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Strategy 
New challenges for the distribution company 

INTRODUCTION 

Seminar "Development and Implementation of the 
restructurlsation strategy for distribution companies In Poland" 

prepared by 

Arthur Andersen Polska 

Pultusk, 25 November 1997 

USAID 

******* 
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Agenda - Tuesday 
• Introduction to development of the 

strategy 

• Major steps 

- Environmental analysIs 

-Internal analysIs 

• Articulation of the strategy 

• Strategies of the distribution 
companies 

• The role of performance measures In 

the process of strategy 
Implementation 

ARTHUR 
ANDERSEN 

Why does a distribution 
company need the 

strategy? 
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Time of changes. 

- demonopolization 

- liberalization 

- regulation 

- privatization 

5 

Energy market will be changing 
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Subsectors will appear 

I 
I 

I Generation I 
I Distribution I I Services I 

I Energy wholesalE III Energy retail I 
I 
I 

7 

What can these changes mean? 

- number of market players will Increase 

ARTHUR 
ANDERSEN 

- new players will behave In a different way 

- how will prices and profits change? 
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Prices - global trends 

Trends after market deregulation 

decrease of pnces (In real terms) tifter 

Yearly clients' savmgs 
Industry 2 years 5 years 10 years 

Gas 1038% 23-45% 27-57% 
TelecommUnication 5-16% 23-41% 40-47% 
Airlines 13% 12% 29% 
Automobile N/A 3-17% 2859% 

Railway 4% 44% 

9 

And profits? 

I 
I 
I 

I I 

~ ??? . 

10 

after deregulation 

N/A 
$ 5 billion 

$194 billion 

$196 billion 

$ 9 10 billion 
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What should a distribution company 
do In such situation? 

? ? ? 

~ ....... ___ ---;1~ ./' v 

/ 
J/ 

? 

11 

I\.. 

~L 
? 
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Corporate Strategy 

't 

Process .. 
Reenglne ring 

TRATEGY 

erformance 
M agement 
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• Strategy gUides us which way to take In 

order to reach the goal 

· Performances measures help us check If 
all our boats go In the same direction 

· And we have to row In the right way -
strongly but evenly - reengmeermg 
process Will ensure thiS 

13 ARTHUR 
ANDERSEN 

Key Issues of the corporate strategy 

· Understand the key success factors 

· Defme the market 

· Drive to success 

· Internal resources alhgned to strategy 

· Implementation plan 

14 ARTHUR 
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Understanding what the company 
wants to ach leve is the key to 

succeess 

MIssIon of the 
Company 

15 

Where does the mission lead the 
Compan ? 

,he goal of the company 1S 
mpet1tlve dlstnbutlon of 

co y whIle assurmg 
the energ 

ht return for the 
theng 
future actiV1t1es 

Do you recogmze? 

16 
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· Mission does not have to be written 

· It IS better to have short and clearly 
defined miSSion (even not 
expressed) than written truism 

· MIssion Implementation IS the key to 
succes 

17 ARTHUR 
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Most business fail as a result of 
market misunderstanding and 
false believe that the company 

succeeds 
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The right order 

Understand 
the market 

strengths, weaknesse 
opportun Itles 
and threats 

Dnveto 
success 

Right 
direction -
strategy 

19 

There are lots of opportunities for 
Distribution Companies 

mergers and acquIsitions 

telecommunication 

new markets +4 ----

/ ---- trade 

g.oomtmg / j 
(vertical integration) 

hOrizontal integration 
ser.llces 

20 
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Environmental 
analysis 

Presentation prepared by Jakub Blehkowskl 

Seminar "Development and Implementation of the 
restructurlsatlon strategy for distribution companies In Poland" 

prepared by 

Arthur Andersen Polska 

Puttusk, 26 November 1997 

Environmental analysis 

• There are several analytical tools 
used by companies 
-PEST 

- "Five forces" by Porter 
-SWOT 

- and many others 

For the energy market, however, 

2 
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... they all are completely 
useless 

3 
ARTIlUR 

ANDERSEN 

Method of analysis of the market 
in changing environment 

Traditional thmkmg 

Problem - Action --~ Result 

Reality 

Problem - AnalysIs -- Action - Result 

1 1 
I 

'------------ New Problem 

4 
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How to analyse complex problems 

• Systems thlnkmg IS the method enablIng to 
understand the market as a dynamic structure 
rather than separated transactIons The 
transactions are the result of the market 
behaviour caused by mterrelatlons wlthm the 
structure 

• Causal loop diagrams show the relations wlthm 
the system 

The structure of a causal loop 
diagram 

Vanable 

Vanable outside the / 
system ""-

Orders ~ BaCkl~ __ 

t ~ ProdU:bon :::CIIY 
Looptype ~ 

r prOductlOQ/ 

Cause-effect s~ 
relation Direction of 

changes 

6 
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Example - strengthening loop 

(Deman 

Number of suppliers 

(

Sales 

Resources) 

Example of weakening loop 

(Deman 

Number of 
suppliers 

(

Sales Total 

) 
\ demand 

Resources ~ " 
Market capa~ 
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How will the following change: 

• costs 

• power grid mamtenance costs 

• grid development costs 

• chent service costs 

9 
ARTHUR 
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Maintenance costs depend on 

Pressure of 
corporate sODL 

Resistance of URE 
(Regulator) to 

Increase prices Opportunities to 
for individuals reduce costs 

costs cit grid ~ 
maintenance 

/ ~ 
Drive to profit 

10 

Pressure of URE (Regulator) on 
those companies, which have 

higher costs than the average, to 
reduce costs ARTIlUR 

ANDERSEN 
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Causal loop for maintenance costs 

Leader reduces Pressure on URE 

(,~ro~ \( (Re';:)lator) 

L d d Difference of co ressure of URE ea ers rive 
t fit among dlstrlb~O reduce cost 
O~I ~ 

companies ~ 

\ ) Cost reductlO~ 
~Ofits of the leade~ 

Opportunities 
to reduce cost 

1\ 

What is the result of such 
dependence? 

Cost 

Average Costs 

Leader's Costs 

ARJHUR 
ANDERSEN 

~--+---+---~--~---r---+---+------+nme 
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Conclusions 

• Every company has to reduce costs 

• It will be pamful for every company 

• Only few compames will be profitable 

Of course, you may not agree with the model presented 
above Another model can be bUilt and different 

strategy developed 

13 
ARlHUR 

ANDERSEN 

Following the same methodology 

• grtd development costs depend on 

- condition of the grid 

- grid condition expected by the Company 

- grid condition expected by the Customers 

- fmanclal resources of the Company 

- cost of capital 

14 
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Following the same methodology 

• client service costs depend on 

- quahty of service expected by the Chent 

- skills and experience of the employees 

- ablhty to reduce cost 

- pressure of URE (Regulator) 

- competition 

15 

Dynamic model of energy 
wholesale 

16 
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Computer simulation 

• we can bUild computer simulation based 
on eaher defined interrelations 

• It allowes to 

- sImulate patterns 

- test the results 

Example How Will the new service provided by 
the Company be developmg? 

ARrntJR 
17 ANDERSEN 

Conclusions 

• Traditional methods of analysIs are 
useless If the rules of the game are 
changing 

• Systems thmklng allows to understand the 
environment e g not eXisting energy 
market 

• Computer simulations enable compames 
to fmd the best way driving to success 

ARrnUR 
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Analysis of the internal 
resources 

PresentatIon prepared bv Jakub Blehkowskl 

Seminar "Development and Implementation of the 
restructurlsatlon strategy for dIstributIon companies In Poland" 

prepared by 

Arthur Andersen Polska 

Puftusk, 26 November 1997 

We know how to achieve success but IS 

our company able to achieve It? 

2 
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ANDERSEN 

This IS an unofJictal Engltsh translatIOn of materzals presented at the semmar m Pultusk 



-I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Internal success factors (1) 

Is there anythmg that distingUishes us m the 
targeted market segments 

- what can we do better than others? 

- what do we have that others do not? 
- what can we create, that others Will not? 

- are we able to understand and benefit from 
opportunrtles unrecogmzed by the others? 

The energy Companies are very alike They have 
similar strenghts and weaknesses as well 

Sometimes the only competitive adventage IS the 
drive to success 

4 
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Internal success factors 

The success of the dlstnbutlon compames will 
depend on their behavior patterns and 
resistance to change these patterns 

Culture of the Company 

What IS the Company's culture? 

• Patterns of behaVior which we share and 
promote 

• The values we trust (I e factors, which dnve 
decIsion making process) 

Culture IS perceived by the way we talk, we dress 
and design of our offices 

The culture IS everywhere, invIsible In all our 
activities 

ARTHUR 
6 ANDERSEN 
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How did we analyse Company's 
culture In ZE Toruli 

• observation of the behaviors 

• confrontation of the beheves - uncovermg the 
roots of activities 

• session aimed at culture understandmg 

7 

How to moderate a sessIOn aimed at 
understandmg of Company's Culture 

ARrntlR 
ANDERSEN 

Identify the main 
behaviour patterns 

Define the patterns 
Define the differences 

between patterns 

One could finish at this stage but It 
Is necessary to go one step further 
and answer the question What 

kind of behaviors will be necessary 
for us In the future? 

8 
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How to Identify the main behaviour 
patterns (1) 

Methodology 
- fmlsh the sentences 

"In our Co~pany we really care about " 
"My Company IS a " 
"Our Company IS known, as " 

- "mml-Journallsm" 
Five sentence article descrlbmg the Company m 
the best way 

- visualization 
"Our Company as a car, a dish etc" 

9 

How to define the patterns (2) 

• Each group discusses the results of 
mdlvldual bram stormmg 

• Group presentations 

• Entire group work - what caused presented 
opInions? 

• BUlldmg value hierarchy 
• FacIlitator mvolvment 

10 
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What for? 

- to Identify mternal obstacles to 
change 

- to understand 

• what we have to change 

• what we have to develop 

II 

Examples of Internal obstacles in 
energy sector companies 

ARrntJR 
ANDERSEN 

• We are ashamed to gam a profit (the profit 
could be gamed only by cheatmg the chents) 

• It IS better to do nothmg than to do somethmg 
wrong 

• The wmners are the people, who are closest 
to the CEO 

• Safety above all 

12 
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Development barriers 

And most Important 

• Nothmg will beat us 

\3 

Conclusions 

ARlHUR 
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Company's culture 
today 

The necessary behaviors 
for the success 
m energy tradmg 

Safety at work _____ I Skills development 
~I ------~I ~----~~ 

Skills development . Profits of the company 

We do not take nsk The time of taking deCISions 

1 Modem 1 ___________ Innovation 

Observe the procedures ______ Risk taking 
Work record '-1 -M-od-e-m------. 

It IS worthless to work better 

14 

I make a deCISion and take 

responsibility for It 
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How to change company's culture? 

• to be aware of It 

• to know what behaviors we want to create 

• "You act like your leaders do" 

• "You get what you measure" 

• "Act rather than talk" 

..... Drive to change 

ARTIIUR 
15 ANums~ 

What are the advantages of 
understanding Company's culture? 

Enables us to 
~ choose the strategies we are able to 

Implement 

~ change Internally to be able to reach the 
goals 

~ reject the strategies that do not match us 

16 
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Today in energy sector 

"The Company Itself IS the source of ItS 
success and the cause of ItS defeat" 

17 
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Articulation of the strategy 

InterAct - Methodology 
of Arthur Andersen 

Semmar "Development and Implementation of the 
restructurlsatlon strategy for distribution compames In Poland" 

prepared by 

/Introductlon 

Arthur Andersen Polska 

Puttusk, 26 November 1997 

Understand 
the market 

Understand mterna 
strengths and 
weaknesses threats 
and opportunities 

Drive 
to success 

ARTHUR 
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I Strategy articulation 

I Goals of the Company 

I • What do we want to obta~, 
I 

I • How do we know that the 
goals have been achieved? 
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I Internal analysIs 

• Cocluslons of mternal 
analysIs of the Company 

I EnVironmental trends 

I 
/ 

/ 

/ 
/ 

I 
/ 

/ 

• How the environment will 
be changmg? 
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I Options 

/ 

I Option 

/ 

/Be creative while answen 
/ the following question 

• How to overcome the obstacles, 
benefit from mternal strengths and 
positive trends m the environment to 
achieve defined goals 

Generate the Ideas 

\ 

ARTHUR 
ANDERSEN 

Startmg pomt - answer the 
questions 

eg 
What has the bIggest impact on ZE Torun ? 
How will ZE Torun change after changes In ¢ 
wholesale of the energy are implemented ? 
What happens wIth ZE Torun after changes 

0000 
00000 

In retail sale of the energy are implemented 
? 

Collect and group Ideas 
PriOritize 

1~1 
Advantages 

ARTHUR 
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I DISCUSSion and selection 

/ 

/ 
/' 

All optIons are same good 

All partIcIpants share theIr knowledge 
and experience 

DIfferences In understanding of the \ 
optIons are revealed 
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I DISCUSSion and selection 

+ 
0 

0 

- -

0 
0 

" 

0 

Advantages 
,. 

0 

+ 
ARTHUR 

ANDERSEN 

ThIS IS an unofficial Englzsh translatIOn of materzals presented at the semmar m Pultusk 

~1 



-I 
I 
I 
I 
I 
I 
I 
-I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

Vote analysIs - what does It mean If people vote 
like this? 

+ 

0 

- -

0 

0 0 
-

0 

0 
0 

Advantages 
11 
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Vote analysIs - what does It mean If people vote 
like this? 

+ 

I 
0 

..:c 

.!!! 
a:: 000 

000 

- - Advantages + 
12 
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Vote analysIs· what does It mean If people vote 
like this 

+ 

~ 0(9 

~ tB 
- - Advantages + 

13 
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I DISCUSSion 

• Group discussion of the 
options 

• Discussion as a form of 
communication and verification 
of the strategy 

" 
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I Implementation 

• Implementation Plan 
• Deadlines I 
• Responsibility / 

I 
./ • Communication I / ! 

IS 
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Strategy 
Variety of strategies of distribution companies 

Presentation prepared by Jakub Blehkowskl 

Seminar "Development and Implementation of the 
restructurlsatlon strategy for distribution companies In Poland" 

prepared by 

Arthur Andersen Polska 

PuHusk, 26 November 1997 

Conclusions of work for ZE Torun 

• What strategies do distribution compames 
have? 

• What advantages result from strategy 
development? 

2 
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Variety of strategies of distribution 
companies 

/ \ 
restructuring new areas integration "status quo" 

3 
ARTIIUR 

ANDERSEN 

"Status Quo" strategy 

• we are waiting 
• we do nothing 
• let's URE (Regulator) worry 

Advantages 

- small effort 
- painless at the 

beglnmng 
- low cost 

- It has worked till now 

4 

Disadvantages 
- the changes Will come 

earlier than we think 
- energy sector will not be 

protected 

ARTIIUR 
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G 

Review of strategies 

Restructurlzabon 

new better way of 
assets utilisation of 
and gnd repairs 
cost reduction 
value added services 
regional development 
cirent base 
development 
energy market 
development 

New areas 

trade of energy 
telecommunrcatlon 
related servrces 
back office 
new activities 

6 

s 

Integration 

power generation 
regional rntegralron 
acquIsitions 
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Review of strategies - (1) 

New methods of assets utilisation 
Cost reduction 

Advantages Disadvantages 
- unpopular 
- serious obstacles to 

break 
- what to do with 

employees? 

necessary - "do not try 
to clean your 
neighbour's house 
unless you have a mess 
In your own" 

we lose our profit 
- not very eXiting 

7 

puts others In worse 
position 

Success "of house cleaning" 

- Depends only on the Company Itself 

ARTHUR 
ANDERSEN 

- The biggest Impact on the Company's culture 

- It IS necessary to create demand for change 

- It IS costly e g know-how 

A lot of of success stories m energy and 
other sectors 

8 
ARtHUR 
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Value added services 

Create portfolio of services related to power 
distribution for current chent base 

Disadvantages Advantages 

- lots of thinking required - Simple, low risk 

- changes In motivation - supports changes In core 
system bUSiness 

- contrary to current 
culture 
not very spectacular 

- have to be efficient In 

core bUSiness 

the way people work 
creates new work 
places 

9 

culture - value for 
client, fleXibility 

- Value added services 

• Create the portfolio of services 
- be creative 

- listen 

-watch 

• Set goals 
• AppOint responsible people 

• Reward results 
• Cooperate With clients and local 

authOrities 

• If necessary - find partners 

10 
ARTIlua 

ANDERSEN 
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Regional cooperation - real chance 

• Some compames have good experience 

• Partner IS surprised 

• It IS necessary to break barriers - forgive 
small things to Win bigger Issues 

• Regional thinking more efficient 

II 

Value added services - how? 

Be aware of prlcmg , 

12 
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Client base development 

Look for new chents on your own and 
competitors' markets .. to trade and to 
distribute 

Examples 

• by "buymg out" new chents 

• servlcmg "grid chents" 

• energy trade and services as the first step 

Jomt strategy .. energy market development 

"Selective chent support" 

\3 

Chent base development - problems 

• contrary to current rules (unwritten law) 

• need for mnovatlon 
• requires effective decIsion makmg 
• have to be mternally effective 

14 
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Statement of the day - energy trade 

• New busmess 
• Everyone "feels" the money 
• No one knows what the future energy IS like 

two markets 

/ ~ 
transactions brokerage 

• Spectacular success stones 

• Others DO SOMETHING - do we also need to 
do "somethmg"? 

• How to start? 
AR11JlJR 

15 ANDERsEN 

Energy trade 

Disadvantages 
- high rrsk 
- we are not experts 

absolutely contrary to ZE 
prinCiples 
we can Win only when 
others loose 

- not big money for the most 
of the compames 

Questions 

Advantages 
- big money at the 

begmnrng??? 
- tool of market 

development 
- take away from others 

- If we decided to do somethmg -should we go 
alone or with partners? 

- If with a partner - whom to choose? 
- Why might this partner need us? 
- Perhaps we Will hcwe to do It, anyway ARTHUR 

ANDERSEN 
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Second statement of the day -
Generation(1 ) 

"Regional energy markets" 

What can (distribution compames) bring In 
generation of energy? 

/ ~ 
their markets (chents) lack of experience 
sometimes location lack of skills 

lack of money 

Will local (later maybe global) power plants really 
gain profits? 

17 

Generation (2) 

After all there are some advantages 

• risk diversification 

• regional development 

• Investment In "core business" 

• profitable If performed with the right 
partner 

18 
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Charm of telecommunication 

Advantages 

• High growing market 

Currently - high profits 

Closer contact with chents 

Energy companies have to 
Invest Infrastructure anyway 
Partners are ready 
Way to gain skills that Will be 
useful In core bUSiness 

Some selected areas 

Disadvantages 

Growing competition 

Lack of skillS 

High Investments are 
necessary - It can rUin core 
bUSiness 
Regulation risk 

In some regIons of Poland opportumtles are bigger 
• Should we look for partners? 
• CapItal resources utlhzatlon 

AR11IUIl 
19 ANDERSEN 

Integration 

Three ways of integration 

------ 1 ________ 
hOrizontal 

water supply companies 
• PEC-e (Heat distribution 

companies) 

vertIcal 

generation 

M&A 

take over or 
be taken over 

Gas dIstribution compames?I 

Why should distribution companies merge 

--+ to take over chents of competitors 
-> to gam operation advantages 
--+ , bigger IS stronger" 

but 
IS It pOSSible to Inegrate effectively Without 
market demand 

20 
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We develop services 

Diversification m services 

- mfrastructure 

- chent service 

- back office 

- other - but are they profitable?' 

21 

What next? 

But what IS the right strategy for My company? 

22 
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Criteria 

• I can see an opportumty 

• I understand It 

• I want 
• I am capable 
• If I am not, I can be - soon 

23 

Creatmg a strategy IS only the first step - It IS 
also necessary to Implement It 

24 
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PMS 

Performance Management System 

Seminar "Development and ImplementatIon of the 
restructurJsatlon strategy for dIstribution compames In Poland" 

prepared by 

Arthur Andersen Polska 

Pultusk, 26 November 1997 

Goals of a distribution company 

We supply energy: 
t dl.sturbances 

• Wl.th
ou 

t possl.ble 
• At the lowes 

cost e t l.ncreas 
W th cons tan f 

• 1. ffectl.veness 0 
of e 
our operatl.ons 
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How do we know that we achieve our goals? 

How do you know that the 
company: 
• supplies energy without disturbances? 
• supplies energy at the lowest possible cost? 
• Increases effectiveness of operations? 

ARTHUR 
ANDERSEN 

How do we know that we achieve our goals? 

How do the managers know that 
they help the company to: 

• supply energy without disturbances? 
• supply energy at the lowest possible 

cost? 

• Increase effectiveness of operations? 
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I How do we know that we achieve our goals? 

How do the employees know that 
they help the company to: 

• supply energy without disturbances? 
• supply energy at the lowest possible 

cost? 

• mcrease effectiveness of operations? 

How do I know? -

ARTHUR 
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I Performance Management System 

Goals 
MiS$b 

Goal M ut 

C M M M, 

rocesses c, 

P ....... Go I, Measures M uure. C, 

01 .. """, 01_ 

PA C m m m m 

~ 
== 
~ Co 

PC Co ==- ActiVIties L 

( 
Act/vlUe I R lolita M 
(Peep! J 

D I w m 

D I w 

D I w 

I Example 

The Company's goal: 

• to assure client satisfaction 

m 

i 
! 

m 
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I Question. 

Which processes in the Company 
have direct Impact on chent 
satisfaction? 

• new connections 

• energy supply 

• blllmg 

• collection 

• claims 

I Example 

New Connections 

10 
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I Question-

What factors In new connections 
process have direct Impact on chent 
satisfaction? 

• Time required for new connection 

• Quality of service 

11 

I Example 

Time required for new connection 

" 

ARTHUR 
ANDERSEN 

ARTHUR 
ANDERSEN 

This IS an unofficzal Englzsh translatIOn of materials presented at the semmar m Pultusk 



-I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

I Question· 

How to measure this factor? 

Average time required IS 

Total time of waltmg for clients applications 

Number of new connections m a given period 

13 

I Results 

Low average time of waiting for 
connection. 

ARTHUR 
ANDERSEN 

• 10 client applications were not managed 
last month 

• "Difficult" applications were put on a 
shelf 

• Applications are usually delt with at the 
end of a month 

ARTHUR 
ANDERSEN 

ThIS IS an unofficIal Englzsh translatIOn of matenals presented at the seminar In Pultusk 



-I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

liS there a better way of measuring? I 

Application - Days 
• The total number of days the client 

applications are waiting for a 
decIsion 

A-D .---

nnnn 
r--

I I I I I I 
Date 

ARTHUR 
15 ANDERSEN 

I Results achieved In ZET 

1400 

101: 
AbOYe J.d.y 

1200 

1000 ~ Applicallon-day I 
800 

ODD 

'DO ii Humber of .i 
apphcatlons 

I 200 

0 ~~ 
..". ~ ... "" ... :" "> .... ' ,q .... " .., ...... ,CIt "" '\ ... " .... '" ..,' '\ ., "It'" ... q ":'..,," ... q .... " 

d y fib m Ih 

I 

Number of applications and average time ofwaltmg for decIsion m ZE Torun 
(from the day of application to the day of decIsion) over 14 and over 3 day penod 
from Dec 1996 to Jun 1997 

10 
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I MeaSUring changes the behavior ... 

... and contribute to the success 
of the Company if: 

• we measure what is important for 
the Company 

• and only what is important for the 
Company' 

17 

I Film presentatlon-

How does the measurement system 
Influence employees behavior? 

Film presentation "The Sid Story" 

,. 
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Methodology of Performance Management 
System 

Phase 1 

System 
Design 

The specIfic descriptIOn of thIs method IS Included In 
the report "Introduction to Performance Management 
System 11 

" 
ARTHUR 
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I Performance Management System MatriX 

Processes 
1 Development planning 

2 Connection terms 

3 New Connection 

4 Gnd utilisation 

5 Meter exchange 

6 

,. 

Goals 
Client Satisfaction 
Profit I Costs I Effectiveness 

Chent Satisfaction 
Profit I Costs I Effectiveness 

Chent Satisfaction 

Chent Satisfaction 
Profit I Costs I Effectiveness 
Safety 
EnVironment 

Client Sallsfaction 
Profit I Costs I Effectiveness 

Profit I Costs I Effectiveness 
Security 
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Performance Management System Matrix 

~DDDGoa'S 

n 

Processes 

Measures 

ARTHUR 
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Process redefinition and restructunsatlon 

Process 
Redeflnlt n 

... .. ... .. ... .. 

erformance 
M agement 
Sys em 
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Workshop 

Business Process Reengineering - increasing 
efficiency of the distribution company 
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Business Process Reengineering 

Introduction 

Workshop "Development and Implementation of the 
restructunsabon strategy for dlstnbutlon companies In Poland" 

prepared by 

Arthur Andersen Polska 

Pultusk, 26 November 1997 
ARTHUR 

ANDERSEN 

llntroductlon to Busmess Process Reengmeermg I 

~ / 
• Process reengmeermg versus 

restructUrIsation 

• Traditional organizational chart and 
process flow 

• Processes m the company - example 
of ZE Torufl 

• Process Improvement 

ARTHUR 
ANDERSEN 
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Why It IS worth thmkmg about process reengmeermg ? 

Busmess Process Reengmeermg IS a 
tool designed to make deep changes 

m the company 

ARTHUR 
ANDERSEN 

3 

Process reengmeermg versus restructurlsatlon 

Answers to following questions can help 
the Company decide whether to restructure 
or not 

• Where should our company go? 

• Is the entire company really gOing In the 
same direction? 

• How effective are we and does It lead 
us towards the selected goal? 

ARTHUR 
ANDERSEN 
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Process reengmeermg versus restructurlsatlon 

Process 
Reenglneer g .. -----... ~~ 

erformance 
M agement 
Sys em 
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Traditional organizational chart and 
process flow 
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I TraditIOnal organizational chart I 

I Marketmg J I Sales I 
Employees percetve a Company through 
ItS departments 

what creates functional silos 

I ProductIon I I IT I Silos do not reflect Interdepartmental 
relationships 

IAdmlnlstratlonl I 
Human 

I 
Department goals are more Important Resources 
than Company goa/sill 

ARTHUR 
ANDERSEN 
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I Traditional organizational chart 

Management barriers Functional barriers Bureaucracy or chaos 

ARTHUR 
ANDERSEN 
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I What are the processes? 

Processes are the way companies operate 

Each company can be defined as number of 
processe"Ss 

0-0-0-0 

I Process perspective 

Meter 
reading 

Meter reading, billing and collection 

10 
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Bank 
depOSit 
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I Process perspective 

o Busmess IS run based on processes, not departments 

o Processes Imk departments 

o Processes flow through entire orgamzatlon and are 

not limited to specific departments 

11 

I From functions to processes 

R 
& 
D 

Phasel 

M 
a 
r 
k 
e 
t 
I 

n 
g 

P 
r 
o 
d 
u 
c 
t 
I 
o 
n 

Functions run the 
organization 

Phase 2 

M 
a 
r 
k 
e 
t 

n 
g 

Processes appear, 
Functions dommate 

12 

Phase 3 

ARTHUR 
ANDERSEN 

Processes run the 
organization 
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Two mam reasons for Business Process 
Reengmeermg 

o Process mappmg helps Identify 
actlvllies, which do not add value 

o Busmess Process Reenglneermg results 
with cost cutting and mcreased 
efficiency 

13 

I Sales versus Production 

ARTHUR 
ANDERSEN 

SALES ~ PRODUCTION 

o Orders not processed 

o Overtime production 

o Full warehouse 

ARTHUR 
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Processes m the company - example of ZE Torun 

15 

I Processes In the company 

0-0-0-0 

16 
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I Processes In the company 

• N ~ --"-O--"-O-.P--"-O--"-O--"-O 
~~t~ ~~ ~~~~ 

Transport 

IT 

Human Resource management 

Fmance, accounting 

Procurement 

AdmInIstration 

Marketing 

11 

Process Improvement 

• ContinuoUS process Improvement 
• Process reenglneenng 

ARTHUR 
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I Continuous process Improvement 

Efficiency 

Continuous change 

~------------~ Time 

19 

I ContinuoUs process Improvement 

• Total Quality Management (TQM) 

• Benchmarking 

ARTHUR 
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• Performance Management System (PMS) 

• Management By Objectives (MBO) 

• Quality Improvement groups 

ARTHUR 
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I Reengmeermg 

"Start the work with a blank sheet of paper" 

Ulf we started bUlldmg this company from scratch 
now, what would we do?" 

21 

I New level of efficiency 

EfficIency 

Break through change 

ARTHUR 
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~-----------------------------------.nme 

22 
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Business Process Reengineering 

METHODOLOGY - PROCESS MAPPING 

Workshop "Development and Implementation of the 
restructUrisatlon strategy for distribution companies In Poland" 

prepared by 

Arthur Andersen Polska 

Pultusk, 27 November 1997 
ARTHUR 

ANDERSEN 

I How to analyse processes? • workshop I 

~ / 
• Process mapping - methodology 

• Process mappIng - exercise 

• Map analysIs - process evaluation 

l 
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Process mapping - methodology 

I Process mappmg 

Definition 

ARTHUR 
ANDERSEN 

• Process mappmg IS a tool designed to analyse, understand 
and document the processes and operations It helps Identify 
Improvements and mcrease efficiency 

Process map represents sequence of operations performed to 
achieve the goal 

0- --0-0-0 

-0-0 
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I Process mappmg 

Process mapping helps 

• Understand how the company operates 

• Recognize how to Improve the operations 

ARTHUR 
ANDERSEN 

Information reqUired for process mappmg 

OperatIons 
Main operatIons In 

the process 

Responslbllltv 
employees taking 

part In the process 

Output 
Process' products 

Clients 
Clients of process' 

products 

Input 
Matenals and 

actIvIties 

TIme & Costs 
of specIfic 

operatIons In the 
process 
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I ExerCise 

Process mappmg - exercise 

Process of shopping at the 
butcher's 
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I Process mapping process 

Process 
seleclion - Planning phase 

Conducling 

Interviews ~ 

'-----:----' ~ 

I Process mappmg - necessary skills 

• Set up phase 

ConclUSions and 
.. Ideas from 

process mapping 

ARTHUR 
ANDERSEN 

Methodology learnIng (ex what does each symbol means) 

- Team set up (employees famIliar to the process) 

• Execution phase 
Group facIlitation 

Cost tIme frame and qualIty of process analysIs 

Resources allocation (employees skills technology) analYSIS 

• Documentation phase 
OptIma software 

- Standard formats for conclUSions 

,. ARTHUR 
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I Process mappmg .. qUldelmes 

• Begin with general outline to get to detailed descnptlon 

• Defme the start pOint and the end of each subprocess 

• Define all Inputs and outputs 

• Physical "walk· through" of each subprocess (optional) 

• Identify possible process Improvements 

• Defme measures of the process 

• Venfy the process map 

11 

Process mappmg .. exercise 
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I Problem 

Process of cash payment of 
employees salaries 

13 
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Process Reengineering 

METHODS OF PROCESS MAPS ANALYSIS 

Workshop "Development and Implementation of the 
restructurlsatlon strategy for distribution compames m Poland" 

prepared by 

Arthur Andersen Polska 

PuHusk, 27 November 1997 
ARTHUR 

ANDERSEN 

IdentIfIcatIon of possIble process Improvements 

Contmuous process Improvement model 

Transfer of knowledge and skills 
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Identify possible process Improvements 

While mappmg each process It IS worthwhile to take 
holistic approach - "look out of the box" 

• Opportunities to change the flow of the process 

• Opportunities to change technlcalmfrastructure 

• QUick WinS and hot Issues 

• Fundamentalmformatlon requirements 

• Fundamental performance measures (cost quality and time of 
each operation) 

Identify pOSSible process Improvements 

Examples of tYPical problems 

• Duplication of effords (through the process or between 
the departments) 

• Unnecessary paper work 

• No value added work 

• Unnecessary delays 

• Labour-mtenslve operations 

• Insufficient cooperation with other processes, 
departments, suppliers or clients 
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Identify possible process Improvements 

Opportunities to change technical Infrastructure 

While mapping the process, one can uncover current system 
boundanes and opportunities to Increase efficiency by proper 
technology adjustment We can 

• Identify areas for new technology ImplementatIon 
(eg automatIzation, better access and Information 
sharing) 

• Understand weaknesses of the current system (eg 
Information IS prepared too late, data processIng IS 
limIted, lack of IntegratIon between systems) 

Identify possible process Improvements 

"Quick WinS" and "hot Issues" 

• have PriOrity In ImplementatIon 

• those whlch can bnng handsome profit at relatIvely 
small Investment 
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IdentIfy possIble process Improvements 

Examples of fundamental information requirements 

While mapping the process key information needs are defined 

• Key Information from other processes or other 
departments 

• Key information reqUired for process Improvement 

• Key information needs for system selection (eg 
need to Identify a meter after disconnecting the gnd) 

Identrfy possIble process Improvements 

Key performance measures 

ARTHUR 
ANDERSEN 

While mapping the process key performance measures are defined 
They help control process reenglneerlng results 

• Time - Operations and entire process 

• Quality - Number and/or percentage of defects and 
faults 

• Cost - Total cost (eg labor, matenals) 
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Selection of processes for reengineering 

Arthur Andersen InterAct methodology 
.. exercise 

Workshop "Development and Implementation of the 
restructunsabon strategy for dlstnbutlon compames In Poland" 

prepared by 

Arthur Andersen Polska 

Puttusk, 27 November 1997 

Evaluation and selection of processes for 
reengmeermg 
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I Cnterla of process evaluation 

• Efficient but very 
expensive 

• Inefficient 

• Currently changes 
are not necessary 

D 
D 
D EffIciency 
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I Cnterla of selection of a process for reengmeenng 

Advantages 
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I Cntena of process selection 

R~k Ad~n~ges 

• Number of people 
Involved 

• Change barners 
• Time required to 

Implement changes 
• Difficulties m 

measurmg changes 

I Process selection matnx 

• Image of the Company 
• Value of the Company 
• Cost of the process 
• Chent relationship 

ARTHUR 
ANDERSEN 

Comp 'I • Cornpllny Coat CII. t -t-_'_, ..... _ .. _-i-'m...:.. .. -f---'-Ill rel.tlon hlp Wight 
N mbe of 

po pie 
111'1 Mid 

How' 
m lIure W laht 

._-... -.-T_ 

.-.. .... -"-t1_ 

ch • 
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I Risk/Advantages Matnx 

o 
o o 

o 

Advantages 

I Selection of processes for reengmeermg 

~ 
• Processes m energy distribution 

Company 

• Selection of processes for 
reengmeermg - exercise with 
InterAct - AA methodology 

a 
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I Process In a company 

New 
~ Insl 1 tI n ~ 

Flm 
~ E ""'" 4 I kl i ~ connedfon t pply S pply 

Grid uttllsatlon 

Renovations 

Investments 

Meter replacement 

I Process In a company 

Transportation 

IT 

Human Resource Management 

Fmance, Accounting 

Procurement 
Admllllstration 

Marketing 

'0 

Claim ~ C III!i:Uun 
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Selection of processes for reengmeermg 

Exercise with InterAct - AA 
methodology 

11 
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2 

Meter readmg, blllmg 0 

mdlvldual clients 

Wloclawek Region 

November 1997 r 

1 Process analysIs 

2 Processes for reengmeenng 
• selected by management 

3 Team set up 

4 Begmmng of the work 

5 Project - presentations 

6 Suggestions for motivation 

system change 

~IY'96 

December'9 

October '97 
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3 

4 

1 Team set up 

2 AnalysIs of the current pro 
"-

ss 

3 DecIsion on work direction 

4 Defme possible changes 

5 Presentation 

6 DecIsion of Management Board -
Implementation plan 

7 Preparation of motivation system 

8 Change Implementation 

• Individual mtervlew~ 
• Number of people (max ~ 
• Team members 

x RDR-1 

x BHP-1 

x Controllmg - 1 

x TOO - 2 

x HOO-4 

• Average age 33 7 
range 26-44 

"'-~ 
~ 
~ 
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6 

he current process 

Questionnaire to the chent 

• basIc assumptions 

• methodology 

• results - mterpretatlon 

• separate approach m different segm 

- country side 
___ blocks of flats 

- city 
----others 

• selected services related to meter readm 

he current process 

Questionnaire to the collector 

• basIc assumptions 

• methodology 

• results - mterpretatlon 

• Update eVidence data Immediately 

• Process the data Immediately 

• Need to extend the range of work - more 
delegation 
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8 

f current process 

Costs 

• In the process of "InvoIcing m vidual clients" 

correctIon 

Collect 
receivables 

• "Involcmg mdlvldual clients" as a % of servlc 
costs costs of servIce ___ -----r-----.;:...:,. 

"Invoicing Technical 
individual support 

clients" ± 50 2° ± 49 8% 

Process map allowed to 

• visualize the eXisting process 

• show 

- complexity 
- conflicts 
- "bottlenecks" 

• defme possible directions of changes 
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~, 

WHAT TO DO NEXT? ~~ 

10 
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11 

12 

• Do nothIng - let It bel 

• Try to create new solutions 

Choice 

Trying to create new solutio 
let us to 

• shorten the process 

• reduce costs 

• Improve efficiency 

• Increase client satisfaction 

th~ 
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13 

14 

Identification 
of changes 

for the entire service 
process 

ges - description 

• Visual presentation of the process map,~ 

• Organizational structure ~ 

• Performance measures 

• Motivation 
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15 

16 

• Coordination of sales and techmc operations 

• Shorter process - lower costs 

• Immediate mterventlon operations 

• Performance measures· Increase m servl e 
quality 

• Chent satisfaction 

• Who? -team 

• Forwhom?·goals ~ 
• Board of Directors + regional m agers -

approval ~ 
"'-.., 

• managers service departments In re ons - "-
knowledge sharing " 

• employees (description for quarterly 
newsletter) 

• How? 

• benchmarking 

• mdlcatlon of threats 
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17 

18 

• preparation - approval of Board of rectors 
-

• stages - meet deadlines 

• additional preparations out of scope of t 
Implementation plan 

full implementation? 
• contmuous knowledge s Ing 

a attract followers outside the 

- In the Region 

- In the Company 

• role of deadlines In the Implementation pia 

• preparation activIties - engagement of the 
employees (who take part In the process) 

• mform all mterested employees 

• negotiations with trade unions (trade unions sho 
take part In the project preparation) 
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Process reengineering 

Methodology of Process Reenglneenng 

Workshop "Development and Implementation of the 
restructunsatlon strategy for dlstnbutlon companies In Poland" 

prepared by 

Arthur Andersen Polska 

PuHusk, 28 November 1997 

I Major Issues 

Methodology of Process Reengmeenng 

• New connections process reengmeermg 

Computer simulation of solutions 

• Implementation of reengmeered processes 

• ConclusIons 
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Learned tools· summary 

I Methodology of reengmeermg 

What is reengineering 
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I New level of efficiency 

Efficiency 

Breakthrough change 

~---------------------------------------. ome 

I Methodology 

ARTHUR 
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informing I commUnicatIon > L---_______ ~ 

L..-__ > '-----> '----> 
enablement achievement mamtenance 
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I Team set up and a process VISion 

Explain princIples and methodology of 
reengtneertng 

Deftne goals of the new connectIons process 

SpecIfy relattons between the process and 
company goals 

Team set up 

I Defme changes 

Problem deflnltton 
Define key success factors (measures) 
Understand chent needs 
Define readiness for change 

ARTHUR 
ANDERSEN 

ARTHUR 
ANDERSEN 

ThIS IS an unofficIal Englzsh translatIon of matenals presented at the workshop In Pultusk 

4 



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

I New process deSign 

Client segmentation according to service requirements 
technical requirements sales etc 

Define fundamental necessary elements of the process 

BUild preliminary process model 

Analyse final process model 

Create ultimate process model 

Approve changes 

Prepare detailed concept procedures 

I Implementation 

~~=----------------------------------------,./ 

Prepare detailed Implementation plan 

Tnallmplementatlon 

Corrections In the project 

Adapt the project to the specific needs of other 
regions 

MOnitoring 

10 

/ 

/' 

/ 
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I Expected changes 

VIsible changes 

Measure effectweness IIIII!JI 
MotIVatIon 

Range of responsIbIlIty 

Strurture 

Technology 

11 

~ 

LJ~D 
III 

Workshop - new connections process 

12 
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Process reengineering 

New connections process In ZE Torun 

Workshop "Development and Implementation of the 
restructurtsatlon strategy for dlstrtbutlon companies In Poland" 

prepared by 

Arthur Andersen Polska 

Puttusk, 28 November 1997 

New connections Department In ZE Toru" 

Responsibilities 

• Client service 
• Application analysIs 
• Test of technical possibilities 
• Localization 
• Site VISitS 
• Documentation 

Number of employees 

• 3 people 
Dally number of applications 

• average of 11-15 

ARTHUR 
ANDERSEN 

ARTHUR 
ANDERSEN 

Th,S IS an unofficzal Englzsh translatzon of matenals presented at the workshop In Pultusk 

1 



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

Symptoms of mefflclency m the process 

• Client complamts about delays 
• Processmg "old" applications 
• Striving to keep deadlmes 
• Increase m applications pile durmg 

the holidays 
• Clients have no access to 

information 

I Implemented solutions 

ARTHUR 
ANDERSEN 

New connections Issued Immediately 

Problems 
• lack of access to maps 
• second employee Involved 
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I BasIc mformatlon about the process 

InformatIon requIred to Issue a new 
connectIon 

• Localization of the connection 
• Power required 
• The type of client 
• Information about the chent 

End product of New ConnectIons Department 

• Permission for new connection under specific 
conditions 

I Exercise 

ARTHUR 
ANDERSEN 

What IS the purpose of the new 
connection process from the 

client's perspective? 
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I The begmmng and end of the process 

How does the 
process begin? 

How does the 
process end? 

Elements of the new connection process 

~ I Recelvmg applicatIon I 

I LocalizatIon I ~ 

~ I AnalysIs I 
I New connectIon deCISIon I ~ 

~ I DeCISIon Issued I 
I Sendmg I ReceiVing 

I 
• 
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Participants of the new connections process 

I Chentl 

I Chent Service Hall I 
I Registration office I 
I Secretariat of the Regional Manager I 

I Technical Manager I 
I Documentation Manager I 

I Documentation employee I 

I ExerCise 

• 

We build a new 
connection process map 

10 
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I A new connection process map 

Client EJ 
CJlllnt s.Na h III 

~ Docv_tIon 
Do .......... 

R-efhtfon LEJ _ .. 
8 

R~ NlIMlNlsa- ~-
TKtI laiN ItO., 

Doanno""'1ion M .. _ 

EmplOYMof 
tbedOC\llMrlbtlon ..... -

I I 

............ _\ .............. 

E=Ji \_ .. 
E]-.-l 

I ::::;':'" I \ ....... \ 

I-··--l~ -..Mttw-.. "O-I 

11 

,.,......_Ipt J 

--

[J 

1-
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I ExerCise 

What is most important for the 
Client in the new connection 

process? 
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[ ExerCise 

What is most Important for the 
Company In the new connection 

process? 

13 

How can we confirm the Client's needs -
questionnaire 

ClIent's reqUIrements 
Select 7 the most Important Issues from the hst below and sort them from 1he most Important (1) to the least 
Important (7) 

Short l1me from apphcallon 10 deaslon 

Possibility of e."CprtSS dcoslon for addJtIona1 fec 

Bw1d th COMeclton for addJuonal fcc 

Clear and undc:ntandable c:onchuons 

( deadc abo t the ..... a) of c:ncrgy supply (cg cable) 

Kmd and pleasant Cbcnt Sen ICC pmoMd 

ConsuhanS In cnc:rxY nwitCl 

OnIl oncpcr$O contact me 

Swtable "oOOng hours 

Telephone mfonnauon about deasw Il\a lable 

PcrsoMcl is inlercstcd m my problem 

J can get uUonnabOn about the stage of my appllcallon "'hen I:\d' I need 

1 can apply for conncctlon on the phone 

1 do not want to stand In qucu 

1 come once and get new connecbon. although I ha\cto "'lUI 

I do nol "''alt, I y,tllcomcanothcrtlmc 

I come fordccls1on pmonally 

DoC:Umcnl$ are lent by mail 

1 can get I.dcc:won U1 the: Energy Post 

ARTHUR 
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Questionnaire "Client's requirements" .. results 

100% 90% 

.-----
80% 69% u-5-% 61% 59% ,--
60% r---' 

40% 

20% 

0% 
0 ~"" ","'" ~\cP @-~Cb -<...~ o~o ~0<...0 fi>\:j. 

o~ \~ t:;,0 cp<::' 
~c; 

c}0'?> 
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BasIc performance measures for the new connections 
process 

Delay time 
• Application - days 
• Number of the applications delayed 
Process effectiveness 
• Number of applications per client 

service employee 
Chent's satisfaction 
• Questionnaire 

16 
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200 
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0 

........ ~ .... 1Ie ~ ~ I 
I 

If)'ll th rn Ih 

17 

! Exercise 

-- -

ARTHUR 
ANDERSEN 

What problems and opportunities 
for improvement in the process 

can we identify based on the 
information gathered? 
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[ Real changes In the region 

ReceiVing an application 
• An application IS received by the employee who 

later Issues new connection - not by secretariat 

Organization of work 
• Dally rotation of the employees who receive 

applications 

• Responsibility for the "shift" day and 
applications from that day 

• We have managed to deal with "the pile" together 

l' 

[ Real changes In the region 

The range of competence 

ARTHUR 
ANDERSEN 

• An employee can Issue new connections 
up to 20 kW 

• Department Manager - all connections 
except for negotiable ones 

• Regional Manager - only negotiable 
connections 

2Q ARTHUR 
ANDERSEN 
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I I Real changes In the regIon 
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I 

• Applications are received by 
phone 

I • Only one person handles such a 
case {from the beginning to the 

I end} - and is able to Inform the 
client about the status of the 

I 
case 

I ARTHUR 
ANDERSEN 

I 
I I System DynamIcs model - the tool 

I 
I 
I Problem of top-down 

cooperation 

I 
I 
I ARTHUR 
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Second floor· analysIs of applications 

Two main tasks: 
• Analyse applications that are on 

top of "the pile" 

• Provide help to the person m 
Client Service hall· answermg 
phone calls 

23 
ARTHUR 

ANDERSEN 

Second floor· analysIs of applications 

{ 
Size of 

~ 
"the pile" 

I Pressure to deal with Time spent on 
dealing with' the 

"the pile" S pile" 

~'mespentoJ 
nswermgth 
phone calls 
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I First floor - recelvmg applications 

Two main tasks: 
• Receive applications from clients 

• Deal with applications Immediately 

I First floor 

2S 

(

Information 
from 

second 
floor \ 

Number of 
Number of deCISions made 

p:~~~e ~lmmedlatelY 

Pressure on 
making 

deCISions 
Immediately 

26 
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I First - Second floor 

SIze of the pIle" Time spent on 
deahngwlth 

the pile" 

( 5 h~O~M'O" 
Pressure to deal from 
with the pile" Time on (second \ answering floor 

~Phone~alls 

'" Number of 5 Number of ~ phone decisions made 

~
IS Immediately 

Pressure on ) 
makmg J 

deCISions 
Immediately 

[ New process ImplementatIon 

• Defmmg responsibilities 
• Defimng deadlmes to make a deCISion 
• Defmmg measures of success 
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Results achieved after reengmeermg of the new 
connections process 

I 1400 

M~ 
Abov, J.d.y. 

I IlOD 

I 
~PlIcation • Daysl I 

1000 I I 

\k' I 

I 
800 

I 
I 

'00 I 
•• 0 II NumDero I I I Client 

appllcabons 1 

OO~ I 
I l-

I 0 

,~ ,'til .,,10 .., ... ,q "" .., ,.... ,0, "," " ,"J .., ..,' " ,'l ."", ... 0, ... " '\.a, .... q '\ 

I d,. r h m h I I 

Number of applications and average time of waltmg for decIsion m ZE Torun 
(from the day of application to the day of decIsion) over 14 and over 3 day penod 
from Dec 1996 to Jun 1997 
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Results achieved after reengmeermg of the new 
connections process 

Efficiency 

2700 applications N h 
o c anges 

3 employees 

Client's satisfaction 
• Clear range of competence 
• Self motivation to react to clients' needs 
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