6 Corporate strategy
6.1 Outline

The grand plan of "the company will be survived as a major player in diesel engine market in the

Central Europe with sufficient competitiveness for the market economy " held up by the study team as

the futuee vision of the company is considered to be accomplished in the following stages.

(1) That it finds a way out of the crisis in the present situation and becomes an enterprise that has
gained an advantage in the competition of market economy.

(2) That it accomplishes privaliiaﬁbn.

{3) That il atfains a rapid progress.

The restructuring plan mentioned in Chapter § corresponds to one of altaining this first stage. The

original objective of the restructuring was considered to altain privatization, but this survey has not

made any concrete suggestion up to that stage. Plans for the privatization and the subsequent progress

requires strategic considerations. Strategic fie-up is an example. Such a issue became the subject of

general discussions with the top management of the Company.

Accordingly, the strategic issues are raised as an open question and as an advice to the Miclec

Engines Co.

The pu rbose and necessity of the corporate strategy 'v:vhich is discussed in this chapter is as follows:
(1)  Investigations to create new businesses and uew products.
(2) Studies ona future vision and programs beyond 2001, or al0 year vision.
The 3rd generation restructuring following the cuirrcnl " program (2nd 'generélion f
restructuring)  The new program covers the ré-engineering etc.
3) Utiiizing corporate resolirces and its core competence effectively to make the mid- and long-

term plan viable. The strategic alliance is a part of the study.

A relation between the issues to be studied and strategies is shown below, Fig. 6-1-1 at the next page
enumerates issues. These are attained through strategic approaches only, and for this purpose
principal strategies necessary for them are shown in the right and connected with arrows showing

relevance with the respactive issues.
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Tig. 6-1-1: Business starategy vs. Issues
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© 6.2 Restructuring Strategies

Reslmcluring's!rategies are divided into 4 items. The items (3) and (4) beiong'!o the future.
(1)Mid- and long-term plans - strategies of matching envirohmenl changes.
Vision of what the cormpany should be
Fields of business: Shaping up, development of new businesses
Adapiation to crisis _
(2} Restructuring - Competition-oriented strategics
Reorganization of business portfolio

Reform of organizational climate

-{3) Framing of reengineering (BPR)‘"""":""slrategies of process reform

Customer Satisfaction (CS), Quality ahd Function Deployment (QFD)
Attainment of process efficiency, concurrent engincering
Management infonnation control system

{4) Core competence’ management—Strategy of resource concentration

{1) and {2) weére proposed in the restructuring plan already.

{3) is a task to be tackled nexl. For this purpose, TGM surpassing 1SO 9001, fixing of improvement
course and construction of computer information system will be the pressing need. '

As for the core compelence management o'f (4), in slrenglhening the enterpiise structure hereafter, it
is suggested to focus on the company's owrt core conﬁpetence and strerigthen this with priority. As
elements for forming core competence of the company, the following items can be considered in the
process of survey. )
* Diesel engine {echnologies

* Enterprise stucture focusing on technologies

k3

High kevel of skitls theough all strata of management, engin'eers' and Workers

*

Short defivery tinwes _
* Flexible posture, organization ¢apable of adapling quickly, quick decision

* Good labor-management relations

As shown in Fig. 6-1-1, the above nestaicturing sfralégies are (o be concentrated on:

! Tre re-cogineering concept wes introdeced inthe ULS. inearly 1990 in order to make the ULS. oanufacturing industry competitive
with that of fapan. [t is a manifesto for the business revolution and more drastic than i rostrockwring. Hs strategy is the Total Quatity
which s its 37 stage next 1o the first §tage of cost strategy and the sccond $tage of the market stralegy. The re-caginecring aclivities has
sestored Lhe competitivencss of e US manufactusing industey. The Busingss Process Restrocturing isa meihod of the
Reenginering ’

2 Hiis & sct of core skifl and technology useally hidden in the fird. When iLis explored, the strategically employed the core competence
can creale a new valug for cuslomess or new business which any other firm can not follow.
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(1) Outgrowing the old problems of the time of company division of siate-owned eiterprises into the
present company,
(2) Shifiing to market economy through strengthening the product-wise compelitive power and

(3) Privatization.

6. 3 Business Tie-up Strategy

Restructuring plan of the study team presupposes self-reliance and self-help of the Mielec Engines,
<0,

Considering the preseﬁt automolive industry however, it is difficolt 1o expect a continuation and
growth of the enterprise” with self-reliance and s'elf-help .alonc. That principal automobile
manufacturers in Japan, U.S. and'Europe are making a business tie-up in some way 6r other is the
reason. Fig. 6-3-1 gives the results of a comparison of the recent business tie-up in the Japanese
automotive industry with that 10 years ago. A tendency to horizontal tié-up by inter-trade coopération
is conspicuous in these 10 years.

This is not limited to Japan, but is a global trend. Globalization and mwltinationalization of
automobiles advanced so far and the industry is now shifting from the age of excessive competition to

that of symbiosis.

Fig.6-3-1
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The study'te.am suggest that Mielee Engines too will strategically plan a favorable tie-up for the
development of the company hereafter. For this purpose the first conside ralion is to:
(1) Become an excellent world-level enterprise and have a competitive power under the market
economy
(2) Become an attractive enferprise that can offer products and services having a ment with
them.
'I‘he following is the iters which we discuséed with Miglec Engines Co. but this is limited to ways of
thmkmg and does not inchude lhorough argumanls nor concrefe suggesuons on the part of the study

team. The team recommend that the Company continuous studying these maters hereafter.

* Horizontal tic-ip of engine makers affiliated with Leyland
The brand Leyland too is an important elenent.
Andoria
This cdmpany fhas applied for contract processing of crank and cam shafts and Mielec Engines co,
too has booked orders of contract processing. Though 'on a small displacement, it is also producing
engines and generator sets under the same Leyland license. (for some models not alh)
Fields of tie-up: Selling, and joint development of Euro-2 engines (both firms are receiving

. support of the Krakow University).

Ashok Leytand (India)
This is a Leyland engine manufacturer.
This firm is in the process of introducing new engines from IVECO
Tie-up with other uylana-afﬁiiated'companies: DAF (Holland) _
DAF produces basically the same engines with that of Mielec Enginés. It somewhat enlarged the
'cylinder bore, and the latter once had a talk on a tie-up with it, but is planning produce domestically
and as competitor. '

¥ Vertical integration of transport vehicles inside Poland in the Zasada group
Reseacch is underway already. A stable supply is possible under the tie-up with users, but thero isa
problen also of its being an affiliate with Mercedes-Benz.

* Horizontal infegration of parts manufacture inside Poland
The company has started studying manufacluﬁng other paris of Andoria in other countries.
Highly added value system products will be preferab!e

* Joint R&D) in paricular, development of Euro-3 engine in coi!aborauon with other
diesel engine makers in Poland.

Acceptance of direct investmients from foreign nmakers
Acceptance of direct Investments is very advartageous in that they entails technology transfer and
introduction of management know-hows, There may be expectations of transfer of new technologies

in case of Japan etc., but that depends on the investor's strategic judgment on the beneficiary and there
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is a growing dissatisfaction among a part of the Koredn enterprises that technologies are not

transfereed,

6.4 Marketing Strategy

As a fundamental condition :for the mid- and long-term plans proposed by it, the study

(1) Proposal of a Product Portfolioc Management (PPM)

The team presented a product combination plan. Fig. 6-4-1 shows the present situation. It proposed
the Fig. 6-4-2 as the vision in 2001, This is used as basic data for the restracturing plan proposed by it.
Verification of lhls pontfolio is being made in the Company.

For this puspose demand forecasung in particular is important in the future and is being studled in the
Company. At the moment, statistic data by preduct sector, information on other finns, etc. are in short
supply in Poland. ‘

In other Polish companies also, there are cases where a special conisultant is made use of considering

the imponance of demand forecasting.

(2) Adapiation fo the future changes in enterprise and market structures

The Polish automotive industry is noiv-répidlydeveloping and is predicted to beéome a large

production base in Europe in fuiure as a small car supplier (o the West Europe and the Central Curope

and the former Communist bloc are also said to be a large potentqal automobile market in the future.

The _automob;le malket in advanced countries however has become  saturated, and having

'environmema]'problcms to tackle, lﬁey have come to a deadlock in their preduction. It is under these

circumstances thal various busiri¢s§ tic-ups are under way. The production capacity in large-sized
diesel engines :a; pro&uce.d by the company paricularly is Superébdndagxl over the ‘world and
compelition is_' gelting eyer. keener. The S{udy team s.uggesl.s that Mielec” Engines Co. :‘sﬁou!d
strategically study the pbsiiibning of its businés‘s under such c_ircurrls!arfces. |

There are only two domestic dicse! engines makers in Poland. Mielec Engines Co. of large-sized
diesel engines and Andoria of small and medium-sized and Star of medium sigid Fig. 6-4-3 at the

next page shows a product influence map for the three makers.

~ (3) Fxport sirategy -

Strategically, recovered COMFCON markets such as Central Luropc and CIS, etc. and lhose of .

developing countries are consuiered promssmg The leam suggests that the Company conducts an

energcl:c marLel research by reopcmng the relaumnhlp with customers of the Eastern countries with

3 1t was initiated by Boston Consulting Group ink963. The  product Portfotio Manageaent was presentad in 1971 The simplest
- approach is 1o evaluate a product miv in term of the market growth and the company?s market share. Onc typicel application is 3
optirmun altocation of the compaay's limited resource.
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whom it once had relations and by using the overseas trade offieos of the govemnwnt,
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- {4) Strengthening of marketing function’
Strengthening of the company's own marketing function is above all the first consideration. Spheres of

marketing activitics are showq in the next Fig. 6-4-4. First handle the two spheres, the upstream area
of the product concept study down to the preduct plan, and the downstream area of the marketing
plan.

A marketing department was set up in the Company in 1995, but it is not in position to function in
praclice yet, As a fesuﬁ, the coopérative refationship between the marketing and development

departments is not functioning well. It is a pressing need (o realize the product developing process the

study team proposed in the restructuring plan of the preceding chapter.

MARKETING SALES AND SERVICES

C T B TPy PP P T TP T PP PR L ST INY

MARKET ANALYSIS

SRS ' M
IR probuer peveLoPENT FIIHLK
I  EHEE DI
GEFINE oceine 1] swvecmase ME) tesv execute |HH oevewer SELIVER WHITOR
MASKET ] #Ro0UCT [iE]  PRODUCT VAL IDATE sroovers | EH) sarkeving JH | & service PRODUCT
oPPORTUNITYIEY concert |HY P CONCEPTS i ] PLA PROBUCT AND PEAN
5;- T 3 i 3 3 { B ‘::‘Eru iXarrhiic .
LR . - ;a.si*?i&.\;f ,

cnruullr"nnunul:lFnluln"vnunrlna---u..‘aw-nnu;u- . Yarittrrene Y’l!v’.ll

PRODUCT PLANNING MARKETING PLANNING

Fig. 6-4-4: Marketing- & Product Planning

6.5 Product Strategy
6.5. 1 Product strategy

Products are characterized in tWo:concepts:
(1) Products characterized by the degree of integration

Products have different forms, namely components, sub-systems and systems.
{2} Products characterized by the value added

‘This concept is discussed in section 6.
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‘These wo concepis are related but quite d:ﬂ‘erenl ( For example, the sys!em is not'always of higher

value added than components.) - In this section lhe first concept  in discussed at the product strategy

Svystem inteerator

1\

INTEGRATED
SYSTEM PRODUCT

Assembler

SUB SYSTEM R
PRODUCT

COMPONENTS \ #—-——~ Paits Maker

Fig. 6-5-1: shows the product integration concept.

o

Major products of the Mielec Engines Co. are studied according to this concept

(1) Engine

The 11 liter engine which is a major product of the Company is a well integrated system as an engine,
However, when it is installed on a truck or bus, it is a component.

(2} ULarge Geneset '

" The Genesel egwpid with the Company’s own engine is a more integrated systein product than a
single engine.

©(3) ‘Small Genesel and Asnbulance car

" “Fhese are mlegraled sysiem products like the large genesets. ’I‘ne difference is their lower value added

~ for the Company than the large geneset, Therefore, higher degree of mtegrahon can be obtained from

= the large geneselt,

‘The study team recommend following product policies to the Company:

(l) The Company can be survived as a system miteyraton. well as a sing!e enging, The large
" genesels, co-generator system, and the application products as pump, COMPressor units, gas
éngines and special purpose trucks ete..

() The Company can supply variely of products as like componenis, sub system and.syslems. '
When the Company manufactures components highly integrated sysiem parts ‘are preferable.

'i‘hc systom panis in the context of this mntept is a sct of componenis whichis a sub—systcm of 2 totz] product bet has 2 spcific
function. The suspension system of the autormobile is a good example,
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6.5.2 R&D steategy for the Euro-3 engine

The Eure-3 requicements are most stringent in the world bike thor of Japan and the U.S. Even the
world leading diesel engine manufactures are concentrating their resources to meet the requirements.
The Mielec Engines Co. has to solve this problem by utilizing outside resources

. strategically.
Followings are some suggestions:

(D Cooperative works with key parts manufactures of the world class
@ Joint devélopfnent with the Kzakow Institute of technology.

@ Speading of necessary R&D cost and investment for new facilities..

6.6 Business Strategy (Value chain slrategy)s

This is a strategy of the b"u§iness evaluation and business deployment.
Fig. 6-5-1 represents this concept, but products are completed from materials into such on:ly afier
various processing stages, sold and their services are made available at the market. Their added value
builds up in this process. This process is called. The value chain. Value chain strategy means to
consider which part of the value chain to focus on or what new sphere to develop in the value chain,
ete., in adapting to the changing outer environment. Principal diesel engines, generzitor sets,
ambutance cars of Mielec Engines occupy entirely different areas of the value chain and can be a
suitable object of this approach. This way of thinking is an entirely dilferent concept from what is
called the elevation of added value productivity which re;in:senlé im:reésing the conventional alrizady '
defined scope of value added only. The principal business of the Company is composed of diesel
engines which are OEM products and end-vser producis. 1l manufactures generator sets, ambulance
cars, repairing and servicing parts and books contracl processmg orders (Prease refer appcndnx A 2). '

OEM engincs

Truck and bus engines

Industrial engines: Loading machine, flip-off fingers, self-propelled lift, fuel locomotive, fishing

boat, pumip uiit drive {water & mud pumper) and combine harvester
SpecnalI) —eqmpped vehicle: Heavy-duty drive road roller, dumping car, fire engine
Gas engine: This is presently a monopoly by Paland and in the timelight so that a lobby group was '
- organized for the passage of an environmental policy.

When these are compared we can see that the value added is entirely different by the type of the

3 Each firm must be uaderstond in the contexl of the overafl chain of valee-creating activities of which it is only a part. Unlike (e
Yalue Added, the value chain has inks 10 custormess o suppliers.



product. . _

It should therefore be evaluated using the value cha'm:concept. Fig. 6-5-1 represents a concept for
viewing the value added at each stage in the business aclivities from the handling of materials,
production, selling and servicing, and the refation of the transfer of added value between the suppliers
as well as customers toward the company. ' |

The original value added in an enterprise can be assessed with this value chain concept and it is

possible to establish a business strategy with this.

-» Amount of Value Added

Raw Matenrals

{ R&D

S Pants Manuofacturing

t Sub(Parts) Assembling -

a Vehicle Assembling

g Marketing

e Distribution f me— ' 3
Service :

Fig. 6-6-1: Business Value Chain
{An example of the Mielec engine)

Engines HD | Ambulance
Geneset |

Raw Material
R&D

O

Parts Manufacturing

Q0@

Paris Assembling

Vehicle Assembling NA

Markeling

Distribution

Service O
O Highvalue added  OMedium Value added

~ Table 6-6-2isa representation of the principal products of Mielec Engines Co. in

' ‘terms of value chain concept.

@@@E@O@

Q0010
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- The large-sized generator sets produce the largest in in-house value added and the smatl-sized

gencrator sets a large value added at selling Stage. The above assessment makes possible a strategic
reexamination of the product combination and can furthermore be used for creating or shaping up 4
new business.
Other businesses of the company are:
(1) Conteact parts processing
2 chain‘ng of its own and other's prod ucts
Periodical inspection and overhaul of dicsel engines
Safety check and minos repairing of heavy-duty automobiles
(3) Receipt of contract research orders
Diesel engine, jet pump, peripheral device and engine oil
{4) Barier trade (For example, receipt of considerations in wool instead of payment for conversion
into money through dealers)
(5) Transaction of products not related with the production of  the company
Contributions to the profit in the above business are as follows:

Engines 46%, supplics 18%, repairing 30%
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7 Recommendations te Polish State-Owned Enterprises and
Polish Government

The following recommendations have been derived from the study fesults oni - Mielec Engines Co. as
a mede! enterprise of Polish states-owned enterprises, and from other macroscopic studies on the
govemment and its related organizalions. The reconmmendations are mostly related to the automolive
industry. Since the automotive industry is related to various  industries, any recommendations for the

automotive industry may be applicable to other industrics.

7.1 Grand Pian and Strategy of Polish Automotive Industry in 2000°s
7. 1.1 Grand plan formulation in col!aboralioh with industry and government

Since the automotive industry is & nation’s key industry, the government’s industrial policy on the
automotive industry sector has a great influence on the national economy.

The Polish automofive industry’s share in its manufacturing sector is 3.4%' and the employees
share is 3.3% (approximately 96,000 people) Since the Poland has just started the acto production,
will be doubled as forested in S years. Jt is expected that the auto industry will be a key industry in '

fulure

" The role of the Polish autontotive industry in Burope and its Eastern market including CIS is the most

stralegic from a global point of view.
The grand plan consists next items.

(1) Annual production/sales goals for next 5 years and beyoﬁd

(2)‘ Export strategy

{3) Reconstruction of the Polish automotive induslry structure, in paticular the parts industry
(4) Moedemization of products and manufacturing engincening

(5) Yoreign direct investment and strategic altiance

(6) Transportation and diﬁln’bution

(7) Infra-structures, mostly highways and urban traffic ‘éyslem

(8) Energy and industrial waste

(9) - Environmental protection

! Yhe figure of Japancse auta industry is 13.6%
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7.1.2 Establishment of Industriat associatlon and society of erigineer$

It is most essential for the goverment to formulate plans and strategies in collaboration with the

industy and academy.

Members from industry and from universities are inviled to various  commilice meetings to discuss

policy fssues with govemiment people. _

In order to do that, the study teain recommends that establishiment of the Automolive Manufacturers

Association for (e Polish automotive industry.

The Polish Association of Automotive Employers which was founded in 199§ consists 7 final

assembly plants, 16 sub-assembly plants (engine or similar big parts ) and 2 research iﬁstitutes. The

tofal employees of the member companies are 70,190, '

In Poland, such organizations for individual ihdusriry sectors are not matured. The fapan Automobile

Manufacturers Association consists of 11 auto makers are planning important future activities.

JAMA suggests the industrial poticy and strategy for changing environmental situation, governmenial

rule making, the tax reform, standardization. Its other tasks are collection and analysis of statistical

data and the public relations ete. JAMA has its own test facilities (Japan Automobile Research
' Institute) as a proving ground and other laboratories mainly for the vehicle safety and engine ekhaust

ernission control and aliernative engines. The Tokyo Motor Show, one of the largest international

* auto exhibitions is also organized by JAMA,

7.2 Strengthening Domestic Parls Indusif_v

Dué to a self sufficient economy during the COMECON period, Poland has its own full-set
automolive pars industry. E\'en though it has problems like lack of world class technology and low
productivity, the ekigtencc of a basic aute paris industry will be a driving force for futuce growih in
the Polish auto industcy. ‘Iherefore, this is the most crucial issue of the govemment policies.

In August 1996, the government issuéd a decfee to rei]uire foreign auto assemblers to wilize parts
manufactured in foreign countries and assembled in Poland for final assembling. This intention of
foreign investors is to get the cheaper labor cost of Polish workess, but it does not benefit Polish
economy, This govemment policy works well for the promotion of the parts industry.

Isuzu Motors announced in January 1997 its plan to build a plant in southem Poland to manufacture
© 300,000 of small diesel engines for Buropean countries

Daewoo plans to introduce modemized technologies into main factories in Lublin and Warszawa and
13 other aﬁto parts factories. They also plan to buy 40% of its passenger car pans and 80% of its
comneicial vehicle paits from Palish suppliers. Daewoo will export some Polish made compdnems o
compaiy factories in Uzbekistan and Romania as well as car makers in Poland other than FSO.

Above hwo examples are good indication for the fulure prosperity of Polish parts induslry..
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7.3 Export policy

Trade and globalization

Japan, Gennany and Korea are successful at growing nrational economies by increasing the export
of cars. However the recent {rend in globalization has resulted in local production and locat R&D
taking the place of the export business. Businesses are becoming multinational and complex by
tie-up relationship.

Liberalizatio.h of trade in EU region is proceeding by a phase-in process of import duty tax
exemplion until 2002, consequently, the Polish auto industry has to be competitive in price and

quality to compete with foreign competitors,

Poland seems fo have an advantage in becoming dn auto production center in Europe which
su'pplies products in Europe and mostly the Eastem market. Already Fiat is planning to investing
over. 10 biliion US$ in Central Furope. Daewoo plans to invest I the central Europe and to CIS
about 3 billion USS$ to produce 700,000 cars, trucks and buses by 2000.

The Ministry of Industry and Trade? began to draft the “Industrial Policy Objectives” in the middie
of 1991 and was officially approved by the cabinet in Septermber 1993. However some probléms

are pointed out in the “Industrial Objecuve Policy as follows.

' @ Alihough the Industrial Development Bank and the Export Development Bank exist, they are

acling in somewhat similar roles as to comsnercial banks and fail 1o play their designed roles as
govemment financial institutions for supporting industdal development and export pronmting
finances. o
@ 1t lacks of a clear emphasis on the stiengthening of intemational competitiveness and expori -
promotion, which seems to be the mwost important issues bul'are listed in the “Industrial Policy
Objectives “as only one issue of many areas of industriat pohc:es |
.In May 1995, Industrial Policy Objectives for 1995-1997: Intemational Compeumeness of
Polish Industry” was adopted by the Council of Ministers.
In order to achieve the final goal of “establishing International Competitiveness of the Polish
Economy”, three important policy directions were selected. They are:
@A poticy of export enhancement  which pron‘xote;s a high rate of export expansion as the primary
driving force of Poland’s economic development. : |
@ M technology policy which aims at increased innovation and improved compatitiveness of the
industry, and
@ Poficy of structural changes which calls for successful adjustments in a market-oriented

economy, through adoption of appropriate legal and organizational solutions as well as

% Since January 1997 it was transformed as ihe Ministry of the Econonry
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economic and program decisions for changing its ownership, financial and technical structure.

The Ministry of !ndusiry and Trade was replaced by the newly established “the ministiy of the
Economy" in January 1997, The new Ministiy takes over.the responsibilities for the initiation and
implemenialibn of the state’s economic policy, and the coordination of the governments role in the
€CONORLC dcvelcpnxm of Poland. It is anumpated that the role of the Ministry of the Economy in
relation to state-owned enterprises is to be restricted to the minimum, and that it will have no
involvement in firms owncd by the state teeasury,

The new Mm:slry of the Economy will take over mosi of the funcuons curréntly camed out by the
Ministry of Foreign Economic Relations, and the i unchons relating to foreign capital inflows cu rtenlly
the responsibility of the Ministry of Privatization. The ministry will also assume responsibility for the
work of Polish trade counseloss attached to Poland’s embassics abroad.

In order to ¢reate new markets in overseas countnes, the role of the Commerciat Cohnciloi_‘s Offices
to collect information is important. Therefore, such functions and activities as Japall's JETRO(Japan
Extemnal Trade Organization) could be 4 good reference worth study by Poland.

7.4 ‘Technology and Science

Polish ¢conomies and industrial technology are by no means underdeveloped. Poland has high
cultural and educational tradition and abundant technical human resources. During the
COMECON period, Poland’s industrialization was successful, but its technological innovation
process was isolated from that of developed economies and Newly Industrializing Economics.
Now there exist a clear gap between Poland and those économics.

~ The issue is how to improve the existing fess-advanced iechnological ‘standards. The
govermment’s “Industrial Policy Program for 1995-1997" prepared by the Minisiry of Industry
and Trade deals with this problem in * section - Technology Policy Measures Aimed at the
Improvement of Intemational! Competitiveness of Industry”. The tasks ~proposed for
implementation under the Program specify the following four areas:

+ (1) Toexpand industrial research and development activities.

(2) To strengthen infrastructure required for R&D implementation.

(3) Toattain intemmational quality standards ané modem produciion profile.

' (4) Toimprove the information system and to raise staff qualification.

Formation of the Technology Agency was proposed in this program and it was implemented in
January 1997,

Many enterprises have nol applied research-results in indﬁs!rial_ practice because of poor
financial conditions and obsolete facilities and equipment for R&D activities,
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In case of the Euro-2 engine development, Mielec Engines Co. employed the following.

(1) Ask Krakow Instituté of Technology Lo assist R&D.
(2) Uiilize test facility at the University.
(3) Utilize KBD fund as its part of R&D cost.
The study team appreciates this as a good example of an industry/academy collaborative
progran. In Japan, there is no good case like this.
As far as the study team understand the Polish industry is assisted by high quality specialists
from Research and Development Centers, The assistance covers the research on the following:
Vcehicle technical checkup, environmental problems, engine combustion, engine control,
alternative fuel for engines, aerodynamics, vehicle and engine dynamics and testing new
malerials. The leaders in the field are: The Institute of Automotive Indusiry in Warsaw, Molor
car Cenier in Bielsko-Biala and Motor Car R&D Center in Warsaw, Institute of Aeronautics.
There are other un‘weréilie&
However, Polish universities have no enough fund te conduct R&D and their mission is ntostly
placed on the education of students.
Even the enterprises ¢an not afford it.
Again the study team recommends the - formation of Society of Automobile Engincers in
Poland. Al of major automotive manufacturing couritries have this kind of society generally
called SAE. |
The SAE's activities are as follows: ‘

To hold technical conference of both demestic and intemational,

various committee activities for making technical standards, joint research,

publication of technical joumals, hand books, statistical informalion,

" technical books, standards for test procedures etc.

- In Poland, the Commission of Motorization (Professor Zabrocki as the president)

under the Polish Academy of Science was founded as a Krakow sub committee

and publishing proceedings of technical papers. _

Poland is an active member of intemational erganization of the internal combustion engines
called CIMAC. |

- Undér these circumstances, it is assumed that the SAE of Poland can be esl:iblishéd. The

Society will stimulate Polish avtometive engineers to modemize,
technology and enhance joint R&D program among enterprises as seen in Japan, the US and
Westem Europe. This may save money and also integrate knowledge .
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7.8 Summ:ary

There are many incentives and other measures which are prepared by the government.
Table 7-5-1 summarizes them.

Table 7-5-1 Policy targets and their measures

Finance | Credit Tox lncentive | Aidfund | Human - | Inforrmation

Policy : | Resowce | Suppty

& _ Dcw‘eb@'mi - |
Small- 2nd Mid Business support O _ O - | 1O O
Pronotion of Direct Investmznt O . O
R&D Promotion O Q O O O
Export Fromotion O O O . O
Developmens of Depressed Area (@) O O O
Enhancement of Emplgyinent O O .
Emiroamental Protection O O
Proction of Privatization O Q O O
O related

The study team had more findings in its study on |he Mielec Engines Co.
(1) The Company takes advantage of the KBD fund and collaberative work with the
~ Krakow Institute of Techuology for development of Furo—2 and Euro-3 as a néxt
‘ step _
(2) The Company could employ tax incentives by joinirig’ Euro-Park if it accomplishes
good revenue performance, | o
- (3} ‘The top management of the Company and of some others which are much in
- ahead in the restructuring activities have a mind of seif reliance.
They do not take advantage of any artificial price mechanism,
However, they are anticipating strategic investors.

In summary, the study team expect the government to take leadership in integrating

Polish latent potential in human and technological resources and formulate a vision for

the future in collaboration with enterprises and universities. ‘

Also, the government has to review risk factors and take necessary measures for such
“issues as traffic conditions, environment and energy, which may hinder attainment of
- the plan.
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8  Process of Mutual Understanding
8.1 Company Management Diag'nos’is and General

The chapters up to and including Chapler 7 have dealt primarily with the results of the study.  Now, in this
chapter, we would like to report on our ideas concerning how we were able to bridge the cultural gap

between us and our Polish counterpants.

l). Continvous Dialog with Mielec Engine Co's Top Management

About every other day during the _peribd of the study the company president devoted about an hour and a
half in the moming upon arriving at the company to discussion with the head and deputy head of the study
team, - Other members of the team also participated depending on the topics discussed.  For the first 3
weeks of the fisst part of the local study all we did was listen. The company president told us how he had
been a champion of progressive thinking regarding restructuring since the company was established by
split-off from its parent company, and it is clear that that was in fact the case. He first gave a detailed
docownt of the company's efforts and ‘achievements in restructuring by its efforts from the stage of
preparations for the split-off, and he said that he intended to use that as a basis for leading the company
furthes along the road to restructuring with our help.  Besides that, he talked mostly about the market and
sales, a field into which the company is 'pmling the most effort.

2} The Company President’s Reaction and Response (o lhe Sludf Team's Suggestions Concering

Restructuring '

On September 10, 1996, the stidy team held a reporting session attended by all counterparts and the

-company president, who arranged for ohe representative each of the company's Iwo fabor unions te attend

as well in order to see how they would react. The labor unions understood the study teany's ‘policy
concéming restructuring and the intent of the line improvement teams and assumed a positive altitude in
that regard, and the improvenient activities received the endorsement of the whole company.:‘ That was a
decisive day for the study. Because of that at the meeting with the company president the next morming |
we requested preparation of medium- and long-term restructuring plans and also strongly recommended
establishment of a restructuring promotional commiltee consisting of top management  figures in the
company. U;S to then we had only listened to the other side's views, but then we decided to change to an
active stance because of fears that otherwise we might not have enough time before the end of the 'stud.y to
present our suggestions and proposals and have them implémeh!ed | -
Since the study team had already heard detailed explanations of why the company was not able to have
mid- and long-term planning, the study team was nol surprised that they were not a htlle disconcerted al
that.  Anyway, the company preSIdents reaction was o state the opinion that such activities might be
usefulin educa(tonal terms, and since he had already made it clear that the main emphasis in introduction of
1SO 9001 iwas on the educational effect, we were abk to perceive how much importance he attached to

changing attitudes in the company for the sake of the restructuring that he was aiming at.
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Just before termination of the fiest fizld survey, the first meeting of the resfructiring committee was held, at

which the study leani'explained the reéu!ts of simulations, but at that stage the study teaim received the
| impression thal they were not yet aware of the urgency of the matter.

Later, in the second field survey, that commitieg el three l1mes and its attitude had changed to a positive

posture. ‘The reason for the change in attitude appears to have been abrupt change to séverer conditions in

the environment which the company finds #tself in.

(3) The Company President's Leadership

At the last meeting for reporting to the company and lhe steering comnittee on the first field survey the

company president clearly stated that he intended to have all of the study teams proposals implemented,

and when we went back for the second field study, the study team ieamed that they had, in fact, been

implemented. Furthermore, changes had been made in company orgamzauon and in personnei

assignments, with promotion of executives with a posilive attitude teward restructuring as proposed by the

study team.

Undertakings provided by the Company were almosl pedect. One can even say that the favorable attitude

of the company's top management was the biggest single factor in the success of the study.

(4) Comrmunication at Lunch time _

Teamn members were provided lunch in the plant restaurant for visitors, the production department chief

usually serving as the host. By the second field survey he had been promoted to vice president of the

company. Every time team members had tunch with him, he asked each of members to describe study

activities that day and what impressions were.  That was his idea, but the team, too, appreciated the

- chance that it gave to exchange infonmation on a daily basis.

‘1t is important on occasions such as that for the consultant 1o show confidence and provide concrele
answers to questions in order to win trust.  Also, it was necessary, when tatking with Polish people, to
bear in mind that Europeans in general put great stock in logic and rationality and are proud as individuals.

- Another thing thal the team noticed is that they do not take many notes. It is not that they do not listen
seriously, but only that, apparently, their training has taught them to take notes only of the most imporant
poinis. Although they have good documentation of the work itself, the team did not see any minutes of

meetings, memoranda for passing on and other such minor documents.

8.2 Line Improvement Activities

Al the outstart the study team certainty did not have a'ny unrealistic ideas' that it would be easy to form line

improvement teams in a Polish state enlerpnse and achieve resulls by that means. The following is an
account of how the members of the study team wenl about their duties and what happened:
* We dressed casually, i.e. without business suits or ties, 50 as not 10 seem different from them in terms of

altire and thereby to have better rapport.
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* We undertook measurement of data, including fime studies- We tried to get the officials in charge and

' :'deparlmenl chiefs to understand what we were drivihg at by providing them with therough explanations,

* We held meelings with the personnel on the model lines and meetinigs with the representatives of the two
Jabor unions as well to provide them, too, with explanations.

* We answered doubts that the team leader had concéming reduction of the in-process volume from 20 to
10 units on each of the three sublines.

¥ We provided the team leader with specific advice and suggestions for improvement of his leddership on
the line when he visited us at our hotel for a heart-to-heart talk.

* The comprehension of what il was all aboﬁt on the p’ari of of the members of the improvement teams
gradually improved.

* We asked them to énalyze past equipment downtime data for the period from February 1995 to
Septembir 1996 and set futere goals concerning thal,

 They implemented “3S" on the lines during our absence after the first pait of the local study,

* They implemented reduction of in-process voluma to 10 uitits on each subline on November 19, at the
start of the second part of the local study. '

* Thal was followed by commencement of iniprovement of maintenance activities, the factors behind the
good results that were achieved being considered by the study team to be '

as follows:

(1) We ah#ays treated the line workers in a gentlemanly manneér and strived to consider the problems
together with them and to implement them jointly from a common standpoint. E
(2) The content of our suggestions and proposals was appropriate, and in alimost all cases they led o
good results, which enhanced their trust in us, '

" (3) We gave them an overall picture (blueprint) of what we were trying to do and what kind of
technology transfer we were aiming al, sctting goals and showing them wher'e'they presently
stood and thus obtaining their understanding and awarenass .of what was happening as they
made heddway. '

{4) Besides formal meetmgs, we endeavored to have as much personal c.on.tacl as possible with all of
the tine workers and made a lot of friends,

(5) Whenever the occasion presented itself, we mentioned to others what the improvement team
members were doing and gave them the praisc that they deserved.

(6) We worked for an aimosphere of friendship and close relations at parties and on other simitar

occasions.



8.3 Conmntunication

How to minimize the communications gap d_ué to the fact that we spoke different languages was an
important consideration in our study activities at Mielec Engine. In the case of that company, only a few
of the employces were able io'speak English, and therefore we did not count on that. It was therefore
necessary to engage the sérvi_ccs of capable interpreters in the same number as the number of members of
the study gronp. By detéiled managenent of the daily work of (he interpreters it was possib!e to keep
them busy at all times.  The mterpreten, were also asked to transtate documents that we obiamed and our
pmsemallon niaterials as well as economic and other pertinent information in the daily press

There is not a very large rumber of capab!e interpretess belween Japanese and Polish.  Most of them
majore.d in Japanese in college, and thére are more women than men. They are specrah_zed in the
humanities but are also able to handle interpretation and transiation in the ﬁeld of scien'ce and engineering
thanks to exira study and effon in that regard. - In the case of interpreters belween Enghsh and Polish,

there are some who are ver)r capable in the field of economics and business, and even in the case of
interpreters betweehn Japanese and Polish, some have a high level of English as well and have no trouble
understanding materials in English.

For the present study a 200-page Japanese-and-English dictionary of specialized terms conceming motor
vehicles and engines was specially prepared and proved to be a greal help.

Needless to say, briefing of interpreters is very important, and we also made sure to have the same

- interpreter assigned to the sank study team member throughout the study period.

* Polish interpreters have a professional atlitude and are very enthusiastic about their work as well as being

proud of their country, particularly, no doubt, because of their high level of education. They dre -

enthusiastic about their country's acquisition of foreign technology as if it were their own personal affair.

- The inception repdn and the interim report that we submitted to Mielec Engine Co. were not completely
- translated to Polish in time.  The person who undertook the task is a technician who had left the company.
He is capable, but the volume (more than 200 pages) was too much for him to be able to complete in just
one month.  That being the case, a Polish translation of a digest of those two repoits (about 20 pages) was
made as matedal for the study teant’s presentations.  That was the only document that we were able to
furnish the other side in Polish.  In that connection, one cannot overemphasize the impoitance of pro#iding
all pertinent documents in translation in studies such as this.

. The most important interpreter of all to the study team was the Japanese national interpreter who
| constituted one of the members of the team, serving throughout the project period.  He also made a big

-+ coniribution in terms of translation work during the work in Japan conceming the study.
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'9. Conclusion

The study team proposed mid- and long- term business strategies for PZL-Mielec Engines Co. The

Company made a good start by two reasons, Firstly the Company's top management commilied to
formulate its own mid- and long-term plan. Secondly the successful results of improvement circle

teams of the plant elevated the mind of the all employee involvement in the restructuring program.

Toward 2001, the remaining state-owned cntérprises in Poland will be privatized. ‘This will elevate

productivity levels and téchnical sophistication of products, making competitive power in the market

“economy. The Company must however, overcome its difticulties by restructuring as other state-

owned enterprises are currently doing.

As the results of the activities made this time, the restructuring plan will work correspondingly, but it
is necessary (o work up implementation plans and promptly construct 2 managerial and controking
structure and systems hereafter. The study team judges that Miclec Engines Co. can put this into

practice by its own ability.

The major objeciive of the study is making reéomnwndalions with regard (o the restruciuring of the
state-owned enterprises to the Polish govermment and the industey based on study team’s experiences
obtained during the restructuring program for PZL-Mielec Engines Co. The Minislry:'of Fconomy
organized the corporate management seminar in order to altain this objective. At the seminar which
took place on March 3 1997, the study team presented the results of the model cdnxp&ny's_
restructuring effort as a teraplate for a wide range of other Polish enterprises. Ex'changg of opin'ions

and comiments among participants was constructive. |

The study team has received requests from the Company and the govemmént' th] fol'Iow-up on the

success and  progress of the restructuring hereafter.
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A1l Poland Ecornomic Data |

POLAND ECONOMIC DATA
Warsaw 21, 10, 1996
- 595 1596, | X:iX19967
GDP per Capita 3,083 § 3252$ '
GDP - 92.58bIn$ | 119.1blnS | 1255bn$
GDP Increase 52% 7.0% 5.5% ]
Consumption 3.9% . 41% . 4.1%
Investments N S 9.2% - 18.5% 20% 237
Private Sector Employment 60.5% | 63.0% 66.0%
Private Sector Share in GDP 464% 55.0% 59.0% .
Real Output Industey ' 11.9% 10.0% 8.5% 8.8%
Agriculture Output -0.8% 13.0% 40%
Exchange Rate - Depreciation _ , 1.5% 12.0% 13.9%
Inflation (Dec. / Dec.) © 29.5% 21.6% 17.0% 14.0%
Refinancing Interest Rate {Jan.) 35.0%. 33.0% 26.0% '
| Export ' 16.95bln $ 229bIn § 260bn$ | 15628bIn$
| Export Volume 18.3% 21.4% 13.0% 9.0%
Export Growth 24.8% 350% 13.8% _ 6.0%
Import 17.78bIn §' 24.7bln § 3.1bin$ | 20.117bn$
Import Volume 13.4% -20.8% 15.5% 259%
Iruport Growth 12.0% . 38.9% - 26.0% 302%
Trade Balance -836min § -18bn$ . S1bn$ -4.489bln $
Current Account. -944 mln $ 2.1bln$ 58bIns | -4771bIn$
Trade Balance/GDP -0.9% - -1.8% - -41%
Unclassified Transactions CA : 77545 $ 7.574bln § 4821bn§
Foreign Visitors in Poland 743 min - - 822 mln :
| (FRG) (47.8 mln) (47.3 mln) _
Cugrent Account Adjusted 3.455bln 3 146§ 0.04bIn§
Export/Import (share in fotal) o _ P _ i
—OHCD- 753%753% | 139% 743 % 72.4% 734%
— Buropean Union 69.1% 65.5% | 68.7% 64.6% 67.8% 63.8%
-LDC 1048 10.7% 9.3% 10.2% 7.8% 10.5%
-~ Former CMBA 143% 14.0% | 163% 15.5% 19.8% 16.1%
Bxpoit growth : OECD 359% 29%
" - Buropean Union 31.7% - 38%
_~FormerCMBA - 58.5% 333%
ZLDbC . 29.6% 21.7%
Total Money 138.2% 34.8% 228% 18.2%
Domestic Money . 38.7% 50.1% 25.8% 21.6%
Net foreign Assets O 41.2% 81.1% 30.3% 20.2%
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Net Foreign Assels bin $ 22.598 . 21572
Net Domestic Assets 33.7% 19% 15.8% 16.3%
Foreign Reserves bin § - 6,028 14963 16.921 17.554
Increase of Foreign Exchange Reserves " 1.7bln$ 8934 bln § 3.1bln$ 2.591 bln $
Foreign Reserves/Import 4.07 7.3 15 7.3
Human Resources 38.5 mlo 38.6 min 38.8 min 336 min

— Urban 62.0% '

~ Undar 39 years old 60.8%. :

- Employed 15 min 15 mln - 1Smin .
Unemployment Rate 16.0% 14.9% 13.9% O 135% .
Unemploymeat 2.84 wln 2.6 min ~ 2.5min 2401 min |
Average Gross Monthly Wage 2318 .- 278% 294 % 3428 |
Budget DeficiVGDP 2% 2.75% 28%

Budget Spending/GDP 02I% ' 329% 324%

Investment Machinery 14.0% 13.3% :

Foreign Direct Investments 1,621bln$ | ~ 2512bln$ | . 3-4bhn} 3.2bln$

Foreign Direct Invéstments Total 45bln$ - 69bIn$ [0.1bln$

Foreiga Diréct Investments Conim_igéd ' " '5bin$ 53blns 8.1bln$

Foreiga Debt 39bln$ 438bIn$ 403bln$

Domestic Debt 499 trl 28 6096t 2l 673.99 tn z1

Foreign Debt Service/Expott 121% 12.0% 8.8%

Net Interest/Export & Services 39% 4.1% - 3.7%

Foreign Debt/Export 223.0% 159.0% 144.0%

Foreign Debi NET/Export & Services 132.4% 81.5% ' 54.9%

Foreign DebtGDP 46.0% 39.1% - 35.0%

PublicDebt 1,462 tr 21 1,689 11 2l _ 1,764.3 trt 21

Public Debt/GDP 69.5% 58.0% $54% | 51.6%

Value Added Tax 0% 7% 22% 0% 7% 0% | 0%7%22% | 0%7%22%

Income Tax for Foreigners 20.0% 20.0% 200% 200% -

Corporale Income Tax 400% 40.0% 400% 40.0%

Tumovet Tax on the Stock Exchange 0.20% 0% 0% 0%
‘| Number of FDI ' 19,737 23,100

Number of Investors > I min $ 267 350 429

Major Investors by Countries .

~ Germany 200% 10.0% 13.2%

- USA B 19.0% 24.9% 23.7% -

- International 16.1% N 14.5%

- France  16% 84% 6.5$ -

- Htaly 6.1% 9.4%

— Austria 7.3% 4.4% A%
Average Pension Average Wage 63% 64%; o

22 POLISH ECONOMIC NEWS (November 1996)
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A2 Outline of the PZL-Mielec Engines Co, Itd. Courtesy of Miclec Enginss Co.

SHORT PRESENTATION OF THE COMPANY

1.1, Address, locatlon and contacts for sltes!oﬁlces

Head office - Wylwérnla Silnlkéw ,,%Mie!ec” Spblka % 0.0,
_ ' " PZL-Milelec” Engines Company, Lid.
Legal stalus - s Limited Liability Company
Addréss ' - 3 Wojska Polsklego St.; 39-300 I\-Iielec
Telephone - "~(48-196) 887070 887118
Fax + (48-196) 887963
Contact Person ~ Marketing and Export Departinent - Ryszard Kkaa,
: ‘ - Kazimierz Podolski

' : - tol. (48-196) 887912,
Registration No. - 690228007

1.2. Brlef history,

In the middie of the snx{ics rised in Poland high demand for vehicles of heavy fransportation.
The Government of thego days, decided to buy British Leyfand Keence for production of
Diescl engines. The decislon was iaken in 1965 and serial production was staﬂed in 1967 in
oxisting enterpriso in Mielec - WSK ,PZL-Mieloc”.

. From the beglnning up lo today, have been produced 200 000 engines, 78% of them were so!d =

in Poland and 22% abroad of Poland,
The Company is situated In industrial part of Mieleo, and was created from the Dlvis&on

dependent from WSK ,PZL-Mieleo”,
The Corapany siaried its actlvity on Apn! lst, 1993,

The Shareholders of the Company
1. Bank Depozytwo Kredylowy S.A. w Lublinle " - 40,00 % ,

2, WSK , PZY~Mlelec” 8.A, - « 29,00 %
3. Agencja Rozwoju Przemyslu _1800%

4, Others T 13,00%

1.3, Nature of Business.

a) major business activity « Diesel cnglncs spare paris, gencrating sets,
_ o ‘ overhauls of Dicsel englnes,
. b) type of operations .= manufacturing, assembly, distribution,
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-2, Products and Markets,

2.1.Major Products Groups, | Valusor % Major competitors Estimated share
' T today i ofthemarket -
Contribution to sales. i - { heldby
: : i competifors
; i W%
” a) engines i T4,6% Mercédes, Volvo, i -

i b ‘Soaniy MAN, Reno, -{ -~ 30% -
b) spate parls . -15,6% - 5% '
o) overhauls i 68% Z-gidadj Remontows ; o o

- :. P ow Hawlo io90%
2.2, Mﬁjo'r Prodiicts Groups, Coniributlon to Gross Profit. 7
a) engines 46% S : '
b) spare parits 16% '
¢) overhauls 30%
' 2.3, Markets for each Pescriptlon of Market i Porcentage
Product Group i
POLAND i | o -
a) englnes “_ﬂ_ P:i)ceégi:r_ig | L 56% e
'b) spare parts : . 12% _
. ©) overhauls i 6%
EXPORT T
a) engines Processing 6,5% .
b) spare parts ~ . 30%
¢} ovethauls i i 0,5%
2.4. Product position | ‘ State
in product life cycle '
for key products
.8 S0 " mature (o product, falling sales) B

_._._b) spare parts maturo (old product, sicady sales).
____©) overhauls _ matwio (old product, steady sales) -
d) generating sefs new product (sales growih) @f
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&  25.Major producis group, - Customer locatlon
seles by customer o

a) engines POLAND.

b) spare parts - POLAND
¢) overhauls POLAND
2.6.New products -~ “Introduction date -
a) generaflng sels . 80-150kVA -'1993_
generating sets - 15-30kVA  -1995
generating sels - . 1,5-10kVA  -1996
b) ambulance - 1996

3. Sites and facilities

3.1. General description of the site | Average age of , P&E” |
(plant and equipment ,,P&E") j

- a) MIELEC - production and assermbly plant 28 years (small improvemcnts) .

3.2. Site utllizatlon

a) total area - 69452 m B
___b) covered area  -30618m* -
c)open area o 3883 T o
d) productive area -17418m* . - A
. ..-8) nonproductive aroa - 46 929 m’ B )
B f) store o .= 5105m?

4. Human resotirces

a) total B 724 ..

'b) direct operations -~ 455
) suppoit functions - 269
d) full thne employees - 722

¢) part time employees - 2

AS .



b) htfeynational o

5. Board members ! Age | Degres Yesrs with
(appointed in Mareh 1995) : T - the Company
Director . - *._,.,1 o :

Jen Studnlch - i 49 . i engincer | - 25
Finance Ditector P - o T N
Haline Kaztmierczak i 43 i economist 20

v-_ Reseamh and Co_mmercfal A

Director _ .
-Jullan Witk i 46 ! engineer ! 21 )
Produciion Direotor : - o
Janusz Mydry P39 i onglneer 12

6. Number of suppllers

a) donestic - 98
-9
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- Countesy of Miclec Engines Co.

A3 Management Indicators of Mielce Engines Co. Ltd.

__M.a&i_gt_:mgm_h@j@m

1993 1944 1955
(9 months}
I Productivity _ |
1 * Value added per employee (Gross) 6,963.3 12,845.6 16,396.3
2 Employee’ income - 4,405.1 9,507.7 13,0574
3" Tangible fixed asscls per employee 9,276.4 10,187.9 11,093.9
4 - Production facitities per employee - 950.7 1,624.6 1,358.0
5  Net sales per employee 21,655.0 39,997.0 56,133.8
6 Value added ratio, % 322 321 29.2
I Profitabitity and Stability -
1 Operating capital profit ratio, % 7.2 10.4 8.8
B 2 Operating capital turnover ratio, times/yr 0.85 1.51 191
: 3 Operating profit to sales 1atio, % 8.5 6.9 4.6
4 Return on equity (ROE), % 9.6 13.6 13,5
© .5 Return on total capital (ROC), % 72 1038 1.3
~ & Breakeven point ralio, % ' - 825 86.4 827
7 Stockholder’s equity ratio, % 747 - 818 76.8
Il Growth (Company totals) ' - :
1 Netsales, % . NA’ 1857 140.5
2 Number of employecs, % NA 100.6 100.1
3 Valueadded, % NA 1855 127.8
- 4 ° Operating profit, % NA 1506 93.9
5 Cashflow, % ' . NA 1225 122.8
_Ref.  Inflation rate, % 1353 1322 121.6
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© Source: Euro-Park Misdae

A4 Mielec Area
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AS Plant Layout of Mielec Engines Co. Lid.

1

Courtesy of Miclee Engines Co.
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A8 Mielec Fam'ily COl'ﬂpﬂﬂiCS Source: Buro-Park Micles, The Industial Development Agency

fz\ TRANSPOHT EQUIPMENT COHPORATION
__J__;PZL-MIELEC" o

| JOINT STOCK COMPANY .

Ml'r - . . ;.‘ B ‘ S9-30Mistec |

ul, Wojiska Polsidego 3

el (196) 872-43 b (196) B77-59
’ fax (14)21-47-85
komerte) 39t2ms9

SPECIAL ECONOMIC ZONE /AREA/ =

‘ MIELEI‘.‘ . - - ‘
_THE HOLD|NG CONSlSTS OF THE FOLLOWING COMPANIES
1. .PZL-MIELEC" AIRCRAFT CO. LID. g 8. .P2L-MIELEC" ELECIROHEATING CO. LD,
2. _P2L-MIELECT TOOLING CO. UID. 9. GALICIAN $OFTWARE SOCIETY CO. L1D.
73, _PZL-MIELEC™ PLASTIC PROCESSING CO. LID. e CARS MANUFACTURING ,GEPARD™ CO, LID.
&, TP2L-MIELEC™ MAINTENANCE CO. L0, : “ 111, EMERGENGY-ONE/MIELEC CO.LTD. - .
5. PZL-MIELEC" FUEL INJECTION EQUIPMENT CO.LID.” . 12 MARINO-MIELEG CO. LID. '
6. LPELMIELECT ENGINES CO LID. U1, PR MIELEC AIRCRAFIASSEMBUESCO uo

-P2L-MigLEC” VEHICLE PRODUCIIOH PlANT MEtEX'CO {10, 14, CYuEC MEELECCO L.

. €URO° PARK - MIELeC
Sl"ﬁﬂﬂl. GCOHOMIC ZOHG (HHHCE l-'Oﬂ FUTURE INVGS‘I'OIIS
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A11 Check List of the Compaiy’s Production Process and Quality Control -
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Cemparisan of Methods of Calculation of Profit / Loss Statement and Balance Sheet

_.Methods of Calculation of Profit/Loss Statement

ME (Poland) Japan

I Sales I Sales .

If_Sales cost I Cost of goods sold
Operating profif*” =~ ""="""" Gross profit on sales

HI' Activity earnings *

1V Activily loss *
 Operating activity earnings
V Finiancial earnings

VI Financial expenditures

I_Qpc;i mz:!p[nﬁ!|<-n-i--q-

VI Extraordinary profit
VI Bxtraordinaty loss
Total profit
Income tax
Net profit

Il Administrative and sales costs

-«> [Operating profit |

1V Nonoperating earnings (incl. interest)
V Nonoperaling expenses (incl. interest)

VI Extraordinary profit

Vi Extraordinary loss
Net profit before tax
Reserves for corporate income lax
Net profit

* Profit and loss from government subsidies, sale of fixed assels, etc.

__Comparison of Method of Calculation of Balasice Sheet

| ME (PoIand)

Japan

Assels
I ¥ixed assets
1. Intangible fixed assets
2. Tangible fixed assels
3. Financial fixed assets
I Current assets '
1. Inventories
2. Notes and acoounts recejvable
3. Short-term securitics
4. Cash on hand and in banks
HI Closing of books at end of period

Tt

Total assels
Net worth and tiabililies
I Net worth

Basic funds (capital), etc., including
change in funds based on tevaluation
~ of assets
Il Reserves, elc.
- W Long-term liabitities
IV Shoit-lerm tiabilities
V Closing of accounts during period
=2 (earnings received In advance, elc.)
____Total net worth and liabilitics

Assels
I ‘ Current assels
1. Cash on hand and in banks
2. Notes anid acoounts receivable
3. Inventories
4. Other current asseis
I Fixed assets
1. Tangible fixed assets
2. Inlangible fixed assels
3. Other fixed assets

Total assets

Liabilities and net worth Liabilities
I Short-term liabititics
H Long-term liabilities
Stockowners”® equily
I capital :
II Capital reserves
Il Profit reserves
IV Other wnappropilated profit

Total liabilities and Stockowners® equity

A-17
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A14 Seminar Material - Productive Maintenance (Productivity Seminar)

PRODUCTIVE MAINTENANCE
(SEMINAR MATERIAL)

December 3,1996

‘Hideo Tashiro
Syes Co., Ltd, -
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5 Steps to Malntenance

RERE M,

Breakdown 7770t
Maintenance

(w5180 2.

-Preventive

T

Ssteps shown EEEE’EQ Pid.M
ht-J'I'Gr 'Isbfo‘ ll-l _ Productlve
newly bui _ Malnten&nce
faclories : L e -

Reydimp,

Maintenance].

N RS M

1 Modiflcation

Prevention

‘SSteps shown above Is for those\*™
already ir operation

'( EERADERY AT L J
s

ystem of Maintenance Implement_atlgg

Pro ducté, Quality, Coét,’ Delivery

HiE Inspectlon

ﬁ;ﬁ i} & Planning

B
Coodination
as Control

Malntenance &
\ Plant Engindering

Repairing

R
Output
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Points bf_I_)ifferénce in Maintenance Mecthod

‘The rotler conveyer of cylinder block line is taken as example,

1.

5.

BM. {Breakdown L‘_I:aiglenarig.).

When the roller d oes not zotate easily, it is rei)laced only afier it has broken down. This

causes a downtime for the line.’

P.M, (Preventive Maintenance),

Set the time of replacement and have an inspection engineer make a routiue daily inspection
and replace the roller before it becomes unable to rolate or breaks.

Effect a regulas shutdown periodically.

-MM.(M odificative Maintenance).

Prepare a toller having a smaller weight, 2 bore enlarged (o permil casier totation and a

structure permitling easy replacement.

M.P.{mainlenance Prevention).

Desiga so ihal no maintenance is cequired at the sléges‘ofl facior‘y co:pslmclidn and ‘cquipme.n!
renewal. |
(2)adoption of M. M.method
(b)Consider driving the roller with a chain 20d 2 motor, using a fimit switch caabliog
aulomatic stoppage.

(c)Coonsider aulomatic lubricalion to ihe chain also.

T.P.M.(total Productive Maintenasce),

Have all the staff as operators and maiotenance men devise a method of minimizing 1he

losses occurring in the faciory and implement if.

A2l
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Maintenance organizétion of Member

L.Development of Method and Otganization.

Method B.M P.M MM “M.P Prd*M TP'M
slep i 2 3 4 5 6
type - DM AM CM | CM Comb*M | Comb'M

D.M : Department Maintenance

A.M : Area Miinienance
C.M : Central Mainfenance

Comb*M : Combined Maislenance

% 2.0O1pinization functions,

Maintenance
Depatiment

: ' 3.M;jhod§ and Member

Maintenance Engineering.(Wap.n)

lospection of Planning (W)

Repair.(W,)

Coordination of Conirol.(S)

Methods PIA(%) Q/B(%)
Prd. M. 20~23 19 ~ 21
M.M. 11~ 17 10~ 15
P.M. 5~10 4~8
D BM. 3< 2<
= ¢~ A : Tolal member of Company

P : Total member of Maintesance Department.
B : White color of Compapy
Q : White color of Company Department
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Definition and Relatioh of Mainfenance

—  Breakdown Méintenancc

(B.M)

—  Preventive Mainlenance -

-— T'ime based Maintenance

" (T.B.M)

- Condition based Maintenance

(C.B.M)
— Monilored Maintenancé

(4.M)

®.M)

Maiotenance ———

—  Modificative Maintenapce
(M.M)
—  Produclive Maintenasce
{Prd. M}
| Maintenance Prevention
(M.P)

|- Predictive Mainfendoce

(P.M)

Total productive maintenance

{T.P.M)

Layout of Cylinder block Line

{Conlinuous Processing line)

PO® - - - -

CHONCNCNON

2.
L

(C Line: ploccssiné;: i5)

-3

® @0

(B Lioe : Processing : 15)

©OO - -

ICACHC)

L 0®®

-

(A Line : Processiﬁg 17
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1.Breakdown Maintenance (B.M)

Change of Repair method

X : Breakdown —> Repait

B - |

2.Preentive Maintenance (P.M)

(Monthly operating schedule)
3% Breakdown ratio ~ 10(%)

[8] : Regular shutdown —> Repair
}llllﬁll_[lll:m:lltlimll||J||§|||’|!

Breakdown
records
Repair

Daily inspection

{Montbly operating schedule)

¥ Breakdown ratio. 2 ~ 0(%)

Regular shutdown Activities

Operation

maagial

Listup

SRjobs |

Select
jobs

Decision RSD Mainl¢cnance

meeling record
L

Madification
jobs
Quality
Safety

Renew

Refioe
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&t

Method of Preventive Repair

Change of planned units (Pump motor accumulator ele).
by time, period aiid production. -
Change 61' inspection result.{elemen, p'.'a_r! elc).
by Ssenses, diagnosis, c(mdiiion_ monitgiing.
Overhaul inspection. (Reduétion gear etc).

Repazir of leakage poiats {Oil and air).

Supply of Lubrication oil or grease,
Blowing and Adjustment.(Switch board).

Condition Adjustntent.(Brake liaing ele.)

Inspection Methods
Daily fu@ecii&ﬁ.(ﬁvery day or 3 days).
* Five seases from [ospection Standards.
. Ope:ra;ling information from operators,
. Oilhér.s d.a(a.(e.:‘cp.' breakdown records}". _
E Ovelhaui inspection. ’
g regulalr shutdown .(one week or 10 days). Or apnual shuidown. with
"+ tools, non-destructive inspection{NDI).
Diagnostie inSpeciion.'
© v on Iiﬁe or off Iine monitoring

* instruments.(vibration, temperature, pressure etc).

A-26



Watch by Eye.

Rotation, slide, oil leakage, wear, crak, oil gauge, meters.

Listen by Ear.

Impact, rolation, slip, air leakage, looseness, corrosion.

Touch by Hand. Leg a0d body. vibration, temperatire, roughness, crak, air leakage, dust.
smell bu Nose.

Rol, burn-out, exhaust gas or oil.

Taste by Tongue.

Sweet, salt, acid,

(N.B)

luspection tools
* Listeaing bar
* Hammer

* Color tape

Task of Manager

to make decision for Maiatenance Engineer, and l;lspcclbr;s proposal
to discuss with spare part supplier for life improvement. - |
to control of Repair, Inspection, Maintenacce Engineering aclivities.

to contact and discuss with production 20d purchasing manager.

to judge monihly maintenance resuti and to suggest for member
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Inspector’s reutine work

Daily jobs (Weekly schedule)

(M). A Hlne inspection, interview for operator.

(T). B line inspection, interview for operator.

(W). Clipc inspection, interview for operator,

(Th). Regular shuidowsn planning. .
(F). R.S.meeting with operation. (3-573)

(5). Regular shutdown day.

Records

* ipspection check list.

* 1epais of overhaul record, breakdown
. Inspection dialy, record.
‘Meeting and Reportisg

* Mziptesance mapager.

o Operalion manager.

‘Task of Maintenance Engineer

. to investigate breakdown cause aod to modify.

to teduce of wear poiot for dust,
to modify of dust coliector’s suction inlet and suction capacity.
to investigate of part interchangeability (for example : pump, motor, accumulator etc).

to mzke idea for setling, dismouatiog Jig.

A28



P L L L T

- —— -
et
-

*

seg .-
e
,

R .
e
7]

’

SBIANOE SOUBUBIUIZU 5O 81040 9] o
. - (enbyuups; esueusuRu
ouIg JSOUS :
uj Jjedas ogelel aloul
.. uopad o) ANAnY

---o-"'

-ﬁ
1
oQ 5
H .
1 goluedesewnoy ]
%, 9ol umopinus jenBey H
1 r
PIOORY  jeffmc——] oOUEIIEOOY X aredoy 3
. .~
gof Asusbiourg —
o JustoAG i
. qo{ peisenbiy
UORCLUNSLCS TBRABK 1 qof Buguelg —
‘ SyEIep Jecey! 4‘ |
i 350D OOUBUOWEI uerd -
i - : ] LRue 31 AlIU
SUMOPYERI] 10 o.EnEmBaasz..m Eﬂuu_wwam _ Arece: Auon
" solans jo sSa150x 30 forug - ..J,
s . ! Quow uxucu_ .
! pousopodoq o sapdarjo Aomg < Y,
: aoo%ae.._ Y

.Sg_ﬂnguﬁmﬁg
043 uogersdo i L
WA e le W' - -

| )

 puzZjudwdinba jo Apng
. T sumepiEoIg

L
¢
1
’
R4
]
¥
R
' -
. & :
4
n - $0 LUORSGLICD PUE SISATEUY
¥ ) " ' .
.8 S . o
' { m3s - -
| -
4
¢
L]
¥
¥
1
]
1 ]
L)

{erbros; oo:ﬂﬁ:ﬁ: N\, : / ...__...\\ . . ] . .
{sepnod

) - ewdinbe - .
ezn Aoaooye - )

" BIOW PUE SOUBUSIUMRRW | o oouey B:%meu
JO'SSEUGANIOHG - SpsEpU
ssvasm of Aoy . - Jonopadcn

- . -
Jl‘llllllf‘l"ll\

-

A-29



55 of Cylinder block line

>
(C Line)

F 3

(B Liiie)

(A Liac)

+ 35 (SEISOU, SEIRI, SEITON)

» 25 (SEOLETSUY, sﬁmmuxﬁ)

color conditioning (frame, guide, suppor, sloppct)
regular shutdown (38 + repair)

Air leakage, dust collector, Lubtication upit.
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"A15 Seminar Material - How 1o Solve and Tackle Restructuring (Countuparts traning)

L

" Seminar Material for Polish Counterparts Training
Theme: How to solve and tackle restructuring in
DateJanuary 30, 1997
Place: Tokyb Internalional Center, JICA
Lecturer: K OHNO, Managing director. SYES CO. LTD.,

Introduction of SYES Co., LTD, as management doctors attempting to activate small and

medium-sized enterprises and to grow them:

1. SYES is the abbreviation of SIS which is again abbreviation of strategic innovation

sipporter.
2. Growing small and mediun-sized enterprises to those of middle standing
3. The key woids are growth and developmen), improved results and the pursuit of
happiness.
Management doctors for the enterprises suffering from deteriorating physical strength
5. Taking great strides in Japan as the consultants of middle standing

Basic conditions necessary for company management (presuppositions to understand):

1. Every enterprise is destined to reconstiuct the management. {severe selection and
metabolis among enterptises) _
(1) Every enterprise is juslified for existence by creating and offering the value

required. . o
(2) Such value is relatively lowered by structural changes caused by competition,

customers, age, development and other conditions.
2. Every enterprise is destined to gain a full understanding of strategies, tactics and
“battles indispensable for management. '
3. Examine and define the real substance of an enterprise. (Or catch the meaning and

elements of markel creation.}
4. Examine and understand the present situation where the woildwide enterprises are

| positioned,
5. Know-how of SYES Co., LTD Using SIS.
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Strategy Tagtics Battle
Visual field Medium and long-term | Short-term | Present
Period of time 3 to 5 years later This fiscal today or this month

Result Growth and Increase in profit Increase In sales
development :
Calculation Balanco Sheet _ Profit & Loss Turnover, efe.

Person’in charge

Top management

Leading members and

Mainstay and general

' _ malnstay stalf
Cbjective | Structural reformation | Improved productivity - | Collation and
and development | distinction
Program Medium-lerm Fiscal yeér Monthly
Relation 1 Purpose | Measure |
Relation 2 Purpose Measure
| Refation 3 Major pur;iose . medium purpose minor purpose
(telescope) (microscope)

i1, . Galning a full understanding of restructuring, or what is restructuring:

1. What s restructuring?

2. Overall picture of management, verses
Important but difficult to shake ourselves free froim common sense syndrome for

innovalion

4. Thekeyis management reformation linked with enhanced reason for existence.

i lV " PROCESS TO SUCCESFUL RESTRUCTURING

PARTIAL IMPROVEMEN INOVATION RESTRUCTURE
NEW BUS|NE$§
| e NEW
"' OLD BUSINESS \ NEW
) . oLD : e
oLD
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o |

ATTRACTIVE RESTRUCTED ENTERPRISE ‘J

orrer

(1) 1 CREATION OF NEW MARKET

o

2} POWERFUL FRAME OF
ORGANIZATION

Ao

@) | QUALIFIED MAN POWER

-

.

(5)

CREATION OF
NEW BUSINESS

@) TO SHARE SAME VISION AND GOAL

ABOVE (1) TO {5} SHALL WORK EFECTIVELY EACH OTHER TO ACHIEVE ATTRACTIVE ‘
RESTRUCTED ENTERPRISE. ' o

V. -Summary, of reformation in way of thinking and tackling:
1.
2.

Consider and establish business strategies, or draw up neces'sé;y plans.
Try reformation, or constantly prepare and polish new ideas for challenging your

future,

Enhance the quality of the way you walk on.: (The pinch is an opportunity for your .

success. Create such opportunities.)
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