gent, should be prepared as soon as possible.
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(h)

Information Engineers
There not enough informwation engineers.

Tor instance, CSB has about 50 people, of whom informa-
tion engineers are as fTollows.

System Analysts/System Engineers 7 Persons{including GM And JGM}
Programmers: 18 Persans

Since almost all programmers have less then 5 years
experience, {SB cannot give enough service to user unijts
and departments. '

EDP centers in each unit and department have around IO
information engineers. Thus it seens that BHT thas
enough information engineers. However, young engi-
neers, even at the Jjunior programmer levels, resign
tire just after training. This is mainly due to stronsg
demand for information engineers in  India, but alse
because of the low status of the EDP departmenis and the
poor treatment EDP wmembers receive, such as salary.
Thus there are problems as follows:

Absence of information system planner

At present not only €SB but also EDP centers in UNITs
and departuwents develop systems only on need basis.

This situstion does not allow a company-wide informa-
tion system planner like a CID who will have the power
to make arrangements among data processing systems
and to decide on the introduction of new information
technologies.

ii. Shortage of SE

SE (System Engineer) is to be a person who understands
the work and the businesses and can design information
systems using updated information technologies. But
there are few SEs who have enough knowledge in such
areas as production, marketing and finance.
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iii. Lack of experts in technologies

The following experts are essential for establishing a
total! HMT information network system.

~ experts in databases
- experts in-data communications and networks
- gxperts -in LAN(Local Area Network)

Skilled staffing is one of the most important problems.

HKT has to take into consideration the following points:
To re—examine_ the importapce of informastion systens.

Information departments should plan and control informa-
tion, the so-called 4th 'management resource, under
information system strategies.

To build in  such transfer systems that pebble who have
enough knowledge and expertence could be transferred tfo
EDP departments as SEs for 3 to 5 vyears,

To prepare training program for both technical and
business applications and from mainframe computers to

personal computers.

To desigh clear career plans for people who work in EDP
depariments, :

Hardware / Software / !nfrastructure

fn CSB, two mainframe UNISIS A3K dual proceseins systems
for the commercial module and a_VAX711/750'cozputer for
the R&D module are provided as host systems. A3K sys-

tems asre connected to all Bangalore-based factories and

CHO., But both hosi systems are onsg seneration old.

Regarding all applications of Bangalore-based units,

some have been continue ‘to uge their inhouse computers,
others hire outside agencies, and some have switched

over to A3K systems. The utilization of the A3K systens
for various application areas is increaging rapidly and
has almost resched capacity.
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ii.

iit.

ASK UTILIZATION

1988-89 1989-90 1990-91 (Up to Jan)
CPU 1,688 2,471 2,772
/e 2,338 4,683 6,008
TERMINAL 32,3841 - 45,087 73,273

Present A8K systems are overloaded by the Banga!dre—
based applications. The ARK systems are deficient in
the following areas:

-Fixed disk storage spaces.Present capacity of 1700 KB

svailable to the users is practically full. Therefore
it is very difficult to enhance applications and to
develop new systems and fufure company-wide network of

on~line communication system. At least 50 GB is essen-
tial.
Main menory. Each of the two systems has 9 MB. This

memory size is not only insufficient for the current
needs but also the future needs. But it is not impossi-

ble to enhance the A3K systen.

Terminals, 60 {terminals are connected to A3k systen.
An on-line network system needs more terwminals. But
instsllation of more terminals will slowdown the re-
sponse time.

Regarding the " VAX-11/750 system for R&D nmodules, the
response time decreases when more ihan 4 or 5 terminals
are attached. '

There are too many problems in capacity and functions on
the hﬁrdware in the Bangalore-based systems. Horeover
such old cowputers can .not get enough technical support
and service from the computer manufacturers. HM¥T cannot
utilize updated information technology for its infor-
mation systems. ‘

As long as this situation is not improved, it will be
difficult to build a futuristic 1information systen
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covering the entire company and any investment for
information systems will he of no use. '

On the software side,it is very dangerous for the future
of HMT's communication network system that many units
outside Bangalore have installed and will install incom-
patible machines, and continue to construct their own
information systems against the basic standards,such as
the UNIX operating system and the ORACLE relational

database.

KMT has wmany problems in infrastructure, such as poor
communication circuits and immature communication tech-
‘niques, for establishing a wide area network systenm
covering all HMT units and sales offices, which are
located apart from each other. But CSB has managed to
solve technical problems in the softwsare,

Database
The importance of databases should be recognized.

It is true that databases are used in the Bsngalore-
based system, but they are not effective because soume
systemg,which have been developed in each unit or each
department, are not designed on an on-line concept.

Moreover, it seems that some. units and departments out-
side Bangalore have no concept of database.

It is very important that the databases in different

information systems in all units and offices of HMT be
combined into an integrated one which can supp]y unified

data.

But each unit and department still has the ssame type of
data, hence, the adjustments as stated below are re-

quired:

a.rules of data input and adjustment.

b.procedure for data input and updatinsg. _

c.production item code and part material codifica-
tion. ‘ :
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d.data itewm and structure.
¢g.record construction.
f.updating tining & procedures,etc.,

6. Data processing system of each individual function

The following table is the business group-wide utiliza-
tion of ASK system. MC tool units used about 44% of the
total CPU available hours which increase rapidly.

UTILJZATION OF A3K SYSTEM(1) (CPU hours)

Business group 1988-1989 188990 1990-891(Up to Jan)
MC TOOL UNITS 672 1,066 1,211
WATCH UNITS 243 557 802
OTHERS ' 673 848 959
TOTAL 1,688 2,471 2,772

. The next table is the application-wise utilization of
) the A3K system. Production and inventory related areas
are expanding, but HIS and marketing use is decreasing.
1t seems the usage for payroll & personnel is a little

bit too much.

UTILIZATION OF ASK SYSTEK(2) (CRU hours)

APPLICATION 1988-1989  1989-90  1930-91(Up to_ Jab)
PRODUCTION & INVENTORY 437 923 978
FINANCIAL MANAGEMENT 219 304 382
PAYROLL & PERSONNEL 398 518 579
MIS & MARKETING 134 210 112
CHO/CSB OPERATIONS 500 5186 721
) BACKUP SERVICES, ETC |
) TOTAL 1,688 2,471 2,772

At an early stage in computerization, the EDP system 1is
easily designed with clear objectives and results. This
is very important as a basic foundation for the total
information system which will support the future HIS.
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Each important application is checked briefly:
Production Systen

The production system is a fundamental one which pro-
duces bhasic information. Hence this system is the key
to influence all other applications. Too wmuch machine
time is consumed for production gspplications.

But the present production system is not satisfactory
and has many problems which are pointed out, such as
"application of computers for production control” is
lacking. and the current accounting system does not
provide ‘actual’ production cost information during the

year.

Processes of typical production systems for machine
tools are (l1)te input orders of production processes,
(2) to printout job cards for each process, (3) to put
inspection recerd on Jjob c¢ards, and (4) to make data
entry of job cards from terminals. Job cards are basic
sources for both production systems and incentive calcu-
lation applicatiocns.

This production systems does not have “realtime” and
"orocess control” concepts and no planning and control
functions such as what, by whom and when components are
to be manufactured or assembled. :

i1t is impossible to grasp inventory contrel of semi-
finished goods because of lack of lead time.

Regarding the incentive system, there are prehlems as
follows:

- workers give priority to high-incentive jobs. Process

schedules are secondary.

- the incentive system makes it impossible to redesign.

inspection processes for more rational process con-
trol.

The watch manufacturing system basically -uses 8 guide
job card system but a more rational system is necessary
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since job cards are not used for incentive calculations
for each worker. Hence, other types of production
systems may be for different Business Groups.

In addition to the above, theve are the following prob-
lens:

- The production system is not related to business work
procedures, especially of production planning and
manager’s administrative activities,

- Half-way computerized systems are found in many areas
such as purchasing and inventory applications, etc. A
system which removes handwritten ledgers related to
these applications should be implemented.

As in the above,the basic information systes policy for
production - for example, some Japanese companies focus
ol inventory control for drastic product cost reduction
and others focus on Just In Time inventory control for
cutting lead time of production - seems to be lacking.

Generally, the goals of the production system are (1) to
cut the lead time in production, (2) to reduce ‘iotal
cost end (3) to assure the high quality of products.

In order to accomplish the above goals, the production
system should have the following funetions:

. quality control
operation controil
schedule control
inventory control
. cost control
profit control

- 0 &0 T e

Consequently, process - control applications to cut
lead time, inventory control applicetions to reduce
total cost and cost control applications to grasp actual

¢ost needs to be urgentiy enhanced.

A shortasge of fixed disk storage space may result only
in 8 partially utilized computer systeuw. But for bhasic
policy, the current computers have enough capacity tgo

~carry out control of time and quality.  Planning and
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(h)

centrol of-both working processes and inventory are the
most suitable tasks for the computers. o :

In order to solve the above problems, the following
should be done:

- Jnvestigation into new hoét computers should be start-
ed. Fach business group  has to review its basic
production system and redesign an ideal system accord-

ingly.

-~ In parallel with the above work, redesigning of “the
business procedures for improvement of work and
productivity is needed. The information flow which
supplies timely instructions for plant operations also
should be designed.

Finally, the present production systews do not seem to
he related to Design and R&D systems. If HNT were to
develop CIM, and CAD/CAM systems, they would have to be
rechecked. The present CAD/CAM is basically only a
partial computer graphic design sysien, In order to
utilize CAD/CA¥ in production systems, HMT has to do
its best to enhance the present production systems and
to improve the “R&D module” computer.

Marketing system

The marketing applications cannot be constructed without
garketing strategies, which are, in ~many cases, key
te company strategies. But such clear marketing strate-
gies do not seem to exist at HHT which seews to be
strongly oriented towards production,

The machine tool wmarketing system handles ordérs and -

despatch information, but it still seegs to be only
a sub-system of the production system.

The integration of the marketing systeam and prodﬁction.

systew is clearly instructed by SCC. In view of the
expected severe competition in the market, the marketinsg
system should be integrated with the production systes
and work out @ proper price policy and sales promotion
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policy based exactly on market needé.

Both sales activities and sales promotion policies in
line with production pilans and despatch schedules will
become Recessary. Also, the marketing system has to
issue informatien for sales promotion policies.

Koreover, in order to receive orders, a speedy estima-
tion system for costs and delivery dates would beconme
ap critical weapon for sales personnel in machine tools.
But this system is lacking in HMT's marketing division.

The Marketing Division is to be equipped with the fol-
lowing systems functions:

- customer’s database _
- estimation of cost and delivery dates
- outgoing billing systen

The watch business group has an outward billing systen
on the A3K system and a market information gathering

system. in the sales offices on PCs. Besides the above,
there are some PC-based systems such as the ones for
showrooms and those for C&F depots. Each wmarketing

syster is however inconplete.

But when proper marketing policies are settled, these
separate applications can be integrated into a total
marketing information system which collects wupdated
marketing information and gives analyzed information
to the production systen.

Lastby, there is the question of whether the distribu-
tion system can support both marketing and production
systems. HMT has many kinds of products and a very

‘broad market in India, therefore, the distribution

systew will directly impact total productivity.

Unfortunately HMT doesn’t seem to pay attention to the
total distribution system. The total distribution
gystew should be taken into consideration when market-
ing systews for each business group are being designed.
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1)

2)

3)

Accounting and Finance Systens .

An integrated accounting and finance systen will be
established only after production systems and marketing
systers are conpleted.

At present almost all accounting datas must be pul into
the A3K system. Thus, it takes more time to establish
such systems which <can get the needed information
from other systems automatically.

HRD Systen

The units and CHO have their own HRD systemws.. These
systems seem to be applications for listing employees
rather than human resource development systems, and they
don’t seem to be unified with the other systems such as

payroll and production.

But these systems are very valuable and wili have to be
transformed into toetal! huwman resource databases. The
following items are to be considered: :

Combination with other systems such as pavroll, produc-
tion system, etc.

Integration of:thQSe databases into central human re
source databases covering all HHT cwplovees.

Utilization of these databases for all personnel manage-
ment fields,

The new HRD database system has just started in CHO.
H#hen this system is adopted by every unit, HHT will have
a high~level HRD system. This should be completed in
the near future. ' :
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(a)

(b)

How Systems Are Used
Controlling Input Datsa

Input data is the foundation of information systems and
every compuier system needs "accurate” and "tigely”
data input.Accurate data input means that input data are
(1) accurate, {(2) noet duplicated and (3) not omitted.
But @uch of the data entry 1is done in batch style and
guch of the validation of data is done by sight checks,
not by computers.

Delayed data input causes discrepancies in output infor-
mation and wakes it impossible to display updated man-
agermeni information. Such input systems as real time
capture and easy data input have to be studied and

introduced. This is essential for the future communi-
cation network system connecting all HMT urits and

offices,

I1f process control data of confirmed accuracy are sup-
plied to the accounting departments, this data would he
very useful for the accounting systenm. The sacondary
data which is inputted into other systems are wmore
accurate, therefore it is ‘important to wuse the above
secondary dats, and not to use the manually inputted
dats. Individual systems not related ta each other are
not rational and need to be integrated.

How Operations Are Controlled

CSB is now enabling the ‘users in the Bangalore-based
units to have access to the A3K host computer systen
from 7:45 am to 9:80 pm every day of the week. The
operations are controlled as follows:

a. applications which are completely operated by CS8.

b. applications which are partially operated by CSB and
partially by the units.

C, appijcatiohs which are completely .operated by the
units. :
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Basically, most of the operations are_'contfo]led by

units or departmehts based on. their schedules. Thus,
frankly speaking, CSB’s functions are only to switch
the host computer “"on” and “off”. There is no organiza-

tion to control and grasp all of the computer opersa-
tions, as well as system development.

Units outside Bangalore are operating computers in their
oWR  Way. Further, €SB does not know the operational

- situstion in each unit and thus there are no standard-

ized DPERATION MANUALS.

How Output Is Used

Qutput sheets overflow in HMT. But expected output of
vital information, such as actual cost data and invento-
ry data, is not supplied by the computer system.
Some systems, for example KIS and marketing systems, do
not get timely data and so user cannot satisfactorily
utilize output information. o

Too wany copies of printouts are delivered to depart-'

ments or sections. This means that the work which

“should be done by using computer displays, is done by

manual ledgers made of computer printouts.

This situation creates - useless tasks such as filing and
keeping copies and makes work procedures confusing.

The less computer system issues printouts,  the #ore
trustful the computer system becomes.

How Facilities Are Controlled

CSB has enough facilities but EDP centers in units and
departments have only minimum facility management. The
reasons are supposedly (1) facility management is not
recognized to be important and (2)facility control is
costly. Very important points are - follows: :

- Backup of the information resources (Ddta, Program,
ete,) ' '
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Even if the computer systems suffers a big disasters
in the hardware or software, it is possible to recover
from the disasters if data files and program files are
backed-up.  Hence, at least, two backup files - one in
the computer room, the other in some place far from
the computer room are essential,

- Computer room

Computer rooms should be located in such places where
outside people cannot find ‘then. At least, the con-
puter. center should be sale from external dangers.
‘Some EDP centers in Units are located in half-base-
gents which are not suitable for sguarding against
destruction.

KIS

MIS should contribute to the decisions of management,
especialliy those of top management. Thus, the supply
of immediately wupdated and accurate iaformation 1is

essential.

At present HHT's MIS is basically dependent on monthly
floppy-based and manual-based reports from each wunit,
division and department. These reports are inputted
into HiS databases on the A3K.

Many of these reports are originally prepared manually
and each EDP system cannot prepare them automatically.
Thus they seem to show too many discrepancies. KIS is
separated from each data processing systen.

In the case of HIS, managers, especially top mansgement,
should be second users of information which is filtered
by data processing systems. 1S information should be
transferred directly to the A3K host computer from data

processing in the field in order to confirm the fresh-

ness and accuracy of MIS infermation. Internal EDI

(Elecironic Data Interchange) would be required.
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Therefore, in order to get enough HIS data, (1) enhance-
went of data rprocessing systems and databases in the

field and (2) standardization and integration among
data processing systems are hecessary. After (1) and
{(2) are completed; the whole company comeunication

network system will become reliable.

Further, the establishment of MIS would not bhe possible
without the support of top management, and HIS should
correctly reflect the strategies of top wmanagement.
Thus, & .correct grasp of top management’s needs will be
required. In this point, a CI0 who contacts top manage-
ment and plans information stirategies is recomwmmended.
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Future Trends In the lmprovement of Information Systers

Fundawental points of view about the improvesent of
inforzation systens.

Every information system, not only HMT’s, should con-
tribute to the company’s strategies. Goals are consid-
ered to be as follows:

~ reduce total cost.

- ensure quality of products.
- cut lead time in production.
- to grasp customer’s needs.

- product plahning.

In order to the achieve the above goals, the key con-
cepts which should be taken into consideration for the
future strategies of MIS are “Standardization”, “Inte-
gration” and "EDI(Electronic Data Interchange)”.

Standardizetion and Outlook for the Present Systen

Almost all applications of the present Bangalore-based
information systew are basically batch-oriented design
systems, even though the configuration of the hardware
and other surroundings are equipped for on-line orien-
tation.

Therefore, in addition to enhancement or redesign of.
cost control systems, inventory contrel systems, process
control systems, etc, on-line oriented redesign of each
application has to start as soon as possible.

This work, focused on the Bangalore-based on-line sys-
tem, should be strongly pushed forward by the leadership
of CSB. The following points are to be considered:

a. Understanding and consensus with EDP chiefs of all
units and departments should be achieved.

b. Building of company’s strategies into each applica-
tion. : '

c. Standardization of internal codes and system devel-
opeent, etc.
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‘d. Redesigning present databases into future integrated

ones.

Some of the EDP systeﬁs outside Bangalore gtill have the

old type EDP systems based on the master file concept

and not on the database concept. CSB  has to educate
thea on the importance of databases as soon as possi-
ble. ' '

in parallel with the *above jobs, CSB should prepare,
neuijdelines for standardization” of the hardware, soft-
ware, internal data coding, documentation, etc. Also,
CSB has to thoroughly educate all people who are con-
cerned with the information systemn.

"System Integration” and Internal EDI

Both databases and inféfmatiﬁn systems, which have been

developed by each unit or each department, require

integration. The design of the integrated information
system should be suitable both for the Bangalore-based
on-line network and for the whole HMT on-line network
systew connecting all units and departments.

In order to establish the above mentioned netywork sys-
tem, CSB has to standardize its communication protocol,
business protocel, etc. :

EDI

In parslle) with the completion of the whole HKT inter-
nal network, HMT has to take into consideration that the
information network system shouid expand outside {o
various groups such as suppliers,  vendors, dealers,
custoners, ete. '

At present,in the United States as well as in Europe,
the use of EDI is prowmoied as the means of world-wide
communication of electronic business data. Order place-

ment and receipts, invoices, shipping notes, etc. are

made using the -information systems of customers, sub-
contractors and shippers. :
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International ED1 connecting not only Indian companies
but also foreign companies can be planned.

In India, computer to coumputer based data interchansges
are not conducted between factories or between the
related companies, but EDI will spread very rapidly in
the near future.

It HHT's information network systems were to go ahead
and adopt international standard EDI such as "EDLFACT",
HMT would becowme 8 leader in INFORMATION TECHNOLOGY in

India.

Being the first to use this standard in India, HHT could
benefit as follows:

(1) HMT could exchange information with both domestic
and foreign clients and vendors.

(2) Criteria for internal standardization of hardvare
and software would become clear

(3) HMT would become the leader of EDI standardization
in India.

(4) HHMT could export EDI software.

Centralization and Decentralization Systesxm

" Because of inadeguate communication circuits in India, a
decentralized system will be necessary for the present.

In this case, it is important to comprehend the founda-
tion of the sbove mentioned standardization. In this
foundastion, CSB is required to take a leadership role
and push to achieve information system strategies.

For the future, construction of an on-line information

network system connecting all of the production and
sales establishuments of HMT would be needed.
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HMT has to study the direction of systems:constructibn
for the entire- cdmpahy and identify those which are
contradictory to each other and do not match the present
infrastructure in India. '

Promotion of OA

The promotion of end-user computing is essential. But
unrestricted promotion is harmful for the construction

of future information systiems.

The following guidelines regarding ODA{Office Automation)
are required:

- hardware

- goftware
- procedures for systems development and implementa-

tion

Such 0OA conmsultants, who understand the above 0A guide-
lines and promote end-user computing, should be trained.
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Key Points for Building Information Systens
The key concept for the introduction of an integrated
systew which would combine both production and marketing
should be made. The following is one possible example:
Products Hachine Tools ffatches/Tractors,etc
Systen Integrated systenm Integrate Manufacturing,
both for production Harketing and Retailer/
& merketing. Dealer networks.
Target Cut lead time. Prior grasp of market
needs.
Large variety of Obtaining of product
in small products information on
quantities. : coepetitors.
Identification of Expansion of market
changes in customer share. '
specifications.
Factories with higher
profit rates.
Channel Sales location. Retail store/
' : wholesale.
Function Speedy estimation Customer Satisfaction.

of cost and delivery. :
Total cost reduction Rationalization of
fror sales to channels.
distribution,
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V—Aa . RESEARCH AND DEVELOPMENT

A. Current Situation

HMT has several R&D Centers in the business groups, to carry
out the improvewent, modification and the expansion of the
present product mix. Also, each unit has a tactical RE&D
tean, responding immediately to the current production
requests. These are perforumed as the normal activity of the
-enterprise in c¢lose cooperation with the design and the
production stages.

On the other hand, in parallel to the recent rapid advance-
ment of technology, the new product mix should always be
studied. There are excellent companies who add new product
lines for diversification and even change the corporate
igage because of successful diversification into exotic

fields,

It seems to be the right time for_HHT to anélyze the future
creation of & new product mix for its survival and the
continuation of the enterprise into the 21sti century.

B. Problens

A fresh start for new diversification requires technology
igmported from outside; some time has to be spent for the
negotiation of the technical transfer agreezent and slso for
governmentsl clearance. '

in this time span, the outside technology is still advancing
further and when everything is ready, the said new technolo-
gy might be obsolete; again the new ‘import of technology
rust be sought. The repetitive import of technology, as
experienced by HMT in the past, is not only expensive but
also it makes it difficult te catch up to the top level of
international competition.
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C. R&D Strategy

To come out from the above-mentioned unavoidable trough, HMT
should have its own capability for the continuous creation
of competitive technology.

[t is necessary to establish an organization where the
future R&D assessments will always be carried out to deter-
mine the long range RE&D targets, looking forward af least

ten years.

Future targets forldiversification should be selected froam
the present technology cores (seeds) in HMT and their feasi-
bility should be studied. (Table V-4-1)

When the inhouse technology core is not available, in exotic
fields and in fields where the potential market is foresee-
able (such as textiles, apparel and fooed processing), appro-

" priate outside consultants might be utilized.

A technology situation appraisal should be conducted. The
technology potentiail, which would be the seed for the Tu-
ture, would be compiled against the market potential, ®hich
vould represent market needs.

The analysis should be conducted from the perspectives of
marketing, cost, finance and HRD. These activities shall be
jmpartial, independent of the existing business groups, and
directly connected to the technical director. '

Also, license possibilities, joint venture schemes, M&A, and

OEM production are to be studied and evaluated. HRD is
indivisible from the R&D plan; it are proposed to establish
a "Hechatronics Center”, and a "CAH/CAD Computer Application
Center”, where young engineers are to be trained for inhouse
developrent of competitive technology.

Proposed Technology Council

In order to keep abreast of technological developments in
various fie!ds and_to align HHT's strategies in the expand-
ing business donains, it is worthwhile to have a Technology

'Council (including representation frowm finance and market-

ing) at the cdrporaie level. This council will make the
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Table V-4-1 Examples of R&D Candidates for Future
HET Product Hix

Laser Beas Machines
Electric Discharge Machines
CNC, FHMC, FHS Auxiliaries
Cutting Monitoring Device
Auto-Detection of Tool Breakout
Automatic Gauging and Compensations
Tool Life Calculation, Cumulative Device
Robot
Auto-Loading and Unloading Device
Automatic Chip Removal
FA Hachinery
Unattended Vehicle
CNC Store
Transfer Systea _
Textile, Apparel CNC Machines (Cutting & Sewing)
Food Processing Machines _
Drying, Freezing, Pulverizing, Mixing, .....
Packing, Yacuum, Sterilizing, Heating, .....
- Rotary Printing Machine
Calender Machine (Plastic Filun)
Exotic Material Processing
Solar Energy Utilization

Mote: ‘Extrgcted from the assessment procedure,
subject to further study

~-386—

EaN
—



m}

major decisions which will affect the cowmpany in the long
tern. Decisions regarding diversification, developing/ac-
quiring technology, source of technology and funding to be
the responsibility of this corporate council.

The director, technical should be the head of the corporate
technology council. Since the specialists in various busi-
ness and product groups will be available only at the dif-
ferent units and business group head quarters, the corporsate
technology council can draw on these specialists from tiame
to time while scrutinizing major policy decisions.

Technology-R&D in Machine Tools

HH¥T has R&D centers at each wmanufacturing units in the
machine tool group and a central R&D at Bangalore. The
combined resources of these R&D groups have been quite
successful in developing many products especially in CNC

technology during the last ten yedrs._ However, none of the
R&D sroups In involved in work of a fundauental nature
leading to basic knowledge in machine tool technology. The

following is an assessment of present competence of machine

teol R&D in various areas:

x Product design . . . . . . . Coe . High
* Realizing product features/functions
comparable to internaztional levels . . . . . HMedium

¥ Investigative type of research into basic
rRachine tool technology to upgrade, pre-
cision, quality, reliability ete. . . . . . . Low

There is a need to strengthen the producti development func-
tion while at the same time enabling R&D to establish basic
understanding of ®achine tool technology to attain interna-
tional standards of performance. ' _

The amsjor thrust in machire tool technology should be in
further developsent of CNC products. A target of 60% pro-
duction share. for CNC wmachines is set-out for HNT by the
vear 2000 A.D. _ L _

If this is to be_realized, the R&D function in machine tools
should primarily focus on the following areas:

* CNC turning machines in all sizes and variants,

* CNC machining centers in all sizes and variants.
% CNC drilling, milling and boring machines.
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* CNC (and non-CNC) grinding machines.
¥ SPMs, CN{ flexible SPMs and flexible transfer lines,

Concurrently R&D should also focus on the development of
sanufacturing syStems.around H¥T's products such as:

% Flexible Manufacturing Cells (turning, machining)
x Flexible Hanufacturing Systems (turning, machining)
¥ Computer Integrated Hanufacturing

It is necessary to allocate responsibilities between the
units and central R&D to realize a fast rate of development

in the above areas, :

The development -of products to cover different sizes and
variants and to customers’ special requirements should be
primarily the responsibility of the units manufacturing the

products.

Central R&D

"The central R&D should be working on the development of
products st least 8 - 5 years ahead. ‘It is slso the major
responsibility of the central R&D to raise the basic level
of machine tool technology for the benefit of- the total

product range.
The major areas that should engage the centrel R&D should be

the following:

x Incorporating advanced features on HHT machine tools in
line with international levels. '

* Taking up investigative research for'upgrading rachine
tool performance in all areas. ' o
Application engineering of new machines and technolosgies.
Development of systewm orlented products (FMC, FMS, soft-
ware etc.). : :

x Developrent of new techno]ogy products to expand product
range and to meet the dlver31ficat10n plans of the compa-
ny, supported by technology acquisition wherever needed
(for exampie: Electrical machining technology, Laser
machining etc.). I ' e

1t wust be recognized that developuent of modern teéhnology
calls for high skills, knowiedge and exposure to interna-
tional developrents. It is very difficult for HHT to do of
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its development entirely in-house within a short time frame.
Therefore, the company must adopt a mixtures of:

* In-house R&D
Technology acquisition
Collaborations (in upgrading the technological standards)

In addition, R&D should also establish strategic alliances
with internstional!l R&D organizations/institutions in machine
tool/manufacturing technology fields. HET should also
explore the possibility of R&D cooperation with internation-
ally reputed machine tool units.

Due to rapidly advancing technology, R&D facilities and

personnel tend to get outdated after 5 years. In the lonsg
term, .this can be brought about by creating opportunities
for HMT R%D engineers to work at international R&D organiza-
tions and through collaborative R&D with other international
gachine tool manufacturers.  HMT must consciousiy develop
these avenues for updating its R&D skills.
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VI DIRECTION OF CORPORATE STRATEGY

vVi—1. Direction of Business Mix and
Business Domain

A. Pressures on HET to Chenge

Under the currenf competition , the following strengths and
constrajnts of HMT are highlighted.

Strengths: .
~Possession of wide-range basic engineering background

-Nation-wide marketing and service network
-Stable industrial relations

Constraints:
~Restriction on strategic decisions due to its status as a

public enterprise

-Low flexibility in reaction to market forces
~Ingufficient engineering manpower and R&D personnel
-Cutdated technologies and production facilities

On the other hand. the changing business environment is
presenting the following opportunities and threats to HMT

businesses.

Opportunities: o _
—-Accelerated growth of the industrial sector in India
-Increasing demand for consumer products in India
-Tfrend towerds more liberalized functioning of vpublic
enterprises — : :
-Increase in price competitiveness for exports due to

the devaluation of the rupee

Ihreats:
~Progress of the liberalization of Indian economy

-Increasing input costs
-Rapid technological changes

HHT is faced with the following key issues emerging fronm
the above environeental and market forces and HHT’s limita-
tiens on its internal resources. '
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-To identify the growing market segments for each busi-
ness group and devote its endeavors to these segments

-To wmaintain its competitive edge in technology by
reinforcing R&D capabilities for every promising seg-
ment

~To secure its competitive position, in quality and
price, against top-level competitors including imports

P
&
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B. Evaluation of Existing Business Domains

HHT's present business domain consists of four areas; the
machine tool business group, watch business group, agricul-
tural machinery business group, and lamp division. Key
financial data by business group are shown in Table VI-1-1.
In addition, HMT has three subsidiaries, HMT Bearing, Praga
Tool, and HMT(I). The composition of the present business
groups of HMT is illustrated in Fig, VI-1-1. '

The market attractiveness and HMT positioning by product
group are sumEarized in Tahle V¥!-1-3 based upon the major
indicators shown in Table VI-1-2.

Concerning the present product-mix, the following wmajor
problems are pointed out.

(1) The profitability of the machine tool business, the
core business of HHT, has decreased.

(2) In most areas, the products are losing technological

competitiveness against major competitors and require .

technical collaboration.

(3) In general, the prospects for HMT’s small-scale bhusi-
nesses, which are HMT’s businesses other than machine
tools, watches, and tractors, are not bright when HHT's
capabilities are considered.

(4) For its major businesses, machine tools, watches - and
tractors, HMT is losing market share in the growinsg
segments, i.e., CNC wmachines and quartz. watches and
higher HP tractors. (See Fig. VI-1-2 and Fig. VI-1-3.)

(5) Strategic decisions should be made for the lamp busi-
ness )

(8) In recent years, the diversification of businesses has

been inactive,

(7) HMT engages in two types of business: industrial ma-
chinery (including msachine tools) and consumer goods,
which require different types of marketing, corporate
culture, and the way of mobilizing internal resources.
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On the other hand, the present business-mix has.the follow-

ing advantages,.

(1) It reduces the effects of business cycles.

(2) The machine tool business has provided basic technolo-

gies to related businesses.

(8) It has built up a good corporate image among customers
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Filg., VI-1-1 Present Business Groups of HMT

{-Praga Togla

CUHHT Bearings

200

HKatches Tractors
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Table VI-1-2 Indicators of Market Attractiveness and HMT
Positioning by Product Group

Market - HMT  HMT  HMT HMT HMT
Product Size Sales Sales Profit Profit Market
Group (Rs.Mil.) fRs.Mi];) Growth (Rs.Mil.) Turnover Share
(At (1990 (85/86 (1990 Ratio (%) (%)
Present) /91)  -90/91)  /91)  (1990/91) (1990/91)
Machine Tools 9,408 - 3,139 17%  -86.6 -2.8 33%
Die-Casting Machines 30 28 -10% 21.9 22.9 90-95%
Plastic Melding 960 68 80% o 7%
Machines . . _
Presses 390 175 18% 36.2 20.7 45%
Printing Machines 480 127 . 31y 16.0 12.6 28%
Tractors 17,000 2,061 %3 15%  224.9 10.9 12%
Dairy Machines 1,500 %1 35 3% -0.1 -0.0 2%
Watches 10,000 *2 2,478 12% 72.8 2.9 25%
Lamps 5,600 237 13%  -83.9 -35.3 4%
Bearings 8,200 305 14%  15.8 5.2 4%

#] Including unorganized sector production
#2 Including imports '
%3 Including sales tax
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Table VI-1-3 Evaluation of Markei Attractiveness
and HMT Positioning by Product Group

Domestic Degree of

Market Market  Profit-
Size Potential ability Market Competition
(Growth Rate) Share

Machine Tools ' Large High Low Large Medium
Die-Casting Machines Very Small Very Low Very High Very Large Very.Mild
Plastic Molding Machines Small Very High  Medium Very Small Severe
Press Machines Small High Very High  High Mild
Printihg Machinery Small Very High High Medium Severe
Tractors Very Large High Very High Hedium Severe
Dairy Machine Medium Medium Low Very Low Severe
Watches _ Large High High High Medium
Lamps Large Very Hiéh Very Low Very Low Very Severe
Bearfngs Large Very High Medium Very Small Very Severe

-397-



Fig. VI-1-2 Competition of Core Businesses in Growing Segments
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Fig. VI-1-3 Concept of Product Competitiveness
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C. Direction of Future Business-Hix

Based on the above, the following can be pointed out as the
direction of the future product-mix of HHNT.

(1) The wmachine tool business shall be the driving force of
the company’'s growth and the source of business diver-
sification. (See Fig.VI-1-4.) '

(2) The consumer goods business, especially watches, shall
be led by an appropriate organizational culture and
strategic norss which are quite different from those
for in the engineering goods business. -

(3) The basic mode of management at HMT has been produc-
tion-oriented. However, a more technology-oriented
style will be regquired for engineering business and a
more market-oriented style for consumer goods business.

(4) More dynamic organization for mobilizing “internal
resources -and acquiring technologies 1is required in
bringing up new businesses as well as in competing with |
strong competitors in the éxisting core businesses. {0
Strong leadership by top management should be estab- '
lished in each business group.

Stemming froe the above, the following guidelines are sug-
gested for the Tuture management of HMT's business-mix.

(1) The capital goods business group and consumer goods
business group shall! be the two core business groups in
HET.

The capital goods business group will consist of the
following businesses;
- Machine tools _ .
- ‘Industrial machinery (i.e.,printing machinery,
presses, plastic machines, fooed processing amachin- |
ery, etc.) |
-~ Agricultural machinery (Tractors, etc.)
- Hew businesses

The consumer goods business group will consist of the
following groups;
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(2)

(3)

(4) -

(5)

~ Hatches
- Laumps
- Kew businesses

The establisheent of the most appropriate organization,
including managewent system and corporate culture, for
each business category is essential.

In the area of capital goods business, the pursuit
shall be +the engineering products of mechatronics
technologies.

The engineering components business group and service
business greoup shall bhe new sub"businesses~groups.

Engineering components business group will consist of
the following businesses;

- Castings

- Forgings

- Bearings =

- New businesses

The service business group will consist of the follow-
ing businesses;

- Trading

- Software

- Englineering consulting

- Maintenance service, etc.

Clear criteria of withdrawal should be established.
For example,
- Losses or low profitability
- 5rall market share
- Little possibility of market growth
- Comparison with the expected ROI of new business
opportunity

Diversification through active joint ventures should
be examined in the areas where HMT’s business founda-
tion is wesk in terms of technology, sales network,
etc., especially with foreign collaborators, electron-

ics makers, and industrial wachinery manufacturers.

Acquisition of high technologies in the fields of
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"mechanics” and "electronics®™ to realize a high level
of competition in "mechatronics” technology. :

(6) Technical collaboration should he actively pufsued in
the priority areas. .

The proposed .constitutioh of HHT business groups in the
future is illustrated in Fig. VI-1-5.

In line with the guidelines mentioned above, the existing
businesses can be positioned as shown in Table VI-1-4,

For each existing business group, the following directional
shift of products is recommended in general.

Recommended Future Direction of Exigting Business Group

Machine Tecol Business (Group
-To move forward to high-technology products in each
product group, such as CNC wmachine tools and 4-

color printing machinery. _
-To advance to new production technologies, such as
FMC, FMS, CIN (See Fig. VI-1-8)

-To diversify into promising relevant machinery

businesses .
~To separate units manufacturing various kinds of

industrial machinery
-To wmake foundries an independent business unit and

start to sell castings to outsiders

Tractor Business Group
~To expand the production of tractors and iEprove the

pesition in the market
-To separate the Dairy Machinery Unit

Hatch Business=Group (to be a core unit of consumer

goods business group) .
-To increase production of quartz watches
-To improve the position in quartz watches market
-To diversify into the fields of high-tech consunmer

products

Laep Business Group (to be a part of consumer goods
business group)
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~To focus on high-value added products, i.e.. FTlLs,
HPSVL, VL, etc.

The future husiness sizes of existing businesses are shown
in Tabhle VI-1~5. In this table, the sizes of existing
businesses in 1999/2000 are forecast from the viewpoint of
long-ters corporate planning.

To supplement the sales expected for 1998/2000, new business
areas should be opened up in addition to creating new
products stemming from the sphere of existing business
groups. (See Fig. VI-1-7)

Diversification by adding related products to existing
products is expected in the following aress. _
- Totsl amanufacturing systems to consist of CNC, FHS, FA,
robots, and transfer lines
- Diesel engines
- Calender machines
- Food processing machines

In addition, one promising srea of new businesses is the
casting business, which shall constitute the engineering
components bhusiness group together with bearings, forgings,
etc.

In- line with the accumulation of technologies concerning
electronics and mechatronics, new business opportunities
will be identified such as:

- Industrial mschinery which is new to HMT,

- Electronic cosponent manufacturing sachinery,

-~ Software development,

- Enginecering service, and

- New material processing.

The concept of product developuent_and diversification is
illustrated in Fig. VI-1-8. The concept of new technologies
is shown in Fig. VI-1-9.
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F1g. VI-1-5 Future Business Groups of HMT
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Tahle ¥I-1-4

Positioning of Existing Businesses

Business

Positioning

Machine Tools

Die-Casting Machines

Plastic Moldings

Presses

Horological Machines

Printing Machinery

The most iwportant core business of
H¥T. Source of technologies. Driving
force to diversify into industrial
pachinery business.

To aim. at active growth by positive
technology upgradation, restructuring
of products, and product development.

To take drastic measures to improve
loss-making operations.

To continue CNC systems manufacture
within the group. '

One of the satellite businesses of
machine tools at present.

To maintain the present'posjtion in
the market. . '

To aim at concentric diversification.
One of the satellite businesses of
machine tools at present and to he in
the industrial machinery group,

To aim at market penetration into the
domestic market,

(Note: Technological upgrading is
essential to survive in the market)

‘Opne of the satellité busihesses of

machine tools at present and to be in
the industrial machinery group. '

To. be upgraded to be an integrated
heavy machine shop.

To aim at concentric diversification
into the precision machinery area.

To rename the business as Precision
Machinery Division.

One of the satellite businesses .of
machine tools at present and to be in
the industrial machinery group.
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Tractors

Dairy HMachines

¥atches

Lanps

Bearings

To aim at active growth by product
developrent.

One of the core businesses of HMT.
Active growth policy to be taken.

To aim at product development and
aarket penetration.

Bne of satellite business of tractor

business at present and to be in the

industria! machinery groups.

To renase the business as Food Proc-
essing Machinery Division.

To aim at concentric diversification
in the fields of food processing.

One of the core businesses of HMT. Key
business in consumer goods business:
group.

To obtain the ieadins*position in the
Barket.

To aim at conglomerate (unrelated)
diversification.

Loss-making busjness and to be in the
consumer goods business group.

To enlarge the production of high
value-added product sgroups in tie-up

with other leading wmanufacturers in

the field.

One of the subsidiaries and to be in
the engineering cemponents group.

To aim at market penetration in tie-up
with world-class wmanufacturers in the
field. :
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Table VI-1-5 Composition of Future Business Mix
of HMT Group

Unit: Rs. Million
1380/91 1396/97 19938/2000

Hachine Tools B.G. 3,138 7,373 11,437
- HMT 2,633 6,262 9,668
- Praga Tools 508 1,110 1,770
Tractors B.G. 1,886 -5,384 9,412
Consumer Products B.G. 2,715 6,267 8,138
- Watches 2,478 5,276 6,921
- Lanps 237 980 1,218
industrial Machinery B.G. 422 3,687 8,083
- Press Machines 175 598 1,108
- Printing Machinery 127 590 1,238
- Die Casting/Plastic Machinery 85 375 672
~ Food Processing Machinery 35 111 249
- 0ther New Areas ] 2,013 4,822
Engineering Components B.G. b62 2,538 4,911
- Castings 2587 921 1,482
- Ball Screws 0 79 109
TOTAL 8,728 25,250 41,982
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Fig. VI-1-7 TFuture Business Mix of HMT (1999/2000)
Rased on Existing Business Line

Lamp

Watch
Machine Tool

Industrial Machinery
Tractor _ .

Note: Existing sul:sidizries and future new business
potentials are not included. )
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VII-—-2 . PDPirection of Organization and:

Human Resocurce Management
Syvystems Restructur ing

A. Basic Concepts of Organizetional Restructuring

Any proposal for orgenizational restruéturing has to be nmade
taking the following concepts into consideration:

1)

2)

3)

4)

Organizational restructuring would becone effective
only when it is associated with appropriate reform in
management systeas such as personnel management and
corporate planning, '

The implesentation of any kind of organizational re-
structuring is associated with resistance and tempo-
rary dislocation. Thus, they can be implemented only
when they have merit surpassing the above problems,
and when a consensus within the organization |is
obtained;

There are no perfect organizational sﬁructures or
management systews. The major ewphasis should be
placed on their conformity with the future direction
of managewent and their strategies; and

Organizational structures and management systenms

have to be flexibly modified according to the shift

in the busihess envireneent or other internal as-
pects. Thus, the new organizational structure or
management system should not be considered as eter-
nal. '
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(a)

(b)

(e)

Direction of QOrgsnizational Restructuring
Hajor DObjectives of HMT Organizational Restructuring
Achievement of Market-oriented Business QOperations

The Indian market is going to shift from s protected )
seller’s market into a more competitive buyer’s market. {
in order to nake HMT wmore competitive both in the ”
domestic and international warkets, the organizational
structure has to be reforsed so as to achieve more
market-oriented operations (based on customer’s needs or
requirements) rather than "production-oriented opera-

tions.

e

Development of Better HRD Climate

In order to enhance the working morale of emplovees and
to make the organization'quickly to wmarket demand, the
organization of HMT, which is rather bureatcratic at
present, must be reformed. A new organization is re-
quired that gives enough incentive and revard for
front-line workers to perform to their fullest capabili- {
ties. This would contribute to the newly recruited and -
also prevent the out-flow of capable emplovyees.

Promdtion of Strategic Management

While implementing drastic delegation of powers aimed at
the enhancesent of working morale awong the ewployees,
HNT’s new organization should be esteablished so that it
could pursue strategic management which would achieve
the optiwim allocation of internal resources, For
carrying out +the strategic missions, the strategic
vision must be clearly defined.
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(a)

ii.

iil.

Putline of Proposed Heasures
Beasures to Achieve Market-oriented Business Operations
Reform of the Unit as a Profit Center

- The basiec profit center should be shifted from the
present units (each factory) to the business groups,
The warketing - functions are all attached to the

- Direcioraie of business groups.

- Each unit under a business sgroup should be a cost
center, and their respoasibilities should be confined
to wanufacturing products which are specified in
quality, cost and delivery tise from the Birectorate
of business groups.

- The functions of the Directorate of business group
should be enlarged.

- The above measures would strengthen the marketing
function of each business group, and enable it to
build-in market-oriented production planning, product
develcopment and after-sales services.

Delegation of Powers to Each Business Group

~ Most of the management decision powers should be
delegated from Corporate Headgquarters (CHQ) to each
business groups, and the reporting obligations from
business groups to CHQ should he minimized,

- The top management of each business group'should be
‘headed a Director from CHQ.

- The above measures designed to increase the auvfonomy
of each business group would motivate the eaplovees of
each group, enable each group to react flexibly to
changing market needs, and enable CHQ to concentrate
their efforts on long~term and strategic management
decisions. ' :

Modiffgation of Career Developsent Programs (CDP) and
Promotion Criteria

- 4156~



- Based on the modified CDP, more chances should be
given for factory workers and engineers to interact
with customers and dealers and to establish better
communication networks with marketing staff.

a. Job rotation of factory employees to such sec-
tions as sales, after-sales services or planning

b. Participation of factory employees in meetings
with dealers or during customers’ visits

- In promotion e¢riteria to managers of business groups
or units, higher euphasis should he given to marketing
knowledge and interests.

iv. Marketing Oriented Employsent and Job Assignment
- New recruitnent of marketing experts

- Shift of factory enployees to smarketing-related sec-
tions. '

v. Introduction of Product Manaser Systen

- For those specific product groups within s business
group which need integrated control from sales and
production to delivery, appointment of product
wanagers would be recommended.

(b) Heasures to Establish Active Working Environgment
i. Simple Management Structure and Delegation of Powers
.~ The relationship between management posts and ranks
for pay scales should be gEade more flexible, and the
hierarchy should be delayered with 3 levels at CHQ and
Business Groups and 4 levels st the Units.

- The mansgement posts should be re-aliocatéd according
to actual needs by function and the establishment of

new posts for promwotion should be avoided. The Ranks.

RSI to X will be for the purpose of career growth and
Positions for hierarchical levels. -
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ii.

The -powers which are at present excessively concen-
trated in the Direectors or Unit General MHanagers
should be drastically delegated to lower management
posts in terms of 3 position levels at CHQ and Busi-
ness Groups, and 4 position levels at the Units,

The above measures would make the functions and re-
sponsibilities of each manager clearer and make quick-
er decisions possible.

Re-organization of Business Groups
Divisions such as DCB, PNK, PRH in the Machine Tool
Business Group. and DKUY in the Agricultural Business

Group should be separated from the Business Group.

The foundry sattached to each wachine tool factory

‘should be consolidated and one indspendent unit should

be established.

An independent business group, viz; the Industrial
Hachinery Business Group, consisting of die castinsg,
printing machinery, press, plastic machinery and dairy
gachinery should be newly established.

The Watch Business Group, as well as the Lamp Unit,
which are both producing consumer products, should be
separated from the main HMT into an autonomous subsid-
tary of HMT.

As for the Machine Tool and Tractor Business Group,

3€hey.should further be sub-divided into smaller and

independent sub-divisions.

The above peasures woild make wmajor business groups

concentrate on their own business operations, while
enhancing the working morale of the employees in other
relatively small units by giving thepm higher autonony.

The Personnel Directorate may be re-organized as HRD
Directorate.
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iv.

Review of Evaluation and Promotion Systess

The personnel evaluation system for promotion should
also be applied to factory workers. In the evaluation
criteria, itews such as teaw spirit, "kaizen” efforts
or problem solving capabilities should be given high

points.

The difference in prosotion eligibility periods be-
tween high- achievers and average-achievers should be

made clearer.

A new perforsance improvement scheme should be intro-
duced, which should take into consideraiion the Herit
Rating/Performance Appraisal. The merit-rating should
not be based on the standard hour output but on such
evaluation criteria which emphasize target achieve-
ment, assuming challenges in new areas or acquisition
of aultiple skills.

The above measures would coantribute not only to
enhance the wmorasle of the workers but also to
strengthen the controlling capability of supervisors
over workers. :

Creation of Harder Competition within the'ﬂrganization

The career growth pace for the high ﬁchievérs should
be faster, and such TfTast track for high achievers
should also be introduced beyond PS VI as well. '

The acadenic qualifications should be considered for
tecruitment; putting higher emphasis on performance
for proaotion. :

The above measures would increase the competition
apong employees after their entry.

Estabhlishment of Closer Links bhetween Corporate Profit
and Employees Compensation '

The personnel remuneration systens should be revised
with the major emphasis on the following (Refer to

Fig. VI-2-1):
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vi.

a. The difference of sslary and wage levels between
positions should be introduced,

h. For the above purpose, the increase in rates of
salary at the time of promotion should be nade
higher, while the annual increase rates within
the same position should be made more woderate.

- The individual incentive system based on the standard

hour should be abolished. Instead, 8 new group
incentive system based on both profit contribution and
juprovement compared to the previous year should be
introduced. ' -

A new incentive scheme which covers all esplovyees (in
spite of the existing regulatory limit based on the

annual basic salary) should be established. The crite-

ria should mainly be based on the corporate or section
profit as well as the contribution of each emplovee.
For those units which bear continuous losses, however,
the efforts for loss reduction should also be taken

into consideration.

In order to share the benefits of growth of the compa-
ny with the emplovees, a Mutual ‘Benefit Trust Fund
Schewe, which would utilize the agounts contributed by
eaployees to purchase shares of HMT from the Govern-
ment of Indis, should be established.

Extension of Human Resource Development

The training schemes for euployees should be expanded
by renovating existing training facilities at each
unit, establishing & Mechatronics Training Center or
making more use of outside training facilities. There
should be a strong functional relationship hetween the
Training Centers of the Units and MDI.

A regular Job-rotation scheme aimed at acquiring
nultiple skills and experience should be established.

A self-deciaration scheme by each employee for the

purpose of career developuent should be introduced.
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- Jobs which are easy for aged workers to perform should

be identified and the reallocation of job assignments
should be promoted,.

Worker Entreprencur tiny Ancillary Complex (WETAX)

scheme which has already been proposed by HMT should
be implemented. The scheme should expand its coverasge
from the establishment of parts and equipment sub-
contractors to that of service functions such as
after-sales service, distribution, technical services

or engineering training.

() Measures to Promote Strategic Management

i.

ii.

fii.

Delegation of CHQ Powers to Business Groups

By delegating most of the powers to each business
group, the staff members: of CHQ can concenirate more
on corporate strategic matters.

Strengthening Corporate_?lannihg Capabilities

The Planning Department ati CHG shouid be enlarged so
that it can establish closer ties with each unrit or
business group planners and can coordinate all the
plans from esch unit and business group.

A stronger monitoring system of the progress of
business plans of each unit orF business group should
be established within the Planning Department and it
should have stronger -ties with MIS.

A new function emphasizing the continuous search for
new businees developament areas should be attachgd to
the Pianning Department.

Establishment of an Evaluation System for New Deﬁelop-
gent Actiyities

In addition to their contribution to profit, the
evaluation systew for the performance of each unit or
bugsiness group should include their contribution to
new business development efforts.
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3.

Reallocation of functions between CHQ and cach Direc-
torate of a business group

The functions to be added or expanded in CHQ and in
each Directorate of a business group are summarized
and shown irn Table VI-2-1.

In CHQ, the Information Planning Department and the
Technical Department are newly established.

[n each Directorate of a business group, the Procure-
ment Section, the Production Plamning Section and
Harketing Section should be established.

Details of Profit Center Reforus

(a) Functions to be assigned ‘to each Direbtorate of a8

i.

ii.

Pii.

business group

Harketing Section and Sales Dffices

Sales price decisions and price negotiations
Sales promotion planning and promotion activities
Distribution planning

Technical Section
Production technoleogy development

Quality control improvement
New product developsment planning

Production Planning Section

Allocation of production orders for each unit
Capital expenditure planning
Annua! prodiction planning

Procuresent Section

Central procurements of parts and materials for each
unit : ' : ' :
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Table V1-2-1. The Functions to be Added or Expanded in CHQ and
Each Directorate of a Business Group

CHQ

Pirectorate of BG

Planning

Establ ishement of & basic’
guidelines for planning
Examination of each busi-
ness group or unit corpo-
rate plan

Coordination and adjusteent
(Allocation of internal
resources)

Review and control of the
progress of the plan

- Market research and

rarket projections

- Establishment of business

group based corporate
plan and basic strategy

HRD
Management

Total corporate wanpower
planning

Recrui tement and HRD
planning

IR strategies

Training and Developxent at
macro levels :

Manpower planning and

HRD planning in BG

Guidance and training

on personnel evaluation
Eeasures

IR mstters of entire Business
Group

Management
Inforaation
Systen

"Planning of total systess

Integration of data-base
Guidance for systems planning

Guidance for each unit
with the support of CSD and

CHa

Finace
Hanagement

Total Financial Planning
External Resource Hobilization
Central ized Cash Management
Audit

Author ization of expenditure
of each unit based on annual
budget

Technology

Centralized design technology
development (CAD/CAN)

Training of technology (Mecha-

tronics Center)
Promotion of technical tie—ups
(Negotiation and evaluation)

Product development planning
Guidance of QC activities of
each unit _

Guidance for the development
of production technology

Production

and Procure-

ment

CHQ procurement cordination

Adjustment of production

items among units

Capital expenditure planning
Annual production planning
Production schedule adjustment
Central procurement for BG

Harketing '

Sales price decision

Sales promotion planning
Support for sales offices

and dealers

Distrib. and inveatory control
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(b) Major Functions of each Unit (Factory)

As & cost center the bhasic functions of each unit would
be confined to the following:

Product production within specified costs

Product production with specified quality

Product production within specified delivery tinme
Promotion of new product development or product
diversification according to the schedule

(¢) Expected Effect of the Reforms

i,

Higher Euphasis on Market-oriented Business Operations

The controlling power of the marketing section on
production planning, product development and distribu-
tion planning would be strengthened.

Quick marketing decisions would become possible.

The change in pricing policy from the current cost-
plus system to & market-competitive pricing system
would becore easiar.

With higher autcﬁom#. the morale of the sales.force
would incresase.

Maximue Resource Allocation within Business Groups

Joint research work, production co-cperation and
systems integration among wunits within & business
group would become easier.

Integrated distribution planning could be made.
Central pufdhase functions could be strengthened.

The marketing section would have easier access to such
inforeation &8s product inventories or production
schedules. '

Flexible production adjustment emong units based on
individual operating levels could become easier.
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- Extremely uneven distribution of incentives among
units would be mitigated.

~ The export business could be rationally distributed
among units sccording to their potential,

iti. Concentration of respounsihilities of each Unit on

Production (Quality, Cost and Delivery - QCD)

(d) Dther Related Changes

4.

(a)

i. CHQ Procurement Co-ordination

-~ For those materials that are tc be mass-purchased or
isported, a CHQ Procurement Coordinator should promote
joint purchases among the business groups.

~Detailed Measures for Simplification of Management
Structure

Restructuring of Corporate Hierarchy

The total corporate hierarchy as well as that in CHQ,
the Business groups and units should be redesigned
according to their roles and functions.

The tentatively proposed new hierarchy is briefly
summarized and shown in Fig. Y1-2-2.
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Fig. V1-2-2.

Proposed New Corporate Hierarchy of HHI

HRD
Directorate

Chairman

Tractor

Business Group

Unit

r— Unit

—
HRD HR
Division Cell
—1 MD1
— HRD
Systews
Esplovees
Division 1 HRD
Tesn
HRD r Employees
Dept., Relations
Tean
_{ Technical
Training
Tean
Production Procéssing
Section Team
— Asserbly :
Tean
Téchnolosv
Section A. Grousn
B, Group
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(b) Management Positions and Ranks

The ranks of the people who. are aligible. for each post

should be

pre~determined,
not be as

between the two should

system
shown

in HMT.
in Table V1-2-2.

However, the

relationship
rigid as the current
The tentatively proposed relationship is

Table VI-2-2. Delayering of Hierarchy

Position Rank b s
cHa Business Group Unit Title
Directorate Chief | Business Group Chief Director -
(n, X d, X ED X
Unit Chief
Chief, Section Cheif, Section GH iX
] _ (X, IX, VIID
(IX, VIID (X, viIn : J G H Viil
Incharge, Teamr Incharge, Team Chief, Section DGH VIl
(VII, VD) (VI VD) (ViI, VD AGH Vi
Incharge, Teas
H y
VI, V)
Leader, Group DM v
(v, 115, 1D Officer | IlI, 11

(¢) Characteristics of +the

Effects

New Systemw and

i. Characteristics of the New Systenm

its Expected

- All euployees are evaluated on their capabilities, and
af their
linked with

each

evaluation.

is ranked according to the
.The basic salaries are to be

" each Rank.
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Out of the group of people who are eligible, the
Positions with 8 lavers of hierarchy at CHQ and Busi-

ness Groups and 4 levels at the Units should be creat-

ed. A promotion in Ranks does not necessarily mean a
promotion in Position.

The relationship between Rank and Position is not
necessarily one to one.

Expected Effect of the New Systen

The delay of hrogotion due to the lack of a position,
or the creation of new posts for qualified employees

would be hvoided.

By eliminating the one to one relationship between
Position and Ranks, the range of ewployee choice for s
gpecific Position would be widened.

(d} gther Related Reforms

i. Estabiishment of & Post Allowance Sysienm

ii.

iil.

iv.

For those assigned to s management post, the applica-
tion of Post Allowance which rewards the egreater
responsibilities should be considered.

External Use of Rank Titles

Along with the management Positions’ nasmes, the tit1es
linked with Ranks (at present such titles are GHS,
JGMs, DGMs, AGMs or Managers) could also be externally

wsed.

Establishment of New Promotion Criterie which;are moT e
closely asssociated with each employees' capabilities
and achieverents rather than his service years.

Measures be adopted so as to retain the Optimum Age
Structure of HMT

Offer an attractive voluntary separation schewe and/or
prouote of eariy retirement with increased pension

benefits.
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(a)

- Establishment of various kinds of related service
companies which make use of the accumulated skills and
knowledge of aged emplovees, such as wmachine repair
companies, technical engineering service companies or
technical training companies,

-~ Promotion df the existing WETAX Development Scheme of
HHT

Details of Re-organization of Business froups

Proposed New Organization Structure of HHT

The proposed new organization structure is summarized
and shown in Fig. V1-2-3.

The size of each of the reorganized business groups is
calculated at the base year of 1990/81 and is summarized

in Table Vi-2-3.

—420-



Fig. Vi-2-3 Proposed Organization Chart of HMT

Present Structure

- Chairman

‘ | — | -~ (Subsidiaries) Fy

Hachine Tool Katch Agricultural Lawp ~ HMT (D) S
B. G. B. G. Hachinery B.G. B. G. - Praga Tools
~ HHT Bearings
Hachine tool Tractor
Industrial =. Dairy =.
Foundry
1st Phase (1991/92 - 1995/96)
Chairman

| | ' | i (Subsidiary)
Hachine Tool Industrial -Engg. Coupo- Tractor Consumer - WHT (1)
B. G. Hach. B.G. nent B.G. B. G. Products B.G| - CSB
Machine tool Castings ¥atches

' Ball Screws
| (subsidiary) | (subsidiary) | (Subsidiary)
- Praga Tools - Plastic k. — Bearings - H¥T Lamps

-~ CNC - Press .
- Printing u.
- Food Processing =m.
=~ + New Products

2nd Phase (1995/96 - 1999/2000)

Chairman
| |
| I {Subsidiaries) : gl
Machine Too! Tractor Industrial Engg.Component Consumer Service
B. G. B. G. Machinery B.G. | - Castings Products - HMT(I)
' - Forgings - Fatches -~ CSB
YT (including - Ball Screws - Lamps - Cons-
Praga) - Bearings ultancy

l (Subsidiary)
- CNC
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Table VI-2-3. Size of New Business fliroups
(Based on 1990/91 Figures)
Business Total sales Net Profit Total No.
Group (Rs.million) |{(Rs.million) |of Employee
Machine Tool 2,633 -70 12,649
*1
Industrial 438 74 1,428
Machinery
Tractor 1,886 225 3,121
Engsg. 257 -9 1,498
Components X2
Consumer Pro- 2,478 73 7,300
ducts (¥atch)

Note + x1
%2

x3

Including CNC, Excluding Praga Tools
Estimated figures for castings and hall

screws, which
at present.

Size of Subsidiaries

are mostly double counted

Subsidiary Total sales Net Profit Total No.
(Rs.million) {(Rs.million) of Eaployee
H¥T Bearings 245 16 317
Praga Toos 506 -17 2,249
HHET Lamps 237 -G4 1,949
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(b) Major Changes

i.

ii.

il

Establishﬂent'of New Subsidiaries

The Watch Business Group should be separated as an
independent subsidiary company of HMT. Along with the
listing of the stocks of HMT Holding Company, the
stock of the new subsidiary company should also be
listed on the capital stock market.

The Lamp Unit should also be separated from the main
HMT as a subsidiary company. In advance to the
separation, the enhancesent of the profitability of
the unit by wodernization investment and stratesgic
alliance with world leading companies in the field is
essential.

The separation of CSB as subsidiary computer service
company should be promoted, after their service capa-

“bility for companies -outside HMT has been considerably

expanded.

Estabiishment of the Industrial Machinery Business
Group

Divisions such as DCB, PHK, PRH in the current Machine
Tool Business Group and DMU in the Agricultural Busi-
ness Group should be separated from each business
group, and & new independent business group should be
established.

Establishment of the Engineering Components Business
Group

All foundries attached to each wmachine tool wunit
(including Pragas foundry & forge) and tractor facto-
ries should be separated and unified into.a new Inde-
pendent business group. Ball Screws and Bearings
Subsidiary will also form part of this group.

~432~
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(c) Characteristics of the Industrial Machinery and Engeg.
Components Business Groups and the Expected Effect of
its Establishment

i. Characteristics of the Business Groups

- The characteristics of the Industrial Machinery and
Engg. Components Business Group are widely different
from the other Business Groups. W®hile each of other
Business Groups is supposed to be a profit center,
each unit of the Industrial Machinery and Egg. Compo-
nents Business Group would be & separate profit cen-
ter. ' '

- The major functions of the Directorate of Industrial
Machinery and £ngg. Components Business Group are
different from those of other business groups which
are each profit centers. They are mainly as follows:

a. To incubate each unit to & desired size to be an
independent business group or to decide to with-
draw froem some specific business ares or to

} diversify into new business areas.

b. Most of the key management decisions within the
group are made by the lead of the Business Group,
who should be delegated mosi of the powers fronm
the Board of Directors or Chasirman.

¢. Coordinaticn with other business groups.

d. Evaluation and guidance on the business and
marketing plans of each unit,

- Those sections such as technical, marketing, saies or
production planning, which are attached to the
Directorate in other business groups, are attached to

} each unit in the Industrial Machinery Business

o Group. The sections attached to the directorate would

be limited to such areas as personnel mansgement,
finance and planning. ' '

™y

s

- In order to avoid the increase of indirect administra-
tion expenses, each unit of the Industrial Machinery
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(d)

and Engg. Components Business Groups should try to make
maximum use of the facilities and administration
services of larger units of other bhusiness groups, for
which the support of the Regional Coordinatoers would
be expected.

Expected Effects

By separating various kinds of diverse business units
from major business groups of machine tools and trac-
tors, the development of each of these small units
would be accelerated by the following: '

2. Fair allocation of necessary internal resources;

b. Establisheent of an operation system which would
most fit their own specific business area; and

¢. Quicker business decisions for each unit.

The wmajor business groups of machine tools and trac-
tors would be sable to concentrate their efforts on
their specific areas.

The higher autonomy of each smai[_unit would create a
higher working morale and increase the sense of re-
sponsibility of their employees.

Dthér Relgted Changes
Appointment of Regionéi‘Coordinators

In those regions where sore than one unit belonging to
separate business groups are located, regional
coordinators are to be appointed.

Regional coordinators should plan and promete the

joint purchasing of parts and materials, joint use of
common facilities or production assistance from one
unit to another. ' C

=434~

N



)

(e) Heasures for Transition Period

i.

ii.

The Consuner'Products Business Group

Until it is separated as a subsidiary company, the
Hatch Business Group retains the same position as
other major business groups of wmachine tools and
tractors. ' :

Along with the measures to strengthen market competi-
tiveness, the Watch Business Group should start all
the preparatory work to be an independent and stock
listed company.

Until the Laap Unit is separated as an independent
subsidiary co#pany, it sheuld be controlled by the
same directorate.

The Coaputer Service Department
By the time that the activities of CSB can be expanded
and could be separated as an independent company, CSB

should be put under the control of the Information
Planning Department of CHYQ.
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VI-3. POSSIBILITY OF PRIVATIZATION
OF HMT

A. General

At the time of independence, India selected a socialist
pattern of development. The .Industrial Policy Resolutions
of 1956 and 1977 reaffirmed that the state would design and
direct the economy to prevent the concentration of wealth,
te remove regional imbalances, to establish social Jjustice

and to achieve self-reliance. During the period from 1950
to 1980, a large number of public sector enterprises (PSEs),
including HHNT, were set up not wmerely as a commercial

activity of the state, but to achieve the above goals.

By the carly '80s, however, there  was a growing
disenchantment with PSEs because .of the perceived
inefficiencies of many PSEs, the inability of the government
to meet the growing investment demand and the emerging
aggressive capital investment in the private sector. '

The two major causes of the inefficiencies of PSEs are
considered to be (1)the lack of autonomy and (2)the multiple
goals cast on PSEs. (Generally, they are said to induce the
following problems: '

~the absence of strategic management and innovative
actions due to the frequent change of top
management for political reasons;

-the existence of overemploymeht. the seleection of
disadvantaged locations and the adoption of
outnoded technologies; '

-delay of investmeni decisions which would lead to
an increase in investment costs; and

-low working morale of workers due to the
monopolistic nature of the company and the
bureaucratic way of management.

Considered to be one of the best managed of the PESs, HMT is

rated very highly for . its contribution to the industrial
development of ‘India, for the aid in developing hinterland
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areas and for fostering sgrowth in high-tech development.
HMT has also tried to establish a management structure which
would minimize the above disadvantages in the public sector

companies.

In spite of the above, HMT is still not conpletely free from
the inherent problems of PSEs in general. Under the
circumstances that the Indian economy is rapidly changing
from a planned economy inteo a free market economy and that
greater competitiveness and efficiency in the capital goods
industry is given higher priority than euployment or other
social objectives, it has to be again reviewed whether or
not HYT should still continue to remain one of the Public
Sector Enterprises. '
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B. Recent Indian Governnent'HoVes_for Privatization of Public
Sector Enterprises

It is evident from recent Indian government moves that the
pace of privatization of PSEs is likely to pick up in the
vears to come. However, the actual cases of privatization
of PSEs under the contrel of the central government are
still very limited.

Considering actval cases of sales of central government
shares of PSEs to the private sector in the last couple of
years, the cases of Scooter India Ltdl (two-wheelers}) and
the Taloja Unit (Black and white TV picture tube shell
ganufacturer) of Bharat Electronics Ltd. have come up for
public discussion. Both of these cases did not materialize
mainly due to the opposition of workers Lo transfer moves.

Though no overall policy has developed, the privatization of
specific activities within some PSEs has been pursued.
Among numerous such cases, Coal India Ltd: decided to
contract out all of its transport functions, and the 0il and
Natural Gas Commission built up a fleet of off-shore service
vessels and then, later, decided to privatize then. In
another case, Hindustan Zinc Ltd. decided to sub-contract
its pew mine development work and internal material handling
work to private sector parties.

In a few recent instances of dilution of the central
government equity holdings in PSEs throush the issuance of
fresh equity to the -public, there are the cases of
Industrial Credit and Investment Corporation of India
(1CI1CI1) and Shipping Credit and Investment Corporation of

India {SCICI). In both of these cases, the direct_'and
indirect holdings of the government still remain over_51%
after the dilution. Another initiative is that by Maruti

Udyog Ltd. (MUL), a joint venture hetween the government and
Suzuki Motor Co. of Japan. Suzuki, which holds 26% of MUL’'s
equity st present, has proposed to raise its share to 40%.
There has been no opposition to this move from the govern-~
ment and the change is expected to be {mplemented as a means
of financing HUL’s planned capacity expansion. It is re-
ported that there has also been some talk of issue of equity
to the public in this regard,. '
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The practically first policy move by the Government of India
to divest some of its stake in selected PSEs was initiated
in the Interim Budget of 1991, In this budget, the Finance
Minister proposed divesting the 20¥% of the government’s
stake in certain PSEs, and selling their shares to financial
institutions, mutual funds and workers, with the aim of
improving the Government’s resource position, encouraging
wider public pavrticipation and promoting greater saccount-
ability. The budgeted resource mobilization through the
seasure is estimated at Rs.25 billion during 1991/92.

Furtherwore, the New Industrial Policy announced by the new
government in Parliament in July 199! mentions that: the
government will review the existing portfolio of public
investments with greater realism. It proposes that in the
case of select PSEs, part of the government's equity should
be disinvested in order to provide further wmarket discipline
in the performance of public enterprises. :
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C. Pros and Cons in the Privatization of HHT
1. The Merits of Privatization of HMT

The privatization of PSEs (transfer of sovernment shares to
the private sector) in itself does not create any divect
tangible effects on the managenment of the company. The key
issues to be investisated would be the objective of the
privatization and the kinds of mneanagement systems which
would be established after privatizastion. Thus, the mnerits
of privatization of HMT would differ largely according to
the form of the new HMT organization after privatization,
the extent of privatization (share held by the Government
after privatization), the types of new share holders (finan-
cial institutions, emplovees, foreign entities, etc.) or the
timing or schedule of privatization.

In spite of the above, the expected w@merits of the
privatization of HMT are generalized and listed below:

1)Freed from various. kinds of social and political
requirenents, HHMT could put higher emphasis on
efficiency and on increasing competitiveness;

2)By avoiding the freduent changes in top management
based on political decisions, top management could
promote strategic managemnent based on a longer-terns
perspective; o '

3)Given more autonomy, the. HMT could be =aore result-
oriented and could be free to follow their own
initiatives; ' _

4)More autonomy for HMT as a whole would. make it
possible for each section of HMT to be delesgated
higher responsibility and autonomy, and for each
employee of each section to enhance their working
norale; .

5)Each section of HMT could make quicker investment
decisions and other management decisions according to
the changes in the market;

8)The establishﬁent of a participative work culture, in
which all those who contribute to the economic
activities are collectively equal to management and
responsible for the results, would become easier;

7)Generation of necessary investment funds through the
capital warkets would become possible, as long as the
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investment projects are sound; and
8)Capital or technical tie-ups with foreign enterprises
would become easier,

2.The Denmerits of Privatization of HMT

The primasry demerit of -privatization would be the loss of
protection and privilege given to the PSEs by the government
or other public sector organizations. Thus, this is more
direct than the expected merits of privatization. With the
progress of the liberalization of the Indian economy, howev-
er, the level of the protection and privilege given to PSEs
is gsoing to be lowered whether or not HMT is privatized.

The major projected demerits associated with privatization
of HMT are listed as follows:

1)The market competitiveness of HMT products in such
public sectors as defense, railways or other public
utilities would be weakened (HHT would no longer
benefit from the preferential purchasing systemn);

2)The recruitment of funds with interest rates below
market rates would become difficult;

3)1t would become difficult for HMT to keep the present
monopolistic position in the market wunder the
protection of the governmental control of investment
license: -

4)There would be no preferential treatment for the
allocation of foreign exchansge;

5)The negotiation power with related governmental or
other public sector organizations would hecome weaker;
and '

B)The present good communication network with related
government organizations would be difficult to
maintain. '
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n. Alternative Structures and Measures for Privatization
1. Alternative Structures

(a)General

As alternative structures for privatizing HMT, the
following options would be considered:

I)To privatize HMT retaining all of the meajor
business areas within a single entity;

2)To separate HMT into a certain number of
autonomous business activities and privatize all
or selected activities, and

3)To establish a holding company having current
major business groups as subsidiary companies and
then privatize that holding company

Among the above, the third option would be considered to
be a variation (possibly an intermediate structure) of
the first and second options. This option -would not

only have most of the disadvantages of splitting up the
company (2nd option) but also preclude the subsidiaries
from taking full advantage of their independent company
status., Thus, in this section, the pros and cons of the
above lst and 2nd options were investigated based on
following aspects:

1)Financial considerations
a. Financial performance
b. Inter-unit business and services
¢c. Taxation

2)0rganizational synergy, in
d. Marketing and distribution
e. Production process and techneology
f. Personnel and employee motivation

3)0thers
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(b) Financial Considerations
i. Financial Performance
The three business groups of machine tools, watches, and
agricultural machinery and the lamp unit, at present,
comprise all of HMT excluding subsidiaries. The current
financial performance, however, shows a grave mismatch
between the capital employed, the value of =sales
turnover and confribution to profit, as shown in Table
Vi-3-1.
Table ¥I-8-1. Conparative Performance of Business Groups
( Unit ! Rp.Killion )
BGHM BMY BGA Lamp
Capital Eaployed 2,251 2,609 473 128
Gross sales 3,066 2,211 2,063 239
Net Profit (BT) : 3 77 2256 -62

. Note : No asdjustment made for unallocated expenditures

i

it is also clear that a certain number of units or
business groups are not viable at present and possibly -
could have had to write off their entire net worth if
they had been independent coperations. Thus, any schene
for hiving off certain activities will have a direct
impact on the profitability of the residusl activities.
To illustrate, if lawps could be hived off into a sepa-
rate entity, HMT's net profit would increase by aleost
25% in terms of its 96/91 performance. On the other
“hand, if the agricultural business activities were
separated, HMT would return a net loss after the adjust-
rent of unallocated expenditures.

i.Inter-unit Transactions
Internal businesses of.HMT‘ape comprised of equipment

and components manufactured for other units, Jjob work
for other 'units as well as facilities and services
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ii.

provided by one unit to another. While just over 1% of
the turnover of the machine tool business group is
accounted for by the transfer of machines to other
business group, the proportions are higher for internal
Jjob works,  component manufacturing and '
facilities/services provided. Because not all of these
transactions are made on 2 market price basis, any
proposal to hive off certain units/business groups fromn
the wmain company will need to take into account the
implications of inter-unit business on the viability of
the respective units. '

i.Taxation

Under Indian tax -Laws, when. businesses are divested,
there is a danger of losing the benefit of carried
forward losses and unavailed incentives {(such as
unabsorbed depreciation and investment allowance).
Because all carried forward losses and allowances have
been adjusted in computation of tax for the accoumting
year 1990/91 in HMT, it is not a significant issue for
HMT at present in assessing the options. However, any
scheme involvirg divesture by sale of equity or assets
will need to give due consideration to the incedence of
tax on capital gains arising from transfer.

Organizational Synergies

.Technology and Production Processes

The technology used/required hy the various business
areas of HHT has different characteristics in teras of
complexity and pace of change. These differences

require differences in management emphasis, -styles and

organizational cultures, which way be wore easily
pursued in the form of separate entities. In terss of
production bprocesses, there are at present limited
synergies among the different business activities in

HHT.
Harketing and Distribution

Because the product range of HHT is so wide;.covering
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(d)

capital, semi-capital and consumer goods, the husiness
groups -of HMT are required to have different marketing
approaches and distribution networks, Thus, there is

Jittle synergy ascross business groups. In fact, certain

disadvantages are seen in the present structure in that
the needs of the lower volume business units may not be
taken into account in determining the overall markeiing
and distribution strategies of HMT.

HHT is a respected brand name in many markets. In
paking any decision to break off certain business areas,
it will need to be decided whether the resulting
gseparate entity or entities will be allowed to continue
to use the brand nane.

Similarly., in breaking up HMT, the business will be

losing certain economies of scale inherent in shared

infrastructure and support services for the marketing

organization. This will also be true for exports which
are at present channeled through HHT (I) for all the
business areas,

i.Personnel and Eaployee Motivation

At present, HHT has a common personnel management and

remuneration system throughout its units and depart-
ments. HMT, being one of the PSEs, is bound by govern-
pent direction in regard to remuneration. On the other
hand, there are significant differences in personnel
practices and remuneration levels across the industries
in which HHT is operatinsg.

¥hile splitting up the company into two or more entities
gay facilitate attempts at mnmotivating the workforce,
less flexibility in personnel mnanagement might be ex-
pected in the case that resulting entities continue to
he PSEs compared with the majority share being trans-
ferred from the government to the private sector.

Other Issues

Some of the other "issues which are relevant to the
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determination of whether or not HMT should retain its
major business areas within a single entity would in-
cludes (1)flexibility for privatizimg the different
business lines through ditferent means, or (2)flexibil-
ity for financial tie-ups with different foreign collab~-
orators for different business areas.

Clearly, the alternative of hiving off certain
activities is superior to that of retaining HHT as a
gsingle entity in this regard.

2. Alternative Measures

(a) General

As alternative measures for privatization, the following
would be considered in general:

1)Dilution of eguity through disinvestmeat or
issuance of fresh equity to public;

2)8ale of assets; and

3)Full or partial divestiture to a joint venture
partner, :

fther theoretical optiouns are possible such as leasing
or contract management. However, the effects of these-
measures are partial when compared to other options.

Thus, in this section, the pros and comns of the above

three alternatives were investigated.

(b) Dilution of Equity through Disinvestment or !ssuance of
Fresh Equity to the Public through the Capital Harkets

HMT could be privatized e}thér'by the divestment of the
Government of India’s holdings in HMNT or by the issuance
of fresh equity to the public through the capital

markets.

Either of these measures_wéuld allow the privatization
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(b)

(c)

ot HMT in steps, giving time to the workforce and public
to get used to the idea, and would be suited for the
privatization of HMT as one entity. '

The expected effect of these measures would be (1)te

mobilize resources and (2} to expose HHT to market

forces by inducing operating efficiencies. However, in
the case of disinvestment by the Government of India,
the funds newly recruited may not directly be channeled
to HMT if the government decided not to do so.

These measures could also be applied for the
privatization of the subgidiary companies of HHNT.
However, present levels of sales or profitability of HHT
subsidiaries would not be sufficient for the use of the
capital markets. :

Sale of Assets

Privatization through the sale of assets would be a
practical measure only in the case of very small units

of HHT. This measure may be simpler to implement in

case of non-operating or marginally operating units with
small workforces. '

The disposal of loss-making units through this measure
would achieve & limited purpose as long as the
liabilities (including obligations towards the workers)
remain with the parent company.

Full or Partial Divestiture to a'Joint Yenture Partner

This wmeasure would also not be suitable for the
privaetization of HMT as a single entity or for the
privatization of such major business groups as machine
tools, watches or agricultural machinery.

However, this measure may be useful for bringing in
(1)YIndian Jjoint. venture partners frow the same or
related industries for those business areas in

‘competitive industries where HMT's units are currently
not performing wei!. or {(2)foreign equity partners for
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units in business areas where foreign participation is
considered critical for reasons of technological or
export marketing support. '
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E. Conclusion

1. Basic Strategies for Privatization of HMT

(&)

ii,

ii

(h)

General

Based on the results of the investigation in the preced-
ing sections, the following three basic strategies are
recomnended:

The privatization of HMT as one entity should be
gradually promoted through the issue of néwy equity to
the public making use of the stock capital market, and
at by the long-term target year of 2000 (at the latest)
full privatization of HMT should be achieved.

In spite of the above, if the watch business

activities are separated and a separafte company were
established, that company should also be privatized In
the sams way as the main HHT. '

i. The establishment of Jjoint ventures with foreign
companies having advanced technology and international
marketing capability should aggressively be promoted,
for which the privatization of sowme units of HHT would
be accomplished through the sale of assets or shares of
winor units or subsidiaries of HHT to Jjoint venture
partners.

Reagoning for the Privatization of HMT as one Entity

The manufacturing of machine tools, watches, trectors
and lamps are the major business activities of HHT at

present. Apong these, the watch and lamp businesses are
in the weakest position to be handled by such PSEs as
HHT. From . the managerial viewpoint, however, HMT’s
excellent performance has been supported by the success

.pf diversification into these various areas.

Thus, the option to separate both the watch and tracior
husinesses, if it were pnot for the lamp business, from

HHT and their privatization would not be recommendable

since the mansgement base of HHT after separation would
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be considerably weakened. Furthermore, it scems that
the Government of India presently does not have any
intention to suppori thosc. PSEs whose financial posi-
tions were weakened.

Given the possibility that HMT would not be able to

maintain their monopolistic position any more in their
sajor business fields, more flexible response toward
changes in market demand and further aggressive invest-
ment for modernization of their production facilities
wotuld be needed. The privatization of HMT in :the near
future is considered to inevitable from the following

aspects:

[)To reeruit fTunds for strategic investment
for modernization; ' '

2)To. increase flexibility in narket-oriented
management, and. . :

3)To raise the working morale of employees by
giving them more autonomy and responsibility.

Reasoning for the Issuance of New Equity to the Public
through the Stock Capital Harket

It is reported that the Government of India has decided
to divest 20% of its equity in PSEs to mutual funds and
financial institutions. However, im India, mutual funds
are mainly controlled by the banks, and banks and
financial institutions are directly or indirectly owned
by the government. As such, the above measures are
essentially off-budget resource mobilizations by the
government and would meet limited privaetization

ohjectives.

In order (1)to promote the private sector participation
in mansgement, and (2)to secure investment funds for

HMT, the issuance of fresh equity to the public through
the stock capital market would be more appropriate. The
divestment of the government equity in HMT through the
stock capital markei should also be promoted. In this
case, goverament. policy should be that the funds thus
obtained are to be exclusively used for the investament

needs of HMT.
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The use of the stock capital market would have the
following advantages:

i, It is possible to raise funds according to the absorp-
tive capacity of the market and the needs for funds in
HMT. Thus, the privatization could be achieved in

steps.

ii. The performance of HMT, including both past and future,
would be evaluated by the market and the results clear-
Iy shown in the stock price. This would make the man-
agenent objective of HMT clearer. B

(d) Reasoning for the Promotion of Establishment of Joint
Ventures with Foreign Conmpanies

The Government of India has recently announced the New
Industrial Policy to promote foreign investment by
allowing majority shareholding by foreign companies.
Kany of the units of HMT, such as printing machinery,
diary machinery, die casting machinery and plastic
machinery, are facing an urgent need to introduce ad-
vanced technclogies from leading companies in the inter-
national markets.

An aggressive policy to promote the establishment of
Jjoint ventures in high-tech areas in collaboration with
foreign companies could bhe implemented making use of the
existing resources of various units of HKT.

2. Marketability of HMT Shares

Once the enlistment of equity shares of HMT in the stock
capital market has been decided, consideration needs to bhe
given to  the marketability of the shares to potential

investors.

The marketability of shares to the public depends on various
quantitative and nonquantitative factors, including inter
alia:

- past financial performance

- past dividend record
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~ future prospects

A company like HMT having a good image in the high-tech
industry is expected to get a rcasonable response from the
market despite the recent poor profitability and the absence
of a dividend record, if it were to go to the public with &
convincing development plan. However, it would still diffi-
cult to realize a price commensurate with its book value if
HMT cannot achieve higher financial performance.

The well diversifled Indian private séctor companies in the
capital goods sector have price-earnings (P/E) ratios in the
range of 10 - 20. HMT's earnings per share (EPS ; Nominal
value of per share of HMT - is Rs. 1,000) which was about Rs.
106 in 1988/89 went down to Rs. 70 in 1989/90 and has in-
creased to Rs. 211 in 1980/91. . On & three year average
basis, the EPS works out to Rs. 129. At this earning level,
taking a P/E ratio of 12 (which is considered reasonable in
HMT’s current context), the market price works out to be Rs.
1,550, as against HMT’s book value {(without revaluation) per

share of about Rs. 38,700.

Thus, if a price of Rs. 3,000 is considered fair for the Rs.
1,000 share, the financial achievement of HMT should be
further improved to the level of a sustainable EPS of Rs.

250,

—452-

()



]
)

VIT. DIRECTION OF THE HMT’'S MID-—
TERM AND LONG-TERM PFPI.AN

VIT-—-1. General

HMT has a structured system and organization to formulate
long range (usually 5 year) corporate plans. The latest
results of such efforts have been summarized as the Fourth
Corporate Plan for the period 1990/91 - 1934/95. This
Fourth Corporate Plan is further updated and rolled over
to 1981/92 - 1995/96. '

The existing corporate plan of HMT is still insufficient
from a8 strategic viewpoint and lacks a long range perspec-
tive. This is partly because of the fact that the present
corporate plan was established by simply accumulating the
unit-based plans, but mainly because of the fact that
the business environment surrounding HMT is swiftly chang-
ing.

Until now, the operation of HMT has been largely affected by
the folloying business environmental factors, which are
unique from an international viewpoint!:

(1) The Indian economic siructure is mainly based
on the planned econouny;

(2) The Indian econoay is stiil uhder—developed in
genersl; gnd '

(3) There are a variety of socio~political require-
wents for HMT as a public-sector enterprise.

The - above basic  fundamentals of HHT’s operations are.
presently going to shift rapidly, due to the inherent

.probless induced from its current structure., The key factor

for. these changes could be summarized '(Refer to Tig.
VII-1-1} in one phrase, ” Liberalization of the Indian
Economy”. . '

Under the above circumstances, the corporate plan of HHNT
requires a longer-term perspective, and needs to initiate
further drastic changes in order to strengthen its
international competitiveness.
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Fig. VII-1-1. The Currént Business Environsent nf_HHT and the Direction of Changes

Current Business Environment Surrounding HMT and its Problems

Planned Econoumy

» Domestic market is protected from imporied
products, ' .
¢ Entry of newcomers into the market Is re-

-Bonestic
market com~
petition is

stricted by Industrial License. not severe.
Underdeve loped ¢ Poor infrastructure -Poor inter-
Indian Economy * Requirement level for product quality is national
in General generally low. competitive
«Limits on the introduction of the world’s ness of
latest technology and equipment products
HMT as a Public o Low incentive for factory modernization due ~Limits on
Enterprise to the targets of employment generation productivity
s Low direct .incentive for workers to improve or efficiency
productivity jmprovements

e Political intervention in new investments or
plant locations

Liberalization of Indian Economy

Impact on Indian Ecanomy

e Liberalization of imports

e Liheralization of new investment <<i:::::

s Liberalization of licensing and
joint-venture establishzent

competition

‘Strengthening of international
coupet itiveness of HMT

¢ Poor product quality and price
competitiveness of Indian pro-
ducts due to the lack of market

o Detay in the development of
Indian capital goods industry
leads to weakness of the Indian
ganufacturing sector in general

° Poor B/P condition of India

e Delay in the introduction of
advanced technology and GQUiplﬁj
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VIIT-—2. Framework of Long—Term and
Mid—Term Corporate Plan

The corporate plans should consist of (1) a long-tern
plan with a target of around 10 years, (2) a mid-term plan
with a target of around 5 years for achieving a long-ternm
ptan, and (3) & short-term plan which should be put into
action immediately,

The long-term plan should be rather broad-based so that it
would not be affected by day-to-day or annual changes of
circumstances. . It mainly consists of (1) & corporate
mission and objectives, .(2) a business domain, (3) macro
targets, or (4) long-tere strategies.

The mid-ters plan should give clear guidelines to each wunit
of the coxpany. It consists of (1) mid-ter® macre target
figures divided into each unit, and (2) mid-term strategies
to be taken. ‘

‘Based on the above long-term and mid-term corporate plans,

(1) the short-term action plan should be established, and
(2) the action plan has to be incorporated into annual

‘planning or annual hﬁdgeting.

Fig. V11-2-1. Framework of Corporate Plan

LOKRG-TERM
(Vision)

DOMAIN

—

HACRO TARGETS

HID-TERM

STRATEGIES
~BASIC STRATEGIES
~~UNIT STRATEGIES

TACTICS
*Action_Pian
~Annual Plan by Unit




VII—-3. HMT Long—-—Term Corporate Flan
A. Corporate Hission and Objectives

hs a public"sector enterprise, HMT was established with s

clear mission. However, with the progress of business
diversification and the change of emphasis in national
priorities, the ocorporate mission and goals - have been

slightly chaﬁged, and have been announced at the stage of
the establishment of esch corporate plan, These are summa-
rized in Table YII-3-1. K

Takihg inteo consideration the recent economic environment
changes in India, the existing corporate mission and objec-
tives, and the stated vision of the will time Directors of
HHT for the future, the long-term corporate vision of HHT
for the 21st Century was established: '

CORPORATE MISSION OF NEW HMT
INTO THE 2157 CENTURY :

1 To lead Indlan industry in the
establishment and mo&ernizafion into
high—-tech manufacturing areas;

2} To establish itse_if as one of the
worlid’se premier companiéa in the
enginecering field having stréﬁg
internationai cﬁmpetitiveness: and

3) To present an actiwve and a pleasant

working enwvil ronxﬁent -

Arising from new corborate gission of HMT, the corporate
goals of HMT could be re-stated as follows:

1) To achieve mwarket lesdership in India by

ensuring customer satisfaction by supplying
internationally competitive products and”serv~
ices;

2} To encourage the modernization of Indian indus-
try through the supply of engineering goods and
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services of world class excellence;

3} To maintain tedhnological leadership through
continuous efforts to update product technology
and manufacturing methods;

4} To globalize the company’s 'operations by de-
veloping a mix of international markets and
businesses,;

5) To ensure .a satisfactory return on capital
cuployed to Eeet the growth needs and the aspi-
rations of the Coupany’s stakeholders:

6) To improve and sustain the quality of worklife
for enmployees through enhancement of huwman
skills and working morale; and-

7) To encourage the development of ancillaries and
small industries and to improve the environzent
in the vicinity of the company’s operations.

The proposed new corporate Rmission, objectives - and
strategies of HHT to respond to environmental changes are
sumearized in Fig, VYII-3~1.
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B. Business Bomain

In order to identify the direction of future business diver-
sification, the business domain in which HNT should survive
and enter into in the future, should be fdentified. The
identification of the business dowmain would enable HHT to
concentrate its limited internal resources on the develop-
ment of identified areas. However, the domain should also
be large enough so that it would enable HMT to grow with the

desired speed.

The identification of the future business domain of HMT
should also be made keeping in view: (1) future projections
of current business lines, and (2) direction of future
business expansion,

From the above, the business domain of the NE¥ HMT could be
defined as follows!:

The Business Domain of the NEW HMT i=
an upgrading of the country ' s engineer—
ing production technology levael. which
isg mainly bagsed on mechatronice tech—

nology .

Starting from the msnufacturing of machine tools, HHT has
succeeded in diversifying its product range to such areas as
watches, tractors, dairy machinery and lamps. These diver-
sifications have not only contributed to the growth of the
company, but also provided substantial advantages in the
upgrading of machine tool and high-tech manufscturing tech-

nologies.

The above re-definition of New HKT’s business domain should
not exclude the possibility of product_diversificatioﬁ of
HMT in the same manner as in the past. Fhile defining
clearly the business dorain of HMT, it should also pursue

the direction of capturing the business potential in other

areas which require high-tech investeents or upgrading the
country’s engineering prqduction technology level as a

whale.
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The business dowain of HMT as a Group (including subsidiary
companies) should also be defined in a broader perspective,
which is summarized and illustrated in Fig., VII-3-2,

Fig. ¥i1-3-2. Business Domain of HMT Group

HHT Group

CwimlG@ds
(Holding Company)

Hachine Tools

Group
Industrial Tractor
Machinery Group.
Group

/

HMT Servicé
Sector Group

BMT Engineering
Components Group

" HMT Consumer
Product Group

Castings
forgings
Bearings
Ball Screws

Trading
Software

Yatches

- Lanps

Technical Consultancy
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€. Hascro Targets

In order to make the long-term target of HMT's operations
more concrete and visible, an effort was made to identify
the wmajor financial and other business indices to be
achieved in the targeted year 1399/2000.

As preparatory work for the above, the unit-based corporate
plans from all of the existing HMT units were collected, the
results of which are summarized as follows:

Tabie VI1-3-2. Summary of HKT Unit Corporate‘P]ans
( Unit : Rs.million )

1985/96 1989/2000

" Sales NPBT No. Qf Sales NPBT No. of
Employees ' ' Ezp loyees

Machine Tools 5,956.6 504.6 14,114 9,776.1 976.8 15,018

Hatches 6.154.7|  395.7 9,500 | 8,938.6| 716.3 8,999
Agri.Machinery | 4,178.7 | 214.3| 4,304 | 7,851.1] 432.2 | 5,977
Luap 2,466.4| 121.5| 1,858 | 4,336.5| 256.2 2,007
Adjustment ~508.5 - na. | -871.5 - n.a.
Total 18,247.9 | 1,237.9| 30,228 |29,930.8|2.381.8 | 22,002

Furthermore, a comparative study of the size of major ma-
chine tool wmanufacturers in the world wmarket was made, the
resulﬁs-of which are sumpmarized as follows:
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Table V1}-3-8.

Cormparison of Xey Financial
the World's Hajor Machine Tool

Indices among

Hanufacturers

Cincinnati | Toyota Toshiba Hitachi HMT
Hilacron Hachine Work | Hachine Seiki Co. Linited
(usA) (Japan) (Japan) {Japan) (India)
FY1987 FY1989 - FY1989 FY1989 FY1889
Total Sales U5$828 wil. | ¥156.6 bill; ¥120.4 bill. ¥51.8 bill. | Rs.6,284 nmil
(in US$ million) (828) (1,118) ( 860) { 370) ( 350)
Net Profit (BT) -US$80 mil. | ¥9.5 billion | ¥7.8 billion | ¥4.7 billion | Rs.58.1 mil.
(in US$ million) (~80) (68) (56) (34) (3.5
Total Number of
employees 8,938 4,378 3,330 1,180 28,592
Sales/Employee _
(in US$ 1,000) 92.0 255.5 258.3 313.6 12.2
Line of Business [ Hachine Hachine Machine Hachine Machine
Tools 45% Tools 36% Tools 3b% Tools 92% Tools 37%
Plastic Auto Plastic Parts & Fatches 32%
Hach. 28% Parts 57% Hach. 34% tools 8% | Tractors 27%
Other 27% | Other 7% 1 Dther 11% Other 4%
Note US$1.UD = ¥140 = Rs.18

Based on the above results,

HMT was set as follows:

the
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Table VII-8-4 Hacro Target of HMT Group

(Unit:Rp.million)

1990/91 1986/97 1999/2000

Annﬁal turnover 8,730 24.000 40,000
No. of emplovees 30,870 28,500 26,500
Net profit _ 145 _ 720 2,400

in target years

Major businessgs lines

Hachine tools 36% 30% 28%
Tractors =~ 22% 21% 22%
Industrial Machinery 5% - 15% 20%
Engineering Components 8% 10% - 12%
Consumer Products 31% 24% 18%
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Vii-—4. Basic Strategies

A. Bagsic Strateglies

Based on the above long-term corporate plan of HMT for the
21st Century, the following 5 basic strategies are identi-

fied:
1) Organizational Restructuring;
2) Modernization of Kenufacturing Plants;
3) Promotion of Productivity4i=proveﬂent Activities;

4) Promotion of Mechatronics Technelogy Development;
and

5) Intensification of Export Promction and Expansion
of Internationai Operations.

The relationship awmong (1) the Corporate Mission, (2) the
Corporate Objectives and (3) the 5 Basic Strategies is
illustrated in Fig. VII-4-1, which is further broken down in
Fig. ¥1[-4-2, Fig. VII-4~8 and Fig. VIi-4-4.

~ 1468



Fig. ¥il-4-1.
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Fig. V11-4-2, Strategies to Increase the International
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of HMT
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Fig. VII~4-3. Strategies to be the Domestic Leader in
High-tech Manufacturing Technologies
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Fig. Vil-4-4,
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1. Organizational Restructuring of HHT

(a) Listing of Stock of HMT on the Capital Market and
the Gradual Privatization of HHT

The privatization of HMT should be promoted in stieps

through
capital

year of
of the government would be transferred to the

share
private

the issue of new equity to the public in the
market, and, at least by the long-ters target
1889/2000, full privatization (the majority

sector) of HMT should be achieved.

(b) Reform of the Organizational Structure of HKHT

The following reforms in the organizational structure of
HMT should be conducted as soon as possible:

Ry

2)

3)

The current business groups should be recast
into new Business Groups. '

In wajor Business Groups of machine tools,

watches and tractors, the Vunit of the profit
center should be shifted from the current unit
(factory) to each business group. Fhile in the
newly established Industrial Machinsry Business
Group, each unit should still keep the status of
profit centers. Each profit center thus created
should be given higher autonomy than at present.

The manazement structure of HMT to each section
should be made siwpler by reducing the number of
managenent positions,

(¢c) Improvement of the Personnel Management Systenms

The personnel management system should 'be improved
ismediately, with wmajor emphasis on the following:

1)

2)

A more result-oriented personnel remuneration
syster should be introduced,

The present incentive schewme, weinly based on

the standard hour output, should bg changed into
a genuine productivity-linked system.
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3 A more result-oriented promotiop system and
bonus system should be established.

(d) Establishment of Strategic Hanageuwent Information

(e)

(

b

)

System (HI1S)

The establishment of a strategic HIS should be promoted
with major emphasis on "standardization,””integration”
and the introduction of "EDI.”

Establishment of Joint Yentures with Foreign Companies

The establisheent of Jjoint ventures with foreign
companies having advanced technology and internstional
marketing capabilities should be aggressively promoted,
for which the privatization of sowme units of HMT would
proceed through the sale of shares or assets of minor
units or subsidiaries of HMT to joint venture companies.

BDevelopment of Ancillary and Other Related Industries

With the twin purposes (1) to extend the benefits of

expansion of HMT ‘& businesses into its neighboring
society, and (2) to increase HMT products’ quality and
cost competitiveness, support to ancillaries and other
related sub-contracting cospanies should be further

promoted. The ¥orker Entrepreneur Tiny Ancillary Com-
plex (HETAX) scheme which has already been launched by
HHT should be further expanded. The support to other

sub-~contracting cosmpanies in teres of technical know-

"how, management skills, procurement of critical raw

materials, Jjigs and fixtures or in training should also
be increased. '
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(a)

(b)

{a)

(b)

(c)

Hodernization of Production Facilities

Modernization of All Production Facilities of HHT in
Phases

The production facilities of almost all units of HMT
should be drastically modernized in phases with the ain
of (1) raising efficiency, (2) expanding production
capacities, and (3) waking them "model factories  of
advanced manufacturing technologies.” '

Urgent Modernization of Strategic Factories

Because of limited internal resoufces in HMT, certain
strategic factories should be selected for modernize-
tion, focusing on efficiency improvement, production
capacity expansion and setting a precedent to other
factories. Investments for such modernizations should be

implemented immediately.

Promotion of Productivity-improvement Activities

Change of ¥ork Culture of HHT

For building into the system steps which are necessary
for continuous productivity improvement, a productivity
improvement schewe should be ‘developed in which all
management elements are integfatéd. The scheme should
be upgraded step by step from a basic improvement pro-
grap to 8 complete change of work culture of HNT.

Initiation of Productivity Isprovement Program (PIP)
Making use of @& basic prograg, an "experimental
introduction of a Productivity Izprovement Prograp (PiP)

should be iuplenented; and a complete PIP best suited
for HYT should be established.

Extension of PIP to All Units of HMT

The application of PlP should be extended fo ail units
of HMT, and be sustained up to the level that the In-
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(a)

(b)

{(c)

(d)

proverent activity will becone routine and customary
behavior throughout the organization.

Promotion of Mechatronics Technologies
Establishment of & Mechatronics Center

A Mechatronics Center both for training and promotion of
R & D in advanced mechatronics technologies should be
established.

Intensification of Training of HMT Employees in
Kechatronics Technologies

Together with -the modernization of HHT factiories, an
intensive. training program should be implemented for HHT

eaployees.

intensification of Custowmer Training in MHechatronics
Techhologies

Customer training in mechatronics should be intensified:
in order to increase sales of CNC machines, FMC, FMS and
other factory-automation related engineering products.

Promotion of Integrated R & D Activities within HHT

Centralized R & D activities in CNC (Hechatronics)
technology should be prosoted primarily with the aim of
developing such- technologies as basic design for CNC
machines, FHMS and FMC software, auxiliary equipment for
FA, and software for CIN design preparation by the host
computer,.
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(a)

(b)

(e)

lntensification of Export and Promotion of International
Dperaticns '

Expart Promoetion

Through the following measures, the export capability of
HKT should be strengthened: '

1) The developament of exportable products based on
the analysis of international market needs.

At the initial stage of development, higher
emphasis will have to be placed on those cost-
competitive products such as GPHs, mwmechanical
and automatic watches, and castings. At the
latter stages, the development of exportabile
high-tech products would be necessary.

2) The strengthening of marketins capabilities of
HHT(1).

Together with the expansion of an exportable
product range produced both by HMT and other
Indian companies, the international wmarketing
strength of HMT(I) would be increased.

Propotion of Capital and Technical Tie-ups and
Strategic alliances with Foreign Companies

§Fith the aim of acquiring the most advanced technologies
and also international marketing skills, capital and
technical tie-ups with world leading companies in re-
spective fields should be aggressively sought.

Increase of Overseas [nvestuents

In order to achieve international cost competitiveness,
the selection of production bases should be exawmined
from s global perspective. Also, for the establishuent
of an international marketing network, it is necessary
to establish sales or maintenance service companies In

major overseas countries. flverseas investuents should

be made taking the economic viability for esch project
fully into consideration. '
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8. Long-term and Hid-terw Strategies

The basic strategies need not be divided into long-term and
mid-term strategies.  However, the priority of the basic
strategies would be slightly changed according to progress
in the development stages.

The establishusent of the NEW HMT into the 21st Century would
proceed by dividing the developrent stages into the follow-
ing two phases:

1st Phase ( 1991/92 - 1995/96)

Development Stage : Stabilizing the Foundation
' of Business Operations
Bevelopment Target : Adjustment to the liberalization

of the Indian Economy
Beasures to be Taken : 1) Product cost reduction
' : 2) Product quality improvement
Strategies Stressed : 1) Medernization of strategic
: manufacturing units
2) Promotion of productivity
isprovement activities
. 3) Qrganizational reforun

ond Phase ( 1995/96 ~ 1989/2000)

Development Stage : Measures to become one of
world leading companies in the
_ engineering field
Development Target : Adjustment to the integrated
world eccnomy
Heasures to be Taken : 1) Promotion of technology
2) Promotion of intermeati-
onal operations
Strategies Stressed : 1) Prowmotion of mechatronics
technoiogies
2) Hodernization of all
- manufacturing units of HHT
8) Intensification of export
prosotion activities
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