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Preface

The Mongolia Enterprise Restructuring Project aims to address the key issue of privatisation and restructuring in Mongolia, namely management. Senior Advisors and National Counterpart Advisors work with the managers of ten privatised companies for a two-year period, assisting them in the introduction of market orientated management practices. The project can also call upon local or international short-term experts with specific functional skills to advise the company. Furthermore, the project offers training programmes to senior staff of participating companies.

The company discussed in this study is the Meat Processing Factory ‘Makh Impex’ in Ulaanbaatar. The enterprise produces a range of livestock products from cattle, horses, camels, pigs, goats and sheep. Although most meat is exported as carcass meat, the company also produces sausages for the local market and tinned meat for exports. In addition, the major edible and non-edible by-products from the slaughter activity such as skins, casings, fat, blood flour, and bone meal are processed and sold on the local and export markets. In the year 2000, production and export of boneless meat was restarted.

The restructuring of Makh Impex started on 16 Sept 1999 – directly following the privatisation in August. The period until February 2000 was used to perform a detailed company diagnostic, and develop the restructuring plan. From April 2000, the restructuring of the company was carried out. The conclusions from this experience, lessons learned and policy implications are reflected in this paper. We specifically aim at experiences that may be replicated by other companies in the meat sector, or other sectors in the economy.

Assistance from the Enterprise Restructuring Project was offered by Mr. Bert van Manen (Senior Advisor from the Netherlands – intermittent) and Mrs. Selenge Nergui (National Counterpart Advisor – full time). Three short-term experts were engaged to offer advice in the field of production technology (Mr. Vink and Bloksma – both from the Netherlands, and Mr. Turnmire - USA). The main counterparts in the company were Mr. Battulga (Executive Director), Mr. Gerel and Mr. Otgonbayar (both deputy directors), Ms. Soyongo / Mr. Naranguu (chief accountant), Mr. Budragcha (chief engineer), Mr. Buyanjargal (director sausages plant) and most other senior staff.
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I 
Introduction – Objectives of this paper and synopsis

One of the objectives of the Mongolia Enterprise Restructuring Project is to develop and disseminate experiences and methodologies in (post-privatisation) enterprise restructuring. This way the project aims to share findings and lessons learned through our involvement in the restructuring of ten companies with other players within and outside the sector in Mongolia. Also, the project is called upon to formulate recommendations to government in the development of industrial policy and matters related to post-privatisation.

This study focuses on the restructuring of Makh Impex after its privatisation in August 1999. The main elements of the strategic planning process are presented, and the methodology used is proposed for replication in other restructuring cases in Mongolia and elsewhere. The paper also aims to demonstrate the process of transformation of public to private ownership, the difficulties encountered and the changes in people’s mindset and attitudes required.

This paper starts from a description of the situation prior to privatisation (chapter two). It will be shown that the company had been severely degraded financially, commercially and operationally. In fact, privatisation had become inevitable because the government’s stewardship could no longer guarantee the continuity of the company. Subsequently, we present the main elements of the restructuring plan (chapter three). Starting from the company diagnostic, we present the main objectives of restructuring, the selection of strategic business units, and the global restructuring strategy.

In chapters four to seven we turn to the concrete restructuring actions in the fields of marketing, production, organisation and financial management, and the results achieved during project implementation. It will be shown that the restructuring of Makh Impex is well under way, and that due to the actions undertaken, the future continuity of the company seems assured. This report finalises with a summary of lessons learned and policy recommendations for government and international donor organisations (chapter eight). Conclusions are presented in chapter nine.

In annex A, the methodology of work – how the restructuring plan was developed – will be presented. This may be of particular relevance to other companies still aiming to go through the process of strategic planning. The methodology proposed follows a series of logical steps, which may be replicated in other restructuring cases.

This paper presents Makh Impex as a case study of a possible approach to follow in restructuring a just-privatised company. As the difficult situation Makh Impex was in before privatisation is similar in many other companies in Mongolia, we are confident that the lessons learned from Makh Impex’s post-privatisation restructuring hold relevance to many other companies in or outside the meat sector.

II 
Situation prior to restructuring

II.1 
Company history

Makh Impex was established in 1946, at the time when Mongolia was starting to establish large-scale state owned production structures. In 1968, the present produc​tion facilities were put in place with the help of the former German Democratic Republic. From the start, it was conceived as an export operation, focused on the market of the Soviet Union (Siberia) and other socialist countries. The factory was established with four main plants, namely a slaughtering and refrigerating plant, a meat processing and butchery plant (de-boning), a casing plant and a sausages and canned meat factory. The main products were frozen and cooled carcasses of slaughtered livestock, de-boned meat, boiled and smoked sausages, and canned meat, along with the main edible and non-edible by-products. In the period before 1990, production reached up to 1 million animals per annum, or 22,000 tons of export meat and several thousand tons for the local market.

In 1992, Makh Impex became a JSC, with 49% of the shares placed with private individuals through the voucher scheme. However, the state kept its 51% until August 1999, when the remaining stock was sold to Mr. Battulga - president of Genco company. Together with the 20% of shares that he had already bought on the open market, he obtained a majority of 71%. The following month, in September 1999, the UNDP Enterprise Restructuring Project started its activities in the company.

II.2 
State of affairs prior to privatisation

Makh Impex was privatised after a period of sustained degradation of its operational, commercial, and financial strength. Although Makh Impex had been a relatively wealthy and probably well management company until the mid-1990tees, it recorded a severe decline in its production volume after 1996. This may be seen from the below production graphic. Production at the company’s own risk declined strongly, in particular for mutton because the company lost the local market. It was mainly contract operations on behalf of other meat processors that kept the factory afloat. Due to the very bad timing of the privatisation (in the middle of the production season), very little production was realised in 1999.
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In the years prior to privatisation, the company’s financial position was hollowed out by poor export contracts – many of which were left unpaid. At the time of privatisation, more than T 2 billions in accounts receivable were outstanding, at least T 1.5 billions of which were uncollectible. Thus, the company’s reported profit figures were not representing the real situation, partly referring to sales that had never been paid, and that will not be paid in the future. At the same time, the company engaged in a generous policy of giving donations and bonuses long after real profits had in fact dried up. So the company’s balance sheet is deceptive: if we correct the capital for bad debt, a severe degradation in the company’s capital becomes apparent. This decline largely corresponds to the reduction in the company’s current assets.
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Thus, the picture emerges of a company that was thoroughly stripped of its valuables in the years prior to privatisation. When taking into account probably uncollectible receivables, by the time of privatisation both the company’s equity position and its working capital had melted away to less than 50% of its level in the beginning of 1998. In just 1.5 years time, the company had been financially devastated.

The situation of Makh Impex at privatisation can be summarised as follows:

· The company had lost its traditional export markets, and had failed to develop new ones. The local market, mainly for sausages, had been lost as well. Makh Impex had no real marketing and sales department, no market research capability and very little market knowledge. The sales attitude was one of wait and see who shows up to buy. Under state ownership Makh Impex was structured to deliver to the market what it produced, not to produce what the market required.

· The company had become loss making because of high fixed expenses of over-dimensioned production structures, as well as extremely weak cost control at all levels of operations.

· The company was saddled with debt, while many of its own receivables were uncollectible. By implication, its capital was grossly overstated.

· Internal management of the company had severely worsened. In fact, many previously sound management procedures were abandoned and replaced by much poorer and less transparent ones.

· This was particularly true for financial management, which had basically been abolished. Accounting did not reflect the minimum standards of material correctness and transparency. No management information could be obtained from the accounts.

· The above situation had led to an atmosphere where irregular dealings, stealing and graft in the company were widespread and well accepted.

With accumulating losses, negative cash flow, excessive indebtedness and very low sales, the company was brought to the brink of collapse. The privatisation of the company had become a necessity because it could not continue to operate under the government’s stewardship.

II.3 
The privatisation process

The privatisation of Makh Impex was a long drawn-out process. Although already by 1996 Makh Impex was proposed for privatisation, strong opposition in the parliament and some segments of society delayed the actual divestiture of the last 51% held by the state. Not only was there hesitance to sell what was considered one of the most important and strategic companies in the state-realm, also the minimum sales price was fiercely disputed. Even after privatisation this discussion continued, with some people seeking to reverse the entire privatisation.

Eventually, and with the company having virtually stopped due to protracted mismanagement, Makh Impex was offered for sale following the ‘open tender’ method. Based on the December 1998 balance sheet, the state set a minimum price of T 1,954 millions for 51% of the shares. As we noted in the previous paragraph, by the time of privatisation in August 1999 the true asset value of the total company was well below that value (probably less than T 1.8 billions, so around T 900 millions for 51% of the shares). The sales price proposed by the state did neither take into account the huge amount of bad receivables, nor the accumulated losses of the current year, while fixed assets had constantly been re-evaluated even after their normal economic life span was over. In our assessment, the minimum sales price constituted a premium of at least 100% over the company’s real asset value.

The tender, in which only two bidders participated, was won by a consortium of companies in the Genco group and some individuals related to that. Regrettably, as Genco only received word of its success in bidding on 11 of August, the year-1999 production season was virtually lost. The new owner had not taken the risk of purchasing animals for slaughter in a company that it might not be able to control. Doing so after 11 August was simply too late.

Thus, the privatisation of Makh Impex should be evaluated critically for the following reasons:

· Due to the delay of the privatisation date, opportunities were created for certain individuals to either willingly of unwillingly mismanage the company and bring it to a state of operational and financial collapse. Had the company been more speedily privatised, for example in early 1998, this could have been avoided. The company would have been much more valuable, and the state might have received a much higher price for the sale of the shares.

· The timing of the privatisation – in the middle of the production season was plainly wrong. This type of industry should have been privatised in winter, allowing time for preparation of the next production season.

· The asset evaluation of Makh Impex, used to determine the minimum sales price, did not reflect the real asset value of the company, in particular not the expected losses due to unrecoverable receivables, and not the accumulated losses of the current year either. It probably did not represent its economic (earnings) potential either.

· The new management was saddled with certain obligations to the state, such as warehousing meat for free for the state reserve. This was not a reasonable requirement because it imposed unlimited expenses on Makh Impex, while it impeded the company from undertaking some operational decisions such as switching off the freezer after selling out the meat.

It may be concluded that the process of privatisation aggravated the problems created in the final years before privatisation (see paragraph II.2). The company was privatised at the wrong moment, and at a disputable price, confronting the new management with additional and unavoidable financial losses right from the start. No good father would wed his daughter like this, but the state of Mongolia did.

III 
Building the restructuring plan

III.1 
Diagnostic and strategic planning

The restructuring of Makh Impex aimed to correct some of the negative developments of the last years of state ownership on the one hand, and instil modern market-orientated management practices on the other. This was the challenge the new management was faced with, and which the UNDP Enterprise Restructuring Project was called upon to support. 

Whereas the new owner had already started some restructuring actions right upon privatisation in August 1999, the effort was intensified and co-ordinated with the arrival of the UNDP project team. From September 1999 to February 2000, the UNDP consultants worked with experts from the Institute of Finance and Economics (mainly marke​ting), the Genco study group (finan​cial projections) and senior staff of Makh Impex to perform an in-depth diagnostic of the company. Technical studies were undertaken and working sessions organised, aiming to uncover the bottlenecks the company was faced with, and seeking remedial actions for improvement. Directly upon the completion of the diagnostic, the restructuring plan was formulated. The plan was adopted in April 2000, and implementation started right away.
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The process and methodology of diagnostic review and business planning is sum​ma​rised in the figure below. The diagnostic phase aimed to clarify the internal and external environment of the company, its relative position on the market, and its position re​lative to the competition. Thus, in-depth studies were conduc​ted into the operations of the com​pany, in particular its mar​ke​ting, production, organi​sa​tion and finan​ce functions. The local and export markets were extensively investigated, as was the compe​tition. Based on this information, the SWOT analysis was com​ple​ted: the relative strengths & weak​nes​ses (internal), and the oppor​tunities & threats in the exter​nal envi​ron​ment. This helped us iden​tify the company’s compe​titive advanta​ges on the market. 

We then proceeded with the development of the restructuring plan. Based on the SWOT, the corporate objectives, mission statement and subsequently corporate and business unit strategies were developed. This involved an assessment of the various options available, and development of a strategic vision: ‘what do we want to achieve in the future’. Having completed this important step, the corresponding objectives and actions at the functional level (marketing, production, organisation, finance) logically followed. Subsequently, financial projections (scenario’s) were developed, as was an action plan clearly outlining what had to be done to realise the restructuring plan, when and by whom. 

It is pertinent to note that the development of the SWOT (which is the outcome of the diagnostic phase) is by far the most fundamental step in the entire process of restructuring planning. Once the SWOT is completed, all elements of the restructuring plan, in particular its corporate (global) objectives and strategies, impose themselves quasi automatically, as do the functional objectives and strategies (marketing, production, organisation and finance). It is for this reason that the diagnostic phase and the analysis of the elements that underpin the SWOT is much more important, and also more time consuming, than the actual development of the restructuring plan.

The methodology of diagnostic review and business planning is extensively described in annex A, including a detailed flow chart showing the layout of the final restructuring plan. The annex provides some examples of how this methodology was put into practice. The current chapter III will provide the main elements of the restructuring plan at the corporate level (objectives and strategies). In the following chapters IV to VII the most important restructuring actions at the functional level (marketing, production, organisation and finance) will be described.

III.2 
Corporate objectives

The formulated restructuring goal was ‘to restore the company to profitability, enhancing its reputation on the market, and offering the management, workers, and shareholders the perspective of a healthy and dynamic company, widely respected in the community’. The restructuring plan offered the ‘road map’ of how to get there, and was meant for management, staff and shareholders, potential new shareholders, joint venture partners, and potential providers of loan resources.

However, in order to attain this globally formulated goal, a number of short and medium term corporate objectives were defined:

· The first corporate objective was to restore profitability to at least 20% of equity. This would imply net profit well over T 600 millions per annum (medium term). The immediate objec​tive for 2000 / 01 was to regain modest profi​ta​bility at 1998 levels (T 100 millions) or higher.

· The level of production required to reach this profit target was 7,000-8,000 tons of dead meat per annum. The short-term objective (year 2000) was to produce and sell at least 5,000 tons of meat – including a substantial part on behalf of other meat companies (sub-contracting).

· In terms of marketing, we aimed to diversify the client base and reduce the dependency on traditional markets in Eastern Siberia. The restructuring plan called for aggressive promotion of meat products on the markets in China, the Middle East, Muslim territories of the former USSR, and East Asia. The local market would be redeveloped as well.

The corporate objectives are globally defined, and mean to offer global direction to all segments of the company. They constitute the ‘frame’ of the overall restructuring effort. Thus, all strategies at the corporate level (see next paragraph) and at the functional level (see chapters IV tot VII) must contribute to the attainment of these three corporate objectives.

III.3 
Corporate and business unit strategy

Following an assessment of the profitability and market potential of the respective business units, and taking into account the corporate objectives, the following business unit strategy was developed:

	Business Unit
	Assessment and Strategy

	‘Bod’ (cattle, horses, camels)
	This is the most strategic department, performing own and contract operations. Promote butchery (higher value added) for the local and some export markets. Priority for technical renovation.

	‘Bog’ (sheep and goats, pigs)
	In spite of small production, this unit is strategic because of potential sales in ‘new’ markets and tremendous raw material availability in Mongolia. The pork line is only of importance if pigs can be obtained at a reasonable cost.

	Butchery
	Considering future value added operations for the local and some export markets, this line is strategic. Some upgrading required.

	Edible by-products
	Substantial export revenue potential on the Chinese and Russian markets. Upgrade our (direct) marketing of these products.

	Skins
	Valuable by-product from slaughter. Redevelop export sales network.

	Casings
	Ditto. Redevelop export sales network.

	Fat
	By-product of limited importance, but can be sold at profit. Maintain.

	Blood
	Blood flour is difficult to sell, and hardly profitable. No strategic importance.

	Bones
	Although some sales opportunities for bone flour and bone meat exist, because of low revenue this unit is of low strategic importance.

	Sausages
	The unit has been reorganised. Opportunities for profitable operations exist. Modest strategic importance.

	Tinned meat
	Only upon substantial technical renovation this unit can regain its strategic importance. For now, low importance.

	Support units
	Some support services may be bought externally at more favourable conditions (f.e. sewing). Many support units may offer their services to outside clients (f.e. mechanics, garage, laboratory). Some can be sold or leased out (f.e. carpentry). The compressor unit is of strategic importance.

	RPAs
	The own purchasing network remains strategic, but through a more reduced number of agencies. Some agencies to be closed or transferred to local traders.


IV 
Reinforcing the market orientation

IV.1 
Marketing strategy – the plan
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Makh Impex used to deal with a very limited number of (unreliable) Russian export clients, while selling its products locally through own shops. With these Russian clients unable to buy meat as before (and pay for it!), there was a need to diversify the export base - including new countries and a wider array of clients. Also, we aimed to extract more value from Mongolian meat by moving up the value chain. Whereas Makh Impex used to sell low value added meat carcasses mainly, we now planned to promote sales of portioned boneless meat and by-products, all butchered and packed according to international standards. Sales of tinned meat could be added later. In order to utilise the large production facilities, sub-contracting operations would be performed for other meat companies. On the local market the distribution channel had to be redeveloped from scratch because the own sales network had collapsed because of large losses.

To diversify the export market it was decided to make market visits to Central Russia, China and the Middle East. Makh Impex took primary responsibility for Russia and Muslim areas in the former USSR because the company felt confident it already had sufficient inroads into these markets. The project would organise and sponsor the visits to the other two markets because these were totally unknown to Makh Impex. Intensive contacts were also held with clients from South Korea and Japan. While the results of this work will be summarised in paragraph IV.2 below, suffice here to state that there is – in fact – ample opportunity for Mongolian meat exports to non-traditional markets.
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To restart sales of sausages on the local market it was decided to develop a system of private wholesalers. This was thought to be more cost effective than having own shops, or supplying sau​sages to many small private shops (high distribution costs). We planned invest​ment in product development, improved sausage recipes and improved packa​ging. To support the sales of butchered meat on the local market a meat catalogue was prepared, and one for sausages as well. Other promotional efforts for the local market included some advertisement and taking part in trade fairs.

A marketing and sales department would be established to conduct market studies and promote sales. Some young graduates would be recruited, and mainly assigned to conduct market research. We were aiming to establish strategic partnerships with foreign meat producers for collaboration in marketing, technology and perhaps investment. Product pricing would be more flexible, not only reflecting cost prices, but above all current market conditions.

IV.2 
Marketing implementation – the results

The whole year 2000 has seen frantic efforts to develop and diversify the export market. Already in February 2000, a market visit was made to China (Inner Mongolia), which resulted in a countervisit and an agreement in principle for delivery of substantial quantities of meat and meat by-products. Regrettably, the deal was cut short by the outbreak of foot-and-mouth disease in Mongolia. Yet, this experience demonstrated the potential of exporting to China, if this country’s food safety standards can be met by the Mongolian meat industry and livestock breeders.

Also, negotiations were held with various companies from Japan and South Korea. These markets proved difficult to serve due to the same quality concerns, as well as distance. Still, a small order was obtained from Japan for horsemeat, to be delivered in 2001 after fattening. There is almost certainly a market in South Korea for tinned meat.

Extensive negotiations were conducted with a client from Egypt for deboned meat (frozen). This was found to be unfeasible due to high transport and packaging costs, as well as high financing expenses due to the long time span between animal procurement and final delivery of the meat. However, following a market visit to UAE, a trial order was obtained for mutton – to be airshipped. Fresh mutton is a premium product in the Middle East for which superior prices are paid. However, as for most other ‘new’ markets, veterinarian and hygienic requirements are very strict.

Finally, and with time pressing, Makh Impex engaged in an export contract with a Russian client. The destination of the meat was traditional, but the mechanism of trade was not. The client opened an endorsable and confirmed Letter of Credit in name of Makh Impex, which could be used to guarantee a seasonal loan from a local bank. This mechanism worked as expected, but due to some delay in receiving the money from the bank, the production volume fell short of the planning. In addition to own operations, Makh Impex performed substantial slaughter on behalf of other meat processors and meat traders.
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The production of sausages was successfully restarted. Starting from nil at privatisation, production went to 400 Kg / day by the end of 1999, and reached 2 tons / day by the middle of 2000. To reduce production expenses, the capacities were downsized considerably. New product types were developed, recipes reviewed, and packaging improved. The Makh Impex brandname is yet again well known and well appreciated in Mongolia. Distribution takes place through wholesalers. In spite of strong competition from small producers and cottage industries, often copying Makh Impex products and packaging, this production is now modestly profitable.
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The promotion of table meat and value-added by-products for the local market has failed due to pressure to fulfil the Russian export contract. There was simply no meat left for the local market, although some butchery operations have since taken place from hand slaugh​tered meat. Also, it proved difficult to find suitable people to do local marketing. Capable marketing staff is scarce in Mongolia, and Makh Impex finds it difficult to attract and retain such people. Export marketing is still done by the top management. Sales of sausa​ges fall under the responsibility of the sausage plant.

By the end of 2000, having concluded that the production volume had fallen short of expectations, Makh Impex initiated a series of new – never before tried – operations. Firstly, the company purchased hand slaughtered meat (mainly mutton and beef – slaughtered through traditional methods) from herders throughout the country. The meat was warehoused in Makh Impex, and most was sold in spring 2001 when meat prices increased due to shortages on the market. Secondly, some of this hand slaughtered meat was butchered for exports, this way fulfilling some further part of the Russian contract. Thirdly, at the request of the Russian client, Makh Impex started to produce horsemeat instead of beef. Horses are more easily available than cattle in the off-season, and are much cheaper. These operations continued until February 2001, when horses became too skinny. However, when the Russians appeared unable to take delivery of the meat, Makh Impex restarted its tinning line and successfully sold tinned horsemeat on the local market.

Sales opportunities for the year 2001 look positive. Makh Impex has re-established its position on the Russian market, while there are confirmed sales opportunities in Kazakh​stan. Sales on the local market for fresh meat, tinned meat and sausages are fur​ther developed. Jointly with other local companies, a retail network will be built. This way, distribution expenses will be shared. Efforts to develop exports to China, South Korea, Japan, and the Middle East are continued. Financing for the year 2001 production season was obtained, and animal procurement will start in June.

In conclusion, substantial progress was made in re-developing the local and export market. Total meat production has reached the level foreseen in the business plan, although contract operations still dominate. These are not profitable. In addition, production capacities of mutton are greatly under-utilised. Many international contacts were developed with a perspective of collaboration in the future, but real ‘partnerships’ for joint marketing and investment have not yet been established.

V 
Improving quality in production

V.1 
Production strategy – the plan
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The meat produced by Makh Impex had always been able to satisfy Russian and local standards for food safety. However, knowing that Russian standards might be raised eventually, while we aimed to penetrate new markets that already had adopted much higher product standards, the hygienic standards in production required improvement. Also, the design of the production process was found to be (very) outdated, production facilities worn out and prone to break done, sometimes plainly unsafe, and in addition greatly over-dimensioned - inflating production costs. So improvement was needed both in increased process technology and upgraded physical installations.
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Specific technical assistance was planned for improved process control and hygiene, as well as animal handling before slaughter to avoid stress. Tech​nical assistance was also planned to restart value-added operations such as de-boning, butchery and packaging. We proposed to review the payment system of animals, differentiating animals by quality and meat yield, and paying accordingly. This way it was hoped that  herders and regional procurement agen​cies would offer better quality primary materials to the factory.

We also planned to develop a technical rehabilitation plan, investigating which parts of the current production facilities would need to be upgraded or replaced to satisfy (ever increasing) production standards of the export markets. This plan would also focus on reducing product losses and energy waste, enabling better process and quality control, and increasing efficiency and productivity. Downscaling of facilities was considered.

It was specifically intended to restructure the animal procurement system, ensuring that the company would have efficient procurement agencies delivering animals of good quality at competitive prices. We investigated the use of a feedlot to lengthen the production season. 

Substantial improvement of sausage production was planned as well, both in terms of hygienic and process control, and particularly in cost management. Recipes, production processes, raw materials acquisition and management would be improved.

In order to have portioned and cut meat available for the local market, it was foreseen that all meat carcasses meant for the local market would be de-boned, cut and portioned immediately after slaughter (before freezing). First grade cuts would be available throughout the year for the fresh market, second grade cuts and lean meat for sausages. This would also reduce the cost of sausages, as previous practice was to use the entire carcass – including all valuable meat cuts.

V.2 
Production implementation – the results
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In order to strengthen Makh Impex in technology improvement, the project assisted the company through short-term expert services. Already in November 1999, a short-term consultant offered training in improved hygienic procedures, workflow, meat partitioning, new sausage recipes and more cost-effective sausage technology (short​ening processing times). A retired volun​teer expert from the USA assisted the company in improved slaughtering proce​dures and process control. In addition, he developed a programme of investments in the production facilities that would upgrade the production standards, and thus acceptability of the product on advanced markets. Another retired volunteer, from the Netherlands, focussed on hygiene and sausages production.

A team of ten Makh Impex staff, mainly production masters and supervisors, visited China for a technical study visit. This was hosted by the same company that would have liked to purchase meat from Makh Impex, had not the incidence of foot and mouth disease provoked the Chinese authorities to close the border for Mongolian meat products. Nevertheless, their hospitality demon​strated keen interest to establish a long-term relationship with Makh Impex.

During the study visit, Makh Impex staff observed production procedures not known before, many of which were replicated during this year’s production season (methods of des-infection, vertical butchering of mutton carcasses, etc). Also, Makh Impex staff was introduced to Chinese suppliers of meat processing machinery and equipment, cooling equipment, slaughter lines and other processing tools. This visit, as well as the above mentioned technical assistance advice, helped the company make important improvements in its production control. The main export client (from Russia) was very satisfied with production technology in the factory. Yet, to penetrate the ‘new’ markets, Makh Impex staff needs to make further improvement in veterinarian, hygienic and production procedures.

In early 2001, the project sponsored a visit of another team of four persons to Russia (Moscow) to update their knowledge on meat technology. They visited three modern meat factories in Smolensk, took some courses in a meat institute, and participated in a food exhibition in Moscow.

In 2000, Makh Impex practised payment of animals based on the meat yield and meat quality obtained from slaughter. The result was that more 1st category meat was received than before – as we had intended. We also made an investigation into using a feedlot to extend the slaughtering season, but that does not seem to be feasible for production of low value added meat products. It can only be done for high value meat, such as horsemeat for exports to Japan. The Makh Impex animal procurement system of (now) nine agencies worked well (see chapter VI on organisation).

In terms of the volume of production, performance fell short of expectations. The main reason was the late start of animal procurement due to foot-and-mouth disease and delays in financing. However, some lost ground was recovered due to the operations ‘mutton’ in late 2000 (buying meat slaughtered by traditional methods), followed by operation ‘horsemeat’ in January / February 2001 (see marketing above). At first the horses were slaughtered in the factory, but Makh Impex shifted to field slaughtering when it was found that the horses lost too much weight when being driven to the factory. These were entirely new directions. Never before had Makh Impex been dealing with traditionally slaughtered meat. Never before had industrial slaughtering been done after New Year. And never before had field slaughtering been done either for local sales, or for exports as carcass or butchered meat.
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This entirely new experience shows that lengthening the production season is possible indeed, as had been proposed in the business plan, although it requires hard work to get either hand slaughtered meat or alive animals during this period. In spite of the many problems encountered, buying meat slaughtered by herders through traditional methods (for the local market), and organising field slaughtering (for the export market) are viable options until mid-winter when animals become too skinny. Although these operations are not very profitable due to high transport expenses, they increase the factory’s capacity utilisation and also provide a good service to clients. Through these opera​tions Makh Impex has been able to compensate some part of the shortfall in its year-2000 export contract with Russia.

In sausage production, many new products were developed, market tested and introduced. Packaging, taste and appearance were considerably improved. Some sausages are now made with protein meat-substitutes, substantially reducing the product’s cost. One new product got a prize from the chamber of commerce during the annual food exhibition. The Makh Impex product regained acceptance and appreciation of the public.

VI 
Introducing the profit organisation

VI.1 
Organisation strategy – the plan
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The main element in our organisational change policy was the introduction of profit centres. The central philosophy was that the company exists to make a profit, and that all production depart​ments and support units must contribute to this objective. Thus, all departments had to generate revenues that would exceed expenses. Even overhead services would be compelled to justify their costs in terms of their usefulness.

In the profit centre approach, all production and service departments would bill each other for products and services delivered. In case outside services were cheaper, departments would have full liberty to purchase externally. No part of the company would be allowed to generate expenses that were not justified by the true value of their products or services. Consequently, all segments of the company would have to think in terms of the cost and the revenue of their services, ensuring the efficient use of resources. Department managers would be made to think like ‘entrepreneurs’, looking for sales, profit and cost reduction opportunities. This was a clear break with the past, when they were just ‘staff members’, executing the orders they were given. Obviously, in spite of the ‘entrepreneurial spirit’, they would still be expected to act in the interest of the company. Above all, Makh Impex would ensure quality control and brandname protection. But the level of staff responsibility and motivation would increase substantially.

The strategic objectives of the profit centre approach were the following:

· Efficient use of production resources by making all production departments and service units responsible for cost management and profit optimisation

· Means for motivation of managers (bonus for profit achieved)

· Reliable information on profit contribution of company units and better cost control by more accurate administration of expenses

· Means for organisational change: some services that are now provided in-house may be obtained cheaper externally (f.e. sewing). Some Makh Impex service units may serve outside clients (f.e. laboratory, garage)

The first units chosen for transfer into product centres were the regional purchasing agencies in nine aimags, responsible for animal procurement. The reason was that these units had caused the company very large losses in the previous years, while due to their distance they were very difficult to control. Thus, the conversion into profit centres of these units was mainly a stop-loss action. Also, the two support units ‘mechanics workshop’ and ‘carpentry’ were converted for the same reason. These two units were not vital to Makh Impex, and perhaps should not have been there in the first place because such services may easily be obtained from outside contractors. Other support units were introduced to operate internal billing of their services, but not yet transformed into profit centres.

Other strategies in the context of organisation were the establishment of a modern marketing department, linkage with foreign partners (see chapter IV) and upgraded staff training.

VI.2 
Organisation implementation – the results

As was expected, the introduction of the profit centre approach met with some resistance. Yet, it was realised in several key sectors of the company. The profit centre approach was first tested in the two support units ‘mechanics workshop’ and ‘carpentry’, and in a different form in the nine remaining regional purchasing agencies (four had been closed for poor results and irregular dealings).

The mechanics and carpentry workshops were turned into profit centres in May 2000. These two workshops already worked to a large extent for outside clients. Both workshops received substantial operational freedom and limited treasury rights. A beginning balance sheet was established. Initially, all ‘profits’ could be retained in the workshop, later a profit sharing arrangement with Makh Impex would be introduced. The ‘profit’ results of both workshops have been quite different. The carpentry was able to cover its expenses, reimburse Makh Impex for energy and services, and retain some profit. This arrangement clearly motivated its manager to seek clients and find ways to reduce expenses. The mechanics workshop, however, never came into the ‘black’. This was attributed to lack of initiative in searching market opportunities and poor leadership.


The regional purchasing agencies were also given full responsibility to cover their costs from own revenues. The agencies received money to buy animals and were informed of the prices at which Makh Impex would accept animals of different categories at the factory gate. These prices took into account the fact that Makh Impex would pre-finance the operation, thus were a bit lower than prices paid to individuals. The agencies were responsible for their operating and animal driving expenses, and would determine their own animal purchasing policies and prices. The difference between procurement costs and factory gate revenue would need to cover their expenses, and hopefully give them some ‘profit’. The agencies were also able to benefit from the (quite substantial) weight gain of animals on the way to UB.

	
	Old 
	New 

	Animal procurement prices
	Determined and adverti​sed by Makh Impex
	Decided by RPA, depen​ding on local market conditions

	Costs incurred during animal procurement and driving period
	Supposed to be paid from weight gain, but ultimately Makh Impex responsibility
	Responsibility of RPA

	RPA operating  and overhead costs
	Responsibility of Makh Impex
	Responsibility of RPA

	Payment system
	Based on live weight, irrespective of quality
	Based on meat output – yield and quality

	Incentive scheme
	Bonuses based on performance, fulfilment of weight gain plan
	Full ‘profit’ stays with RPA for internal use


It was difficult to convince the RPA managers of the merits of this system, but eventually the younger ones jumped the fence and forced the others to follow. In the end, most agencies performed rather well and delivered high quality stock. Only one agency reported a loss on these operations (Uvs aimag, due to its long distance). The agencies were also fully involved in operation ‘mutton’ (buying hand-slaughtered meat for the local market) and operation ‘horse’ (buying horses for meat exports to Russia), which were implemented in the winter of 2000 / 01. This gave them some additional revenue (and profit) opportunities.

Of the remaining units, the sausage plant started a shadow bookkeeping and demonstrated its capability to act as a profit centre. Most of the service units started to calculate and charge internal delivery prices for their services. The units have been given to understand that their expenses must be covered from revenues generated. But it was not considered practical to convert them into full profit centres while slaughtering was ongoing.

A special fee sharing arrangement was made with the internal veterinarian services, working for outside clients whose animals were slaughtered by Makh Impex. Some other support and overhead units were leased out (sewing, shops), or closed. 

As to the establishment of the marketing department, the results fell short of expectations. Makh Impex only managed to recruit one young marketing manager (albeit a capable one). Most marketing actions have remained with the top management. Still, the marketing and sales function in Makh Impex operates much more efficiently than before. Knowledge of international and local markets has vastly expanded, and management is rapidly gaining experience in modern sales and marketing practices. By re-establishing its international profile, Makh Impex is becoming a more equal partner to foreign companies, including potential trade and investment partners.

As regards training, Makh Impex has benefited from a series of training efforts organised by the UNDP project for its middle and higher-level management staff.

VII 
Financial management

VII.1 
Finance strategy – the plan


At privatisation, financial management in Makh Impex was basically non-existent. The accounting function was very unreliable with major shortcomings in primary and secondary bookkeeping. Accounting provided next to no infor​mation that was useful to management. Reliable cost and profit information on individual product names was totally absent, and very much delayed anyway. For example, the cost of all types of meat was accumulated in one account ‘meat’. Consequently, management was obliged to base its production and pricing decisions on the economist’s calculations, who used production standards and norms that had not been updated for several years and surely no longer reflected the much changed commercial and production environment. By implication, Makh Impex was sailing like a ship without compass.

From the point of view of management improvement and company restructuring, it was a matter of priority to update the basic financial accounting. The charter of accounts and accounting procedures were to be revised, overhead cost allocation reviewed, and an entirely new accounting software was commissioned. This focused on accounting real costs rather than norms, and would enable the company to have reliable product costs by main product types. Based on this information, production priorities could be established, focussing on the most profitable products and sales strategies. Product prices would be calculated more accurately.

The improved accounting function would also form the basis for a more reliable system of management information and budgeting. Management would be able to receive regular and accurate information on profitability, receivables and payables, sales projections, cash needs, and so on.

A major activity planned was the search for seasonal financing, without which no part of the restructuring plan could be implemented. This would be done by presenting our proposals to local as well and foreign financial institutions. It was also planned to review and restructure the outstanding payables and receivables. Old bank debts would be renegotiated, because these were spoiling the company’s banking image.

The restructuring plan also included financial projections for the future development of Makh Impex. Three scenario’s were developed: a ‘middle’, ‘fast recovery’ and ‘survival’ scenario. In the middle scenario it was assumed that 7,700 tons of meat would be produced, half of which for contract operations. This scenario would allow for gradual repayment of old debts, and some limited investment. In the fast recovery scenario 9,400 tons of meat would be produced, enabling the company to repay its debts rapidly and to invest in modernisation of the factory. In the survival scenario, 4,300 tons would be produced – mainly for contract operations. This scenario would allow Makh Impex to make a small profit, but not enough to either repay old debts or invest in the modernisation of the factory.

VII.2 
Finance implementation – the results

The conversion of the accounting system, implementing modern accounting procedures according to new accounting standards, and the related computerisation, was completed in time for the production season. In spite of some corrections yet to be made, the accuracy and relevance of financial information available in the company has hugely improved. It is now possible to obtain production costs by product name, and determine sales prices in a logical manner. This enabled us to conclude that the sales contract of beef to Russia was modestly profitable while sales of butchered meat have resulted in a zero (no loss, no profit) result. The fee for contract slaughtering needs to be increased.

Due to the computerisation of the accounts the workload for accountants has been relieved, enabling more timely financial reporting. Staff numbers in the accounting department were reduced substantially.

The project has helped the financial department design reporting models for timely, accurate and relevant management information. Already the financial department has been learning how to deal with L / C documentation, bank loan applications, cash flow projections and other financial analysis tools.

Obtaining working capital financing was a long drawn-out process. Both local and foreign financial institutions were contacted, proposals presented, and negotiations conducted. On the local market, the outstanding (and long overdue) debts of Makh Impex made banks very hesitant to accept any further lending. Although we presented proposals for gradual repayment of these old loans, banks were not inclined to accept settlement of these old debts over a long period and give new loans at the same time. On the international market a foreign financial partner was found, but due to commissions and risk premium charged the cost of lending worked out to be considerably higher than the normal bank rate in Mongolia. This offer was eventually rejected.

Finally, the company succeeded in obtaining seasonal financing from a local bank. The loan was made with an international Letter of Credit (confirmed and endorsable) as the main loan security. This financing form – a novelty in Mongolia – was quickly replicated by other meat producers in the country. Makh Impex also obtained some advance payment for some of its sales. Having seen this financing form operate successfully, another bank approached Makh Impex and offered to finance operation ‘mutton’ under the same mechanism. Subsequently, operation ‘horsemeat’ was financed as well. This demonstrates how successful Makh Impex has been in re-establishing its credibility in the banking community. For the future, Makh Impex is rather well placed to finance its export operations through a combination of pre-financing and L / C based bank lending. In fact, the financing for the year 2001 was swiftly secured from foreign credit sources.

In terms of the final result, in the year following privatisation, Makh Impex produced over 5,000 tons of meat – including the horse meat processed in Jan / Feb 2001. Thus, the company performed above the ‘survival’ scenario. A small profit was reached on normal operations and also on procurement. Apart from profitable meat exports, the butchery of hand slaughtered meat towards the end of the year tipped the balance. However, due to writing off old receivables and animal losses during the harsh winter of 1999-2000, the overall financial result for the year 2000 was slightly negative. Losses were made in the sausages plant, and probably some losses in butchery in the early months. The fee for contract slaughtering is almost certainly too low. In addition, overhead expenses were rather high – as were ‘non-operational’ expenses. Given the current order portfolio and timely animal procurement, the financial results for the year 2001 will be positive.

VIII
Lessons learned and policy implications

VIII.1
Lessons learned - replicability

· It has been shown possible to extend the export market for Mongolian meat to new (non-Siberian) destinations in Russia, Central Asia, probably China, the Middle East, South Korea and Japan. These markets offer huge potential, provided that the Mongolian veterinarian and food control procedures are improved.
· However, due to its geographical location, Mongolia can not hope to sell low value frozen meat carcasses and deboned meat blocks outside its direct geographical environment (Russia, Central Asia, and China). The main reasons are high transport costs, high cost of financing in Mongolia (combined with a long production and transport cycle), and high cost of packaging. For exports to ‘new’ markets, Mongolia needs to propose high value added meat products. Examples are fresh mutton to the Middle East and fresh horsemeat (boneless) to Japan. For these premium products clients are willing to pay high prices.

· The traditional view that Mongolia can only sell carcass meat (bone-in) is incorrect. Value added boneless meat – portioned and packed according to international standards, fresh or frozen - may find a market as well. However, Mongolia needs to upgrade its butchery technology, portioning and packaging to be able to charge premium prices for these products.

· Establishing strategic collaboration with foreign meat producers may be possible but requires patience. Mongolia is very much unknown territory, and is seen as risky, isolated and backward. Mongolia needs to upgrade its production stan​dards and entrepreneurial attitudes to be attractive to foreign partners.

· The profit centre approach does in fact empower and motivate department managers to take responsibility for their work, reduce expenses and gain some profit for themselves and their colleagues.

· The novelty in financing was that seasonal credit was obtained based on a Letter of Credit as the main loan security. This financing modality was found to work.

· Another lesson in financing is that it has been shown possible to rebuild a banking relationship and get financing even in a situation of severe financial dis​tress and indebtedness, if sound business opportunities are demonstrated. After the first bank-loan was successfully repaid, other banks were literally cueing up to offer their services.

· Many Mongolian meat processors are looking for international financing. Our experience shows that this may be available, but probably not cheaper than financing on the local market. Foreign financial partners will rate any Mongolian deal as risky. This will be reflected in the interest rate.

VIII.2
Policy recommendations

· The meat sector is of extreme importance to Mongolia. Although the government need not interfere in the meat industry directly, it must accept responsibility for maintaining trade relations with Russia and opening trade relations with China and other prospective meat markets. This requires negotiations with foreign governments on opening the border (or not erecting new blockades), and determining the necessary veterinarian and hygienic requirements. 

· Exports of Mongolian meat are seriously hampered by concerns on animal health, and by lacking hygienic control in the factories. Whereas the latter may be improved by the meat industry itself, the former deficiency can not. Therefore, the government must take the lead in assisting herders in introducing improved livestock breeding techniques. This is particularly important as a few sick animals may lead to the exclusion of all Mongolian livestock products for exports.

· Above all, the government must negotiate the certification of certain areas in Mongolia as ‘free of disease’, this way opening the world market to Mongolian meat.

· Linked to the previous recommendations, the government must ensure that improved veterinarian control and food safety procedures are introduced in industry. However, this does not imply that the government should take over the entire meat supervision chain, but rather must supervise the correct execution of production control by the factories. The proposed transfer of veterinarian and food safety control to the government must not be allowed to inflate production costs.

· The positive effects of privatising the national industry will be reinforced if key support sectors are privatised as well. The meat sector, for example, would probably benefit from privatising the energy sector.

· A general conclusion is that post-privatisation restructuring may lead to good results if implemented in a logical and methodological manner. In future privatisation procedures the government must consider the capacity of the potential buyer to develop, restructure, and if needed recapitalise the company. This is more important than just getting the highest price possible for the company on auction.

IX 
Conclusions

In this paper the restructuring of Makh Impex was discussed as a case study in post-privatisation restructuring. It was shown how through a process of strategic planning, consisting of a ‘diagnostic’, ‘planning’, and ‘implementation’ phase, the company was steered from a situation of impending collapse to a new lease of life. The key elements consisted of analysing the internal and external environment of the company, building the strategic framework for improvement (SWOT), and subsequently formulating the corporate objectives and strategies. This was done through a participatory process, involving all senior and many of the middle level management staff.

The restructuring plan was concretised through the respective marketing, production, organisation and finance plans, defining the practical objectives and strategies to reach the formulated corporate objectives. An action plan laid down the time frame and personal responsibilities to implement the restructuring plan.

Although the restructuring of Makh Impex was meant to be an ongoing process over several years (2000-2003), we may conclude that great progress has been made in the first year. The marketing function of Makh Impex has been tremendously strengthened, with the company much better aware of the local and export markets and better prepared to meet the clients and face the competition. In production substantial progress has been made as well. Technology has been strengthened and costs were strongly reduced. Products have been improved (sausages), and closed production lines (butchery and tinning) have been restarted. The most important achievement in organisation has been the introduction of profit centres. Although this process is not finished, it certainly helped reduce expenses in the year-2000 production season. Improvement in terms of financial management is the most spectacular of all, with Makh Impex now disposing of reliable and up to date financial accounts and information.

The restructuring of Makh Impex is not completed. However, from the current perspective it appears that the company, its shareholders, and workers have reason for optimism. The company has survived the very difficult first year after privatisation, and in fact has emerged stronger from it. With a much stronger footing in the market, much-improved internal organisation, and re-established banking relations, there is all reason to expect good operational and financial results for the years to come.

Annex A - Restructuring methodology – Diagnostic and Strategic Planning

In this annex the methodology of planning the restructuring of Makh Impex will be presented in detail. The outcome of this work was the ‘strategic improvement plan 2000 – 2003’ (the ‘restructuring plan’). However, in preparation for the formulation of the restructuring plan, an in-depth analysis of the company, its weaknesses, potentialities, and environmental factors was completed (the ‘company diagnostic’). This annex describes the consecutive steps undertaken during the company diagnostic and strategic planning phases.

A.1 
Company diagnostic


The development of the restructuring plan for Makh Impex was preceded by a detailed analysis of the external and internal environment in which the company operates (‘company diagnos​tic’). Several studies were undertaken into the (local and export) market and the competitive environment of Makh Impex. Also, detailed studies were made in the fields of marketing, pro​duction, organisation, and finance. Bot​tle​necks were identi​fied, and remedies were formulated. 

The methodology of work consisted of staff interviews, documentary studies, review of financial and operational data, and observation of work prac​tices. In addition, several work​shops were held with staff members at various levels to identify problems and seek solutions.

The company diagnostic was done through a collaborative effort of Makh Impex staff, the UNDP Enterprise Restructuring Project, the Institute of Finance and Economics (mainly marke​ting) and the Genco study group (finan​cial projections). The company diagnostic was carried out between September 1999 and February 2000. It is important to note that the time involved in completing the company diagnostic was much larger (five months) than the time required for the development of the restructuring plan (one month). In fact, with the successful completion of the com​pany diagnostic, the most crucial step in the business-planning phase – making the strategic choices – had been thoroughly prepared. The solutions to the problems found in Makh Impex virtually imposed themselves, because they followed logically on the conclusions from the diagnostic study.

The diagnostic process provided management with two important ana​lytical tools. Firstly, for the four functional areas of marketing, pro​duc​​tion, organisation, and finan​ce, summary diagnostic tables were developed and extensi​vely discus​sed with management. Secondly, the Strengths, Weaknes​ses, Opportuni​ties, and Threats ana​ly​sis (SWOT) was prepa​red.

The diagnostic tables (see example above), helped reach consen​sus between con​sul​tants and management about the problems the company was faced with, and the route to follow to improve the company’s situation. During a special working session with senior management staff, the four diagnostic tables (about 6 pages) were extensively discussed. Their comments were incorporated in the final version of the diagnostic report.

Based on the diagnostic tables, the Strengths, Weaknesses, Opportu​ni​​ties, and Threats analysis (SWOT) was prepared. The SWOT summa​rises the findings from the company diagnostic, and places this infor​mation in a strategic framework for company impro​ve​ment. Through the SWOT we match strengths with opportunities (take advantage), attempt to convert weak​nes​ses into strengths (improve), and deter​mine how threats can be avoided (upgrade). As an example, we mention Makh Impex’s strength in terms of its close location to the airport, which corresponds with a clear market opportunity of Mongolian mutton (fresh) in the Middle East. This is an advantage that most other meat processors in Mongolia do not have.

An example of converting weak​ness into strength relates to Makh Impex’s weakness in marketing. But because all meat processors suffer from the same weakness, this can be converted into strength simply by investing in marketing knowledge and practices. An example of a threat coinciding with a weakness was that we expected Russian food safety standards to be raised in the medium term while Makh Impex’s standards were lagging behind. This is why specific action was taken for improvement of production technology. 

Thus, the SWOT helped us determine what the company already did well, how it could use these skills to grab opportunities, and where it needed to make improvements to counter threats and overcome weaknesses. The SWOT, which is the outcome of the diagnostic study, is an extremely important step in establishing the priorities for the restructuring plan. In fact, having completed the diagnostic tables and SWOT the outline for the restructuring plan was already on the table…

A.2 
Strategic planning


During the strategic planning phase a number of sequential planning deci​sions was taken to prepare for the company’s return to financial and ope​rational health. Starting from defi​ning the corporate (global) objec​tives, the business unit strategy was developed. From thereon, the respec​tive marketing, production, organisation and finance plans were developed. On the next page is shown the full layout of the restructuring plan in a schematic manner. This coincides with the table of contents of the plan.

The formulated restructuring goal was ‘to restore the company to profitability, enhancing its reputation on the market, and offering the management, workers, and shareholders the perspective of a healthy and dynamic company, widely respected in the community’. The restructuring plan offered the ‘road map’ of how to get there, and was meant for management, staff and shareholders, potential new shareholders, joint venture partners, and potential providers of loan resources. 

The development of the corporate objectives was probably the most fundamental step in the restructuring plan preparation because all other parts were derived from this one. Based on the SWOT, the company determined which objectives it aspired to reach in terms of market penetration, profitability, organisation and so on. We formulated a medium term profit objective of at least 20% of equity, or at least T 600-800 millions. We formulated an objective for the quantities of meat products to sell, and aimed to diversify the export market to reduce the Russian market to 50-60% of total export sales.

The definition and analysis of the strategic business units was fundamental as well. Makh Impex consists of eleven (by-)product departments and a range of support units. In view of the corporate objectives, and after careful re-analysis of the external environment, the importance of the respective Business Units was determined. So we defined the cattle slaughterline as strategic, the mutton slaughterline as less strategic, and the pig line as not strategic at all. Also the by-products and support units were classified as strategic to some degree, or less so. For example, the fat unit is strategic because this product can be sold at a profit, while blood can not. The Corporate or Business Unit Strategy indicates priorities in allocating and integrating resources in the fields of production, finance, R&D, personnel, and marketing.

Finally, the restructuring plan was operationalised through the marketing, production, organisation and financial plans. This includes the objectives, strategies, means and actions in the four functional areas to reach the Makh Impex corporate objectives.

Strategic Planning Framework – Contents of the restructuring plan

	
	
	Analysis of external, customer, and internal environments (company diagnostic) (Annex A)
	
	

	

	
	
	
	
	
	

	
	
	SWOT analysis at the strategic level: analysis of internal strengths and weaknesses, and external opportunities and threats (Chapter two)
	
	

	

	
	
	
	
	
	

	
	
	Development of mission statement and corporate objectives (Chapter three)
	
	

	

	
	
	
	
	
	

	
	
	Formulation of Corporate or Business Unit Strategy (Chapter four)
	
	

	

	
	
	
	
	
	

	Marketing

- Objectives

- Strategy

- Implementation and resources needed

(Chapter five)
	
	Production

- Objectives

- Strategy

- Implementation and resources needed

(Chapter six)
	
	Organisation / Human resources

- Objectives

- Strategy

- Implementation and resources nee​​ded

(Chapter seven)
	
	Financial management

- Objectives

- Strategy

- Implementation and resources needed

(Chapter eight)

	

	
	
	
	
	
	

	
	
	Financial Projections (chapter nine)
Action Plan 2000 (and annual updates) 

(Chapter ten)


	
	


An example of a marketing objective was to obtain comprehensive knowledge of Makh Impex’s actual and potential clients on the local and export markets. One of the corresponding strategies was to conduct specific export market research in the Middle East and Central Asia. An example of a production objective was to reach 7,000-8,000 tons in the medium term. One of the corresponding strategies was to perform contract slaughter of 20,000 cattle and 100,000 sheep, in addition to own operations. One of the organisational objectives was to have a marketing and sales department ope​rational. As a strategy Makh Impex would recruit marketing staff (young graduates) who would conduct market research and make trade contacts. One of the financial objectives was to obtain working capital resources for the year-2000 production season. Local and foreign financial institutions would be contacted, and some advance payment would be proposed for all contracts.

The restructuring plan was completed with the financial projections. Three scenarios for restructuring were tested: fast rehabilitation due to high production volumes, survival production (virtually no restructuring possible), and a middle scenario. An action plan for the year 2000 was attached, summarising all concrete actions required to implement the restructuring plan in a chronological order. The action plan also provided a tool for monitoring progress in implementation of the restructuring plan. Twice the action plan was updated to take account of new insights that required us to review some parts of the restructuring plan. However, the central philosophy, as detailed by the corporate objectives and strategies, always remained valid.

It is important to note that the above methodology to develop a restructuring plan may be followed for any type of processing industry. The approach is logical, participatory, and leads to a clear plan of actions to reach the objectives formulated for restructuring. It is not very difficult to make this type of plan. Regrettably, only few companies in Mongolia go through such a process either before or after privatisation. This is one of the reasons why many privatisations fail to revive the company after their transfer from public to private ownership.
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Just slaughtered mutton…





New design of casings…








Poor hygienic practices…








Valuable by-products…
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The persons behind the new sausages….





RPA Team Uwurhangai…
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