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I. Short information on How the case study was conducted
The case study was prepared based on interviews conducted on the spot, as well as using the web sites of the company. The interviews were conducted by István Csabai and Katalin Vőcsei in Szombathely, at the headquarters of Copy Fashion Clothing Factory, Inc. IL
 in February 2007. The chart below summarizes information about our interviewees:
	No.
	Gender
	Position
	Date of the interview

	1.
	Female
	Export Manager
	12/02/2007

	2.
	Male
	HR Manager
	12/02/2007

	3.
	Female
	Finance Director
	12/02/2007

	4.
	Female
	Line Supervisor (Bäumler line)
	13/02/2007

	5.
	Female
	Laboratory (Production Preparation for the Bäumler line)
	13/02/2007

	6.
	Female
	Cutting Department
	13/02/2007

	7.
	Female
	Laboratory (Production Preparation)
	13/02/2007

	8.
	Female
	Trade Union Leader, Internal Auditor
	14/02/2007

	9.
	Female
	Norms Setter
	14/02/2007

	10.
	Female
	Production Planner
	14/02/2007

	11.
	Female
	Laboratory Manager (Compilation Unit)
	14/02/2007

	12.
	Male
	Technical Director
	14/02/2007

	13.
	Male
	General Director, Logistics and IT Manager (ITC Ltd.)
	15/02/2007

	14.
	Female
	Logistics, Raw Material Warehouse Manager
	15/02/2007

	15.
	Male
	Logistics Manager, Buyer
	15/02/2007

	16.
	Female
	Quality Control Manager
	15/02/2007

	17.
	Female
	Logistics (Finished Product Warehouse Manager)
	16/02/2007

	18.
	Female
	Seamstress (Bäumler line)
	16/02/2007

	19.
	Male
	Logistics (Mopan Warehouseman)
	16/02/2007

	20.
	Female
	Cutting Department Controller
	16/02/2007


II. general overview of the case study
General background information:
· about the companies in question:
The case study was prepared at Copy Fashion Clothing Factory, Inc., IL (in Szombathely) that has manufactured women’s and men’s overclothes since 1953 (costumes, coats, jackets, skirts, trousers, waistcoats, suits). The company was owned by the German Bäumler AG (Ingolstadt) from 1987 until the 27 January, 2005, the beginning of the liquidation process. Even at present this company that focuses on men’s clothing is Copy Fashion’s biggest customer. 
· about business functions: 

The case study focuses on production (the lines), but production preparation and cutting phases are also featured.
· about the analized organizational units: 

We are looking at the organizational units of the Szombathely-based Copy Fashion Clothing Factory, Inc., IL, especially highlighting the Bäumler-line and its related work processes. 
· about the products and services: 

The analized company performs the production preparation, cutting and sewing (lines) of women’s and men’s overclothes as ‘leased’ work. Women’s and men’s clothings are produced in equal proportion. (Each makes up 50% of the total production.) Their biggest customer is the German Bäumler, for whom they produce 450 jackets and 300 trousers daily. The other major customers are Bogner and Tombolini. With regards to women’s clothing, their major customers are Escada and St-Emile. Their service activities comprise amongst others product and production development, and logistics services. (In the case of their in-house developed products, design is also part of the process, which though normally means only small modifications of an already existing base model.) In terms of volume, 90% of the production is exported, while 10% is produced for domestic sales. Measured by sales revenues, 30% of the turnover is realized in the domestic market, while 70% from exports
. 
· about the reorganization: 
The value chain of clothing manufacturing is shaped by continuous cost pressures and the requirement of outstanding quality. This results in the transregional outsourcing of the production process and its supporting activities both by Copy Fashion, Inc. and Bäumler AG. The situation is even more complicated by the fact that since the beginning of 2005 Copy Fashion Inc. has been in liquidation, which requires further reorganizations in the production, the production preparation, the cutting and the logistics fields. With regards to work processes, there are some differences between the Bäumler and the non-Bäumler products. 
· about the timing of the reorganization: 

Restructuring have occured in more phases, and are still under way. In this case study we consider the phase when the company was acquired by Bäumler AG, and the beginning of the liquidation process as decisive phases.
· about the number of the employees: 
Copy Fashion Clothing Factory, Inc., IL has 800 employees at present. Out of them 700-720 people are blue-collar workers, out of which 70 people work in the cutting field, and 420-450 employees work on the lines.
· about the geographical extension of the value chain: 
Copy Fashion Clothing Factory, Inc., IL has one site at present, it has stores in three cities in Hungary, while the main site of Bäumler AG is located in Ingolstadt, Germany, and it also has an affiliated company in Hohemens, Austria. 70% of its sales is realized from export sales. Its main export countries are: England, The Netherlands, Denmark, and Russia. Production takes place in Hungary, Romania, Bulgaria and China.
III. case study findings
1. Company and value chain (re-)organisation
Copy Fashion Clothing Factory, Inc. participates in the global value chain principally via the German Bäumler AG. As a matter of fact, it can be considered as a „turn-key supplier” (Sturgeon, 2001) in this relation since Bäumler, the main customer presrcribes which products to produce, while it doesn’t interfere with how and by which processes Copy Fashion should produce them, except for quality aspects. 
1.1. (re)organization of the business function, legal and ownership structures, company boundaries
Copy Fashion Clothing Factory was founded by 15 tailor craftsmen in 1953, as a bespoke tailor. The beginning of the 1960s meant a milestone in the life of the company, too. Off-the-shelf production was started at that time. The factory in Vasvár was opened in 1964, that of Körmend in 1968. Cooperation with Bäumler started in 1986, in 1987 the German company became the majority owner. In 1989 Copy Fashion became a joint stock company, and in 1991 it was introduced to the Budapest Stock Exchange. On the 27 January, 2005 the liquidation process was started. The stocks of the company were removed from the Stock Exchange, the value of the shares was set at zero HUF, and the organization is actually managed by the fiduciary liquidation inspector as quasi-owner.

From the viewpoint of the ownership structure of the company and its reorganization, three phases can be distinguished. The first one, the period before 1987 is characterized by state ownership, production in large-scale runs, and the participation in all the processes of the value chain. The second phase, between 1987 and the 27 January, 2005 is determined by the majority ownership of Bäumler AG. From the beginning of the 1990s production of women’s and men’s clothing, as well as export and domestic processes had been split, and warehouses and production facilities became separated even geographically. In 2003 the factories in Vasvár and Körmend were closed, thereby even the women’s clothing production was moved to Szombathely, thus centralizing everything on a single site. As part of the liquidation process (2005), the restructuring and rationalization of work processes have been started. 
Figure 1.: The value chain of women’s and men’s overclothes production
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Design and sales (and marketing) are managed by Bäumler (in Ingolstadt). (Copy Fashion does not employ designers for its own products, every year they just slightly modify the already existing popular models.) They differentiate between two types of sourcing. The first one is ‘leased’ work with fittings: the customer provides only the raw material or some special fittings like e.g. linings or hangers with inscriptions, or maybe the name of the company is displayed on the buttons, the rest of the fittings are bought by Copy Fashion. This method usually characterizes the orders of smaller-scale companies. The second type of work is ‘leased’ work without fittings. Bäumler delivers all the raw materials and fittings, except for shoulder pads that are provided from Zalaegerszeg via Copy Fashion Inc., as well as thread about which negotiations are underway. In case of Bäumler, Copy Fashion gets involved in the production preparation only to the extent of pattern making in frame of ‘leased’ work. Copy Fashion, Inc. performs the cutting and production (sewing) functions (these areas are indicated by grey colour in the figure above) fully in the value chain. In the sales  function Copy Fashion is responsible for delivery: directly to Bäumler’s customers as well as for Bäumler into Germany, from where products can again return to Hungary as commercial goods
 (to be sold in Copy Fashion’s own stores). Custom-made products that have short delivery deadlines are delivered by DHL
. Since the beginning of the liquidation process at Copy Fashion Clothing Factory, Inc., IL reorganization has impacted the fields of production preparation, cutting and logistics (these areas are underlined in the above chart). We are discussing this process in the next section.
1.2. (re)organizational and spatial aspects of the value chain
In the following section we are first presenting the reorganizations that happened at Bäumler AG that also impacted the reorganizations at Copy Fashion Clothing Factory, Inc., IL due to the German ownership.
Reorganization started at Bäumler in 2001, mainly driven by the cost pressures prevalent in the industry. Its main steps were the following: (1) the existing five companies merged into one, brands are now managed as profit centres, (2) the number of brands was decreased from twelve to two, (3) instead of the seven finished product warehouses a sinlge one was created in Schwaig, close to Munich airport, (4) a dramatic headcount reduction was carried out (instead of 800 employees now they employ only 205), (5) in 2003 the company completely ceased the production on in Germany, delocalising it to Hungary, Romania, Bulgaria and China, while it has retained control over sales, finance, production management, design and marketing, (6) logistics was outsourced, (7) they are planning to open their own stores. From 2005 the organizational resturcturing was followed by the change in the ownership structure.  
From a value chain perspective the most important changes are the centralization of the sites, the centralization and delocalisation of some activities, and the moving from a production-oriented company to a marketing-oriented one. 
The source of innovation in this sector is partially design, partially marketing, the novelty of the product being a key factor. To improve cost efficiency, production is transferred to low-wage countries. In case of Bäumler, production was moved to Hungary, Bulgaria, Romania and China. Because of this, production-process related innovation and product innovation get separated. (Frenzel Baudisch, 2006)

Apart from cost efficiency, another key source of competitiveness is product variety, i.e. product development. The role of flexibility (small-scale runs, customer-tailored products) becomes crucial. I.e. not only labour cost, but also the skills and learning potentials of the workforce become important. Getting involved in research and development also creates added value. It follows from the above that the complete production delocalisation results in such unintended impacts as the loss of important know-how. This causes extra coordination and other kinds of (transaction-specific) costs for the Bäumler group as well. Later these lead to the delocalisation of develpoment and professional know-how centres, too.  
It generally characterizes Western companies that now they are trying to get even the development functions carried out in our region, because in their countries practically there aren’t any tailors any longer. We can’t communicate with their company. There aren’t any professional tailors there, so they just don’t understand what we ask them. [Laboratory (Production Preparation)]
Copy Fashion’s competitive advantage in the region is based on quality production and its involvement in the product development process (notwithstanding its relatively higher labour costs).

The reorganization of company work processes is driven by external factors on the one hand: global competition in terms of costs, as well as the changes in market orientation. On the other hand, it is also due to the changes in internal conditions: e.g. the appreciation of cost efficiency because of the financial crisis (liquidation process).
About market orientation change: most of the western European companies have two collections (spring-summer and autumn-winter). The interim period between the two seasons used to last for a month or even for six weeks. Americans used to plan for four seasons, so orders from them bridged or shortened these interim periods. The loss of the American market, which had been important because of the seasonality of the industry, has worsened the production capacity utilization and efficiency. 

„America’s situation is such that it doesn’t matter for them into which direction they set out on the globe. They had turned into our direction, and it seemed so that Hungary is quite a good production location, and it’s not even that costly. But then they figured it out that it’s still better for them to turn into the other direction, towards China, Korea, and the Far East, but even towards Latin America. We are expensive.” [Export Manager]
Mainly for the American and British market Copy Fashion had ‘leased’ labour in Romania, Bulgaria, Ukraine, and Turkey. (Technical professionals from Copy Fashion had been sent out to these places to control production.) The outsourcing of the activities had proven to be loss-making. 
Global cost pressures have led to the conclusion that if the company wants to remain competitive, it can’t exceed a certain price level. It required an internal reorganization to achive this. The lack of internal efficiency resulted in financial difficulties and later lead to the liquidation process. As a result of the financial crisis, substantial reorganizations have been made in the fields of production preparation, cutting and logistics, even physically relocating these activities. The discontinuation of ‘leased’ labour, the transfer of women’s clothing production to Szombathely, i.e. the closing down of the two Hungarian factories, as well as the internal restructuring of work porcesses are the main milestones. 
1.3. contractual relations (between the companies) and power relation (main power resources of companies and units, forms of governance of the value chain)
The Bäumler group first participated in the management of the company as its owner. After Copy Fashion had become a joint stock company, they were able to control the company even via the board of directors. 
We were able to manage our routine financial activities completely independently, they didn’t interfere. It was a different situation in case of capacity matters, and we also had to ask for their opinion before major investments. [Finance Manager]
Apart from the above, they could also exert their direct influence on the activities of the company by the appointment of technical directors, and via the presence of German technicians.
During the liquidation process the liquidator’s role as quasi-owner was a key factor. On the one hand, the internal reorganization was started (production preparation, cutting and logistics), on the other hand a customer profile cleanup was carried out, and all of the contracts were renegotiated. (From this perspective this interim status was advantageous for the company: customers’ payment morale has improved, and the company has started to include the costs of the production preparation, too in the prices.) 
The Bäumler group was able to maintain its influence even via the newly-created contractual relationship. Control is realized as the overall result of the following factors: the in-depth knowledge of the production process and infrastructure, quality control, the introduction of standards, integrated system to transfer data, as well as the technicians’ presence (who are currently Hungarian, but their salaries are paid by the German company). 
So they are able to decrease transaction complexity (seasonality, changing fashion trends) by the standardization of processes and quality. Modularity also has a role in case of the reusable elements (Baudisch, 2006). Information and know-how can be coded by the above systems, and via their channels they can be circulated as well. The long-lasting relationship, the well-known professional culture, and the presence of the technicians contribute to guaranteed high product quality. It follows from all this, that the value chain is characterized by modular management.
Apart from cost efficiency, also quality, distance, and deliviery deadlines play a dominant role in the outsourcing of the activities. Copy Fashion’s competitive advantage versus the other partners of Bäumler is due to the continuous know-how transfer and the meeting of the requirements of quality production.
2. Functions and overall workflow in the value chain
In this section we are analyzing the value chain process in more details. Through the analysis of the relationship between the activity chain and the workforce we are showing how the company achieves the high quality and felxibility required by its customers.
2.1. functions performed in the value chain, changes through restructuring, tasks carried out in different units, division of labour, workflow in core areas
At the company major headcount reductions occured in three phases. In 2002 (250 heads), at the closure of the two Hungarian sites (250 heads), as well as at the beginning of the liquidation process (255 heads). While at the beginning of the 1980s 2100 people were employed, today there are 800 employees (and in the meantime two new production lines were introduced, a jackets line and a women’s skirts line).

The participation of the organization investigated in production preparation (see Annex 1) with regards to the Bäumler products is limited, it comprises only pattern making. So there is a separate Bäumler group in the laboratory (five employees), whose tasks are the following: processing, translation, grouping and forwarding of the technical documentation (theoretical roll distribution, final spread instructions) sent over by Bäumler in e-mails, as well as the compilation of a documentary folder (including the patterns list, pattern making, lengths) for each model based on the kits
. They forward the received materials towards the export unit, production planning (preliminary and final lists, bottlenecks) and the customs group (incoming fabrics, DHL-deliveries). 
Production planning receives information about incoming deliveries, orders, and deadlines from the export unit, the sales managers, the domestic sales unit
 and the Bäumler-unit. These are then programmed in line with the expected deadlines set by the customers, considering also the capacities of the company. The order of the production runs and the capacity chart (that is put together before the start of the season based on preliminary customer information) are also finalized based on this information. The order of the production runs is weekly updated, and they are broken down to production lines. Everything that has to be produced can be found in these orders, according to the input, output and forwarding deadlines. 
Five employees work as cutters (one at each of the five units), there is an on-the-line and a final quality controller at the women’s lines. There are six quality control points at the Bäumler line (line No.19) (See Annex 2.)
The below quotation highlights well the reason for the reorganization of cutting (spreading – cutting – glueing – trimming): 

It turned out in the process that cutting takes up too much of the norm time. In an optimal case it is around 8-15%, but here it was sometimes even above 20%. Surely part of the reason was that Copy Fashion had been configured to deal with large-scale orders. In those times 500-1000 pieces per model were usually ordered. [Finance Manager]]
Before the reorganization there were separate women’s and men’s cutting units, they were separated even geographically (the full women’s line was in Vasvár and in Körmend). Before the reorganization, cutting handled the worksheets on glueing which are now controlled and filled in by the laboratory. During the reorganization automated cutting machines were introduced instead of the manual ones. The insertion, the fabric, the interlining and the lining used to be cut separately. In frame of the new cutting methods all are done at the same time, therefore spreading has changed, too (having impacts on logistics as well). Now the same cutter spreads the fabric, the lining and the fittings. Material is received from the warehouse, then it is spread based on the instructions of the laboratory. From here it (i.e. both the main fabric and other raw materials, the interlining and lining) is forwarded to the automated cutting machine. The laboratory prescribes the program codes for the machines that determine how to cut the materials. Based on the patterns, dimensions are determined. At women’s lines the packaging of fittings and lining is not done any longer, instead, everything that goes to cutting is put onto the cutting carriage. The same modification is planned to be implemented at men’s lines. 
The main input to the production process is the production order that is forwarded to production preparation, to the warehouse
, to cutting and to the lines, as well. There are 8 production units: two men’s jacket lines, a trousers line, four women’s jacket lines, and a women’s skirts production unit
. Production is organised in accordance with production documentation translated into Hungarian, and it is split into tasks with assigned norm times. Workers learn more than one task, thereby increasing their functional flexibility.  Bäumler products are either directly delivered to the customer or to Germany. 
2.2. geographical structure of companies and units, spatial division of labour along the value chain, geographically distributed work
The production of the higher and the lower quality products are geographically separated. The Bäumler group completely outsourced its production to Hungary, Romania, Bulgaria and China in 2004. The lower-quality products are mainly produced by the Romanian and Bulgarian companies. 
We are not competing with China, since they are producing a different product type. We focus on small-scale runs, made-to-measure products, special solutions, 3-4-week delivery deadlines, which all make it impossible for the Group to get China to produce them.[Technical Director]
Amongst the European competitors the Slovenian producer, Mura is dominant, nevertheless Copy Fashion can stay below their price levels. In the selection process of a production location therefore cost efficiency, quality, and physical location and accessability are also important due to the short-cycle orders.
As a result of the outsourcing of Bäumler logistics, the raw material warehouse that has been in Germany until now, is moved to Transylvania (Romania). Raw material is delivered with the help of BOMs (bill of materials), i.e. when a finished product is generated in the system, its BOM recorded in the master database (based on the average fittings usage of that product type) prescribes how many pieces of each fittings it needs, and they are automatically pulled in. Replacement orders have so far been handled quite flexibly within the Bäumler group. External companies on the other hand are rigorously requested to account for everything towards Bäumler, so in the future Copy Fashion will have to explain it clearly why it orders extra quantities.
In case of Copy Fashion production became limited to domestic sites, later the sites at Körmend and Vasvár were eliminated, so its geographical extension has shrunk.
2.3. temporal aspect of the workflow, the role of time and flexibility, consequences of restructuring
Due to the two-season production cycle it is quite important to fully utilize the capacities, and accurately programming them. Deals are negotiated for each season. While formerly production was characterized by large-scale runs, by today smaller-scale runs, a wider product range and the use of many different fabric types, raw materials have become usual. This means that the role of both time and flexibility have been appreciated. Being located close to the market still remains an important factor due to short delivery deadlines (e.g. in case of unique orders).
To meet such challenges organizations can use their workforce, applying numerical and functional flexibility strategies (Makó – Simonyi, 2003). In the case of Copy Fashion Clothing Factory, Inc., IL mostly internal tools are applied. The introduction of overtime and more shifts, as well as the maintaining of qualifications and capabilities records (a qualification matrix), and the familiarity with more than one task represent the tools of this strategy. At the same time cooperation amongst the lines has intensified. 
The participation in the international division of labour, the reorganizations that are driven by it, and the restructuring of the value chain itself are also parts of a learning process for the company.
3. Changes of employment
3.1. Employment structures (categories of workers, basic gender relations, employment contracts) including changes
Copy Fashion employed 2100 people before the 1990s. Due to the several waves of lay-off following the reorganizations, today 800 people are employed by the company. Out of them 700-720 are blue-collar workers, out of which 70 work in cutting, and 420-450 employees on the production lines. Only the last and biggest wave of lay-off impacted white-collar workers, the administrative jobs.
90% of the employees are women, but there is a specific job (that of the pressers), where 95% of the employees are men. There are some jobs in the warehouses as well, where only men are employed. The average age of the employees is 41 years, but behind this average there is quite a substantial difference between the younger and elder age groups. During the reorganization launched after the beginning of the liquidation process, working in two shifts was introduced in several units. Even those who work in one shift have two echelons, they work either between 6AM and 14PM, or from 7:20AM to 15:30PM. This latter timing is required both by the sequential characteristic of production and the high proportion of mothers with young children. When establishing the working hours, the company pays attention to the temporal segregation between the genders, i.e. in this case gender awareness appears. 

As a result of the reorganization, several functions were outsourced. E.g. an external company is responsible for maintaining computer networks and for controlling (ITC Plc).  
3.2. Employment conditions (terms and conditions, contractual flexibility), human resource management and internal labour market (including changes)
At the company all employees have permanent contracts, and they work full-time (there is one person in the quality control area who works only 4 hours a day). Therefore tools of flexibility such as part-time work, seasonal work, or applying subcontractors are absolutely not typical. 
Line No.19 consists of 5 groups (see Annex 2). Quality requirements are the highest on this line. Most of the employees are semi-skilled workers. Generally they are able to carry out three different operations. There is a trainer assigned to this line who helps in the recruitment of personnel and training processes. The length of the time required to acquire skills depends on the job, in some cases it takes three months, in other cases six, by the time the new employee is able to achieve the expected performance and quality levels. Learning more than one operation helps resolve occasional substiution and capacity problems. The qualification matrix (including names, operations, and performances) helps with the coordination of this process. Mastering more than one operation has become more difficult due to the wider range of fabrics used and the smaller-scale runs. 
Lay-offs has also impacted line No.19. (Out of the original 250 employees there are 143 left today.) Therefore generally overtime is the main source of flexibility, which means 10-hour shifts instead of 8-hour ones, as well as weekend work. Limitations to such practices are regulated by law (see later).
With regards to wages, many employees work for the statutory minimum wage (on top of this they get meal vouchers and performance bonuses). Wages have remained the same for the past 6-7 years. (Before the liquidation process they were not raised due to market pressures, during the process wages need to be frozen by law.) Working conditions are still better than e.g. in Romania. One of Copy Fashion’s competitive advantages versus the Slovenian producer is that it can still produce at lower cost levels.
Workforce recruiting takes place via several channels. Apart from the suggestions of acquaintances, relations are also maintained with Local Labour Offices, and sometimes newspaper advertisements are placed, too. Due to the low workforce mobility realistically there is a more or less 40-kilometre-radius region from where the company can recruit its workforce.
It is almost impossible to hire professionals: vocational training is on its last legs, there was only a single one-year seamstress training course started by one of the vocational schools, which seems to be a mockery of this profession, it can’t be compared to past qualification levels. Many parents send their daughters to work as shop assistants. Körmend has become a shopping city, shops are all over the place, while Szombathely is the city of petrol stations. This absorbs young people. [HR Manager]
With regards to career paths, opinions differ. In all cases internal promotion has an important role at the company.
3.3. Negotiations on changes in employment (redundancies, transfer of workers etc) and employment conditions
There is both a trade union and a works council (see later) at Copy Fashion, Inc., however these organizations lack initiative. Generally they just exercise their right to be informed, and they acknowledge anything to ensure the survival of the company. 

The employees were not prepared for the lay-offs, which is indicative of flaws in downward communication. Since the beginning of the liquidation process though the employees have felt that they have been sufficiently informed about everything.
Based on the interviews two key factors have been outlined: wages and overtime. During the liquidation process wages can’t be raised, and in case of overtime the company sticks to the legal requirements. Copy Fashion is promoting mobility of its workforce by providing buses to carry them to and from the factory.
3.4. Impact on quality of work
The most significant changes in the value chain are the increasing quality expectations and cost pressures. As a result of the reorganizations (lay-off, consolidations) due to these drivers, work intensity has increased, primarily because of overtime and more shifts, even if these tools have different impacts on each field. These tools evidently impair quality, since during overtime the performance worsens, while shrinkage rate increases at the same time. 

Reorganizations took place in a short time frame and during the season, which contributed to a higher stress level at the workplaces. This is also reflected by the fact that the average daily absence rate is 15% (including holidays and compulsory leave as well). The shortening of the training period, and the extra operations to be learned by the workforce makes it harder for the newcomers to fit in. 
Stagnant wage levels also counteract the motivation of the workforce. 
„When Copy Fashion was a state-owned company in the past, it was quite a good situation. We performed much better than other labour-intensive industrial companies, and we also earned higher wages. In those times it felt like a prestige and it was a pleasure to work here. The atmosphere was very good, too. Now it’s not really so. Let’s have a look at, say, the wages. In the beginning it was OK for a year or two that there was no payrise, now it’s been the same situation for6-7 years: wages haven’t increased a bit. We take home HUF 62,000
, and it is the same that we could earn even ten years ago. In those days we were well off.” [Seamstress, line No.19]
There is no person in charge of gender issues, neither are women’s interests represented well enough by the trade union or the works council. Echelons within the same shift (there are some employees who start work at 7:20AM instead of 6:00AM) however somewhat ease this situation, this way mothers at least have some time to take their children to the kindergarten. In case of overtime, the social awareness of employees is important, there isn’t a separate policy at the company to cover mothers with young children, still their interests are taken into account in practice. 
4. Changes of work organization
The present chapter of the case study deals with how work is performed and managed. We are paying particular attention to managerial coordination and control, working hours, and functional flexibility, and their changes, as well as their impacts on performance quality.
4.1. Content of work, cooperation, managerial control, spatial aspects (distributed work, workers’ mobility), role of customers (including changes)
Operations are sequential and built on one another, so it is important to coordinate and control production. It is also indicated by the fact that there are regular meetings about capacity issues (twice a week) with the participation of the laboratory manager, the cutting manager, the technical director and the production planner.
The consolidation of the men’s and women’s units in the laboratory, together with the splitting of the process responsibilities between two managers (see Annex 2) have increased the need for coordination. 
In the cutting function women’s and men’s lines had been separate before the reorganization, even geographically. After the closure of the sites all activities were moved to Szombathely. Changes were made in the different processes, too: in spreading, the main fabric and the lining are not separately spread now, automated cutting machines were introduced, at women’s lines the packaging of fittings and linings was eliminated. The reorganization itself also requires a high level of coordination, employees have to learn new operations that also have higher communication needs.
The strongest impact of the resttructuring on the lines is driven by the decreased number of personnel. (E.g. at the Bäumler line 250 employees worked in the past, while now only 140.)
As a general trend, working in two shifts was introduced (or reintroduced) in several areas due to the restructuring.
As to quality control, there is one controller in cutting (her actual placement is influenced by the technology and the pattern). There are differences between women’s and men’s production lines: 
There are two unit managers: one for the women’s unit and another for the men’s. At the women’s lines there is an on-the-line (before the lining) and a final quality controller….At the men’s line (line No.15) there are three quality controllers. One of them is at the front section, she controls the workers, and has no fixed location. The second one controls the product before the attachment of the sleeves, she stands at a fixed location. And the third one controls the product before pressing, when it is completed, but not yet pressed…and the final quality controller at line No.19 checks it after pressing. [Quality Control Manager]
The differences are explained by the fact that line No.15 is a longer one, there are more operations there, and more products produced. In the past quality controllers reported to the line managers, now to the technical director. In case of the Bäumler products quality controllers report to the line managers (of the lines No. 11 & 19). When samples and prototypes are produced, German designers come over to review the new models. They document and evaluate errors.
The levels of customer representation (either directly or via technicians) in the production process is varied. There are some customers whose technicians are not at all present (e.g. St. Emile), in some other cases the representative shows up weekly (e.g. Escada).

We definitely prefer it when the technicians of our customers are present. On the one hand it accelerates the decision making process, as we can immediately communicate with them in case of any problem, sparing a lot of time. They can control the outgoing shipments, this is also positive. In the past it was much easier, since as soon as the technician of the customer had received the products, we declared that we couldn’t accept any quality complaints. This is not so any longer. [Export Manager]
Overall we can state that controls are put in place to check both product quality (after the end of the various processes) and the work porcesses (by quality controllers and technicians).
The company is dedicated to the controlling of the work processes to increase productivity:
We are still using the intranet system that we developed to record occasional downtimes on the lines, indicating the reasons for those downtimes as well. Then the causes need to be identified, and communicated to the unit where it occured. The manager of that unit needs to confirm whether the identified case happened as stated. If he is affirmative, he needs to take actions to prevent it from happening in the future. If the error is non-systematic, so the case can’t be reproduced, it needs to be acknowledged. [General and Logistics Director]
There is open communication between employees and managers, their relationship is mainly characterized by the management’s being supportive. E.g. line No.19 consists of five groups. Every morning there is a group leader meeting to discuss daily absences, substitutions, distributing tasks and responsibilities. In this case the qualification matrix also helps coordination. 
With the restructuring process and the changes in managerial attitudes there is an increased level of independence and initiative, and a better cooperation amongst employees.

Problem solving capabilities and customer-orientation have also improved:
Formerly I was quite upset whenever we were just standing helplessly expecting the customer to solve the problems. This is not a market-oriented reaction. If we have a problem now, the preparation unit needs to sort it out. There are still some minor hickups, but it’s a lot smoother process now. And that’s why many customers like Copy Fashion, because we are not pointing our fingers backwards, blaming them for the problems (e.g. saying: „Why did you send it like this?”), but instead when there is a problem, we indicate it to them, assuring them that we are working on it. Of course, there are some problems that we can’t solve. [Technical Director]
There is cooperation amongst the lines, giving a hand both to other employees and helping out at machines.
4.2. Organization of working hours, differentials in working hours between companies, temporal flexibility (including changes)
The various units of the company work by different work organizations. There are different periods worked by even those who work in one shift. (There is one period from 6AM to 14PM, and another one from 7:20AM to 15:30PM.) This is needed partially because of the sequentiality of work processes, but also because the company is thereby appreciating the high proportion of females in the workforce. The presser starts work early, at 5:30AM, and works until 14PM, while the lines work between 7:20AM and 15:30PM. There are two pauses, a 10-minute one and a 15-minute one. In summer there is an extra 10-minute pause.
Sometimes these shifts can’t ensure that orders are executed, some of the workers are required to work overtime and/or to work at the weekend (on Saturday). 
Managers earn fixed salaries. 75-80% of the employees earn the statutory minimum wage. Their wages also include a meal voucher that is worth a net HUF3500
, overtime premiums, shift allowances and bonuses in case of more than 11 days worked. With regards to the bonus, it is decided by the Technical Director how much each unit can distribute in any given month. Managers then further allocate them based on presence and performance data. Every line has a norm time, performances are measured against this basis.
Currently the minimum hourly wage is HUF377
, this corresponds to a gross monthly wage of HUF65,500
. The concept of guaranteed minimum wage was introduced last year. It takes into account professional expertise and the skills required to perform the job. Since 1st January 2007 an employee who performs skilled labour, and has worked for at least two years has to be paid at least HUF75.400
.
It can happen in the different units that for the same job the employees are paid different base wages:
There are some people who get paid more for the same job. E.g One had been a foreman before, but was transferred to the quality control unit, retaining his old wages that are higher than those of other quality control employees who have been working there for the past 20 years. [Quality Control Manager]
It is important to notice that these wages are far behind those paid in the capital, Budapest, i.e. geographical differences show up in this industry, too. However, many clothing factories have been closed down in the county, the surviving ones have different profiles, therefore the HR Manager thinks that wages are competitive within the clothing industry. 
4.3. Functional flexibility, teamwork (including changes)
The company tries to maintain functional flexibility primarily by the flexible use of the workforce. They are striving to get each employee to learn more than one operation. This is needed because of the lay-offs, as well as occasional sick leaves (on the average 15% of the employees are absent). The qualification matrix, showing the name of the employee, the operations (s)he can perform, and his/her performance percentage by operation, is a basic tool. There are three levels within an operation: below 80%, between 80 and 100%, and above 100%. Being acquainted with more operations and fields is general practice.
4.4. Impact on quality of work
In the work organization the major change was brought about by the increase in work intensity, i.e. overtime, learning new jobs and operations, and work in more than one shift. Stress levels have increased hand in hand with these changes, while higher precision is demanded. One of the consequences is that quality is deteriorating.
Employees were voicing their dissatisfaction with regards to their wages. Notwithstanding the liquidation process, working conditions are generally good, the management of the company pays attention to it. Machines are modern, the building is continuously modernized, too, the changing rooms are clean, the lockers in it are modern and safe, and lighting is adequate. There are kitchenettes as well, equiped with micro-wave owens. There is also a canteen. 
5. Skills, knowledge and learning
The clothing industry is traditionally not considered to be a knowledge-intensive sector. However, the role of skills, knowledge and learning is also important here, especially because the company deals with the production of high-quality products. 
5.1. Formal skill structures (including differences between men and women) and actual skill needs
The majority of the employees are not qualified workers. The recruitment of the personnel for production is generally based on skills, not on qualifications. Formerly the company had maintained good relations with the local vocational training school, it sustained a workshop there where summer practice periods helped learning the required skills and the recruitment of new employees. Due to the liquidation process this relationship has loosened, but the company is aiming to revive it. Recruitment is carried out by HR together with the manager of the given unit and the trainer. The trainer (there are altogether 8 of them at the company) allocates the new employee to an operation based on the test sewing. They try to find the operation that best suits the employee’s skills. During the three-month probation it turns out how the employee fares. (In case of some operations, e.g. run scale setting and production preparation, such a short time frame is not enough to learn the job).
As a consequence, on-the-job training or learning by doing are the main sources of skills/knowledge acquisition. These are not organized, they are performed at individual level.
There are some units, e.g. production preparation, where college degree is a requirement. Generally there aren’t many applicants mainly because of the low wages. Quality control staff have to be skilled employees. Usually they are selected from amongst the best-skilled seamstresses, i.e. internal hiring is dominant.

Speaking languages is an important factor in the export unit and in some technical positions. In the past only one or two employees at the company spoke German, today there are around forty of them.
5.2. Knowledge intensity of the different tasks, standardisation and formalisation of work
For an employee to be able to carry out 3-4 operations, several years of experience is needed. Notwithstanding the lack of complexity of the operations, the many types of fabrics, the differences between women’s and men’s products make it difficult to learn them. The fileds requiring the highest knowledge levels are laboratory, design and quality control. Fine-darners and stain-removers have developed the applied techniques themselves. A profound knowledge of the fabrics and creativity is needed to perform these jobs. The job that is the most difficult in a physical sense is that of the pressers, whose 95% are men. 
5.3. Learning opportunities, training policies
The training system doesn’t work without difficulties. Parallel to the restructuring and lay-offs employees should work (i.e. carry on performing the same jobs as before), train (new and old colleagues to know more operations), and learn (new operations) at the same time. It is not at all surprising then, that sometimes new employees are immediately put to the front-line without having been trained sufficiently. 
If there are enough applicants, German language courses financed by the company are offered to the employees. This also underlines Bäumler’s role in the life of the organization. It’s true, though, that no seamstress has taken this opportunity as yet. Apart from this, there are occasional IT trainings, usually at the introduction of a new system, or aimed at a specific need (e.g. teaching how to use Excel to those who have to use it).

In Eastern Europe it is Escada’s factory in Slovenia where one can go to learn some tricks. E.g. a film was brought from them showing such trifles like how seamstresses take measurements.: they don’t take their tapes to do it, but instead they can use their own tables which are numbered as measuring tapes, thereby sparing time. 
Another learning opportunity is via the clients’ technicians, which promotes quality performance.
I’m pleased to work together with them because they are not infected by professional shortsightedness. We also try to make scales fall from our eyes, but they call our attention to many things. First of all to quality matters, secondly to organizational questions, and finally to production preparation points. So we can learn a lot from them. [Technical Director]
The employees of the finance department are continuously participating in trainings, they are attending all locally available courses (e.g. about taxes and social security). This is a must for them to be able to perform their jobs. 
5.4. Impact on quality of work
Due to the consolidation of the women’s and men’s production processes and lay-offs, the complexity of the operational structure has increased. Adaptation to these changes is highly complicated by the fact that the restructuring have impacted more than one unit simultaneously, and also because they are taking place during the season. Because of all this overtime has increased, which impairs quality. As training periods shorten, employees’ performance and their work quality also lags behind the expected optimal levels. All this makes it difficult to comply with customers’ expectations of quality products. 
6. Industrial relations & regulations
At Copy Fashion, Inc., IL the described value chain restructuring haven’t caused dramatic changes in this field, the liquidation process, however, plays a key role in working conditions. Apart from this, the clothing industry trends hold. 
6.1. Forms of workers’ representation
Due to its globalization, the clothing industry is highly exposed to the pressures of international competition. This influences labour relations, too, since next to cost reductions, the flexible manpower use has also become one of the sources of competitive advantages. 
There are both a trade union and a collective bargaining agreement at the company. 21.5% of the employees are members of the union, which means 172 members. Union rights are respected, employees received information about each of the dismissals. There are union committee meetings twice a year with the paprticipation of the office-holders and company management. The trade union provides social and bereavement aid to their members, and it gives them small presents at different occasions (Easter, Women’s Day, Santa Claus). They also maintain a 7-room holiday resort in Keszthely. Notwithstanding having a valid collective bargaining agreement, employees never cite it, because the liquidator can suspend it at any time, so it isn’t really effective. The works council is made up of union members. In Hungary the 70% of works council members are either fully or mostly affiliated to trade unions (Benyó, 2004). 
Even the trade union’s powers are limited by the cost efficiency goals of the company, and the legal curbs on wage increases. Therefore it acts in a cooperative manner both legally and in an economic sense, since sustained employment is its main interest. The trade union on the one hand is one of the downward communications channels (in the past only local managers kept in touch directly with the trade union, the German owners didn’t, now the Technical Director invites the trade union to every meeting), on the other hand it fosters upward communication as well, via trade union representatives. 
The main form of employee participation is the direct, workshop-level participation, whereby employees are involved in meetings and discussions. Managers try to establish individual relationships with their employees. 

Labour disputes rarely occur at the company. Employees rather opt for passive resistance, going on sick leave. In one case it happened on line No.15 that when overtime was imposed, 18 workers denied cooperation, and left the line without letting the forman know. This could have been interpreted as a walkout, which can entail a special notice, since the order couldn’t be executed in time. The attitude of the management is reflected by the fact that the punishment instead was only the withholding of one months’ premium.
6.2. Information and consultation, issues of negotiations
Employees accept the value chain restructurings and the reorganizations without any major conflicts, even if they don’t always agree with each step. This is backed up by their faith in the liquidation trustee, order continuity and open communication. The trade union is also informed about every step. Once a month the foreman gathers together the workers to discuss the events going on both at the company level and below.

Individual relationship with managers is more typical than group consultations via trade union representatives.

6.3. Impact of national and European regulation (on the involvement and negotiation of consequences of restructuring) and problems of enforcement
The shaping of the work organization is highly influenced by laws. Amongst others by the paragraphs regulating the liquidaton process, and by the Labour Code.
The liquidation process has various impacts on the organization. The value of the shareowners’ shares became zero, the liquidation trustee acts like the executive manager. All the contracts needed to be renegotiated with all clients. Some of them even left the company, because their corporate philosophy couldn’t accommodate dealing with a partner being in liquidation. The most important of them, Escada finally returned. All in all the new contracts are more favourable for the company.
Restructuring-related negotiations are influenced, due to the liquidation process, by the fact that the collective bargaining agreement has lost its validity, and that employees can’t be given pay rises during the liquidation process. (This is a major source of conflict, since there weren’t any pay rises in the preceeding years either.) This is partially mitigated by the existence of a wage assurance fund ensuring that employees receive all allowances presribed by the Labour Code.

The Labour Code regulates amongst others the guaranteed statutory mimimun wage levels, working hours, holidays and overtime. In case of overtime, if it can’t be accounted for as part of the normal working hours, it either needs to be paid or accounted for (offset) in the following period (also considering the seasons). Saturday overtime requests are always announced in advance in accordance with the Labour Code, overtime during weekdays is always posted 3 days ahead. Those who can’t make it should notify their managers. It usually happens because of social reasons.
Altogether employees are loyal, they are quite strongly attached to the company, there isn’t a significant fluctuation. There aren’t many signs of European-level regulations (e.g. there isn’t an European works council).
6.4. Pressures on regulations and national institutions
Copy Fashion, Inc., IL primarily adheres to the regulations and adapts itself to the requirements of the national institutions, it doesn’t have the power and influence to be able to successfully lobby. It has tried more than once to secure state subsidies, which was obstacled by its German ownership. State subsidies provided to small and medium enterprises have also encouraged the establishment of the Ltds, but neither this source could be secured for the company. 
7. Conclusions
7.1. basic characteristics of the case
Our conclusions related to the global changes in the clothing industry value chain are twofold:
· on the one hand, regarding the changes in the division of labour within the value chain,

· on the other hand, with regards to the drivers of such changes, and how local work organization adapts to them.
We would like to highlight the following points in the restructuring of the value chain:
· Cost pressure and the increasing importance of flexibility (smaller-scale runs) can be experienced by all participants of the value chain. The delocalisation of production to countries with lower labour costs is a permanent risk. Apart from cost efficiency, the other key factor is product diversity and the appearance of smaller-scale runs. Product development also appreciates. It follows from the above statements that the complete delocalisation of production entails unintended impacts, causing extra coordination and other types of (transaction-specific) costs for the Bäumler group as well. Probably this is behind the current delocalisation of logistics and professional know-how centres to the Central-Eastern European region.
· There are significant wage differences between the single producers and countries (Romania, Bulgaria, Slovenia, Hungary), however, the lower-cost producers often can’t perform at the required quality levels. Therefore the production of low-quality and high-quality products are geographically separated. The choice of the production location is also influenced by the trust built up between the partners, and delivery deadlines (order-to-delivery cycle-times), which don’t favour the involvement of farther location (e.g. China).
· Quality assurance also gets emphasized, the clients’ permanent representatives help realize quality production through the work processes. 
· The German company is able to exert its control nevertheless it is not the owner any longer. The company is able to decrease transaction complexity (seasonality, changing fashion trends) by the standardization of its processes and of quality. Control is realized as the joint impact of the following factors: the mastery of production processes and the knowledge of the infrastructure, quality control, the introduction of standards, integrated system to transfer data, as well as the technicians’ presence. Conclusively, the value chain is managed in a modular manner.
The following points can be highlighted with regards to the work organization of Copy Fashion Clothing Factory, Inc., IL:
· Amongst the changes taking place in the value chain it appears significant that ever increasing quality levels with an increasing product diversity are required to be produced at lower and lower costs.

· In case of Copy Fashion Clothing Factory, Inc., IL not only the rearranging regional markets, but also the internal financial crisis and the launching of the liquidation process were also needed to reorganize the work processes.
· Maintaining high quality standards was a key factor of the work organization. In this respect clients’ presence is fundamental. 

· Required flexibility is ensured primarily by overtime, by increasing work intensity, as well as by maintaining an efficient level of internal flexibility.
· The restructuring resulted in the consolidation of the women’s and men’s production processes on the one hand, and on the other hand it made the processes more transparent, and emphasized their sequential nature. 
· Operation is characterized by smaller and smaller scales run in the production, and by the need to learn more and more operations and tasks in the human resource management practices.

· The company is able to remain competitive in the region and keep its customers due to its relatively short delivery distances, its ability to produce high-quality products, and its lower prices. Wages are low, but in line with the industrial average, the majority of the workforce have low or medium level qualifications. 

7.2. Significance of the case for various WORKS research questions
From a value chain perspective:

· Power and influence can be exerted not only through ownership.
· The outsourcing of a function (in this case production) may generate unintended impacts as well (in our case concerning prototype and sample production) that can incur extra costs.

From the perspective of the analyzed company:

· The liquidation process, i.e. the period of transition in itself is not necessarily negative, in the case of the analyzed company it promoted adaptation to market expectations and the consolidation of the company’s position versus its clients.
· The participation in the international division of labour, and the restructuring of the value chain can be considered to be a company-level learning process.
In the production strategy of Copy Fashion Clothing Factory, Inc., IL. the following changes can be spotted:
· The number of products and product versions are on the rise, while run scales are decreasing.
· Workforce qualification is lower and lower.

· Specialization is decreasing both within jobs and operations.

· Because of the flattening out of the pay rise curve, wages have decreased to the average level of the industry.
7.3. Impact of restructuring on quality of work and quality of life
The changes taking place at the company impact both quality of work and employees’ quality of living. As a summary, the following points can be highlighted:
· The liquidation process has brought insecurity for the employees, at the same time they trust that the company will survive.
· The stagnation of wages negatively impacts employees’ commitment and the reputation of the company. Wages have been frozen for several years now, in the period preceding the liquidation process due to market cost pressures, thereafter because of legal requirements. As a consequence of the liquidation process, employees can’t even get credits (loans from the company).

· Amongst the value chain tendencies the increasing quality expectations and cost pressures are dominant. As a result of the reorganizations (dismissals, consolidations) driven by these factors, work intensity has increased, primarily because of overtime, more shifts and more tasks (learning more operations). These elements demonstrably impair quality, and the employees’ quality of living is also hurt. Women make up the majority of the workforce, therefore it has become more difficult to achieve the work-life balance job and private life. 
· Beyond the direct impacts, the fact that reorganizations occured in a short time frame and during the season has increased the employees’ stress levels. This is also reflected by the average daily absence rate of 15% (including holidays and compulsory leave as well). The shortening of the training periods together with the extra tasks the workers have to perform make adaptation harder for new employees. Nevertheless employees demonstrate a high level of loyalty.
· Delegating tasks and responsibilities within the company has led to the strengthening of communication between employees and managers, and it also helps coordination. Employees have become more self-sufficient, and their problem solving skills have also improved. In case of problems workers help each other, both individually and at the level of entire production lines. This altogether has a positive impact on performance, and strengthens cohesion. 
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annexes
Annex No.1 The detailed process of production preparation
Liquidation proceedings are executed with the aim of allowing creditors to satisfy their equitable claims against debtors that have become bankrupt. Upon executing such proceedings debtors are dissolved without legal successor.

Commencement of Liquidation Proceedings 

Liquidation proceedings are conducted in the case of insolvency of the debtor

upon request by the debtor, the creditor or the party in charge of voluntary dissolution, or 

based on a notice by the court of registration (if the court has declared the company terminated or initiated liquidation proceedings against it in the course of an ex officio procedure for removal from the register of companies), or 

based on a notice by the court acting in a criminal case (should proceedings launched for the execution of fine imposed on a legal person have failed). 

In liquidation proceedings based on a notice by the court of registration or court acting in a criminal case, execution of liquidation is not subject to a separate examination of meeting formal requirements or to inquiring into insolvency.

Definition of Terms 'Debtor' and 'Creditor' 

Liquidation proceedings are regulated in Act XLIX of 1991 on Bankruptcy Proceedings, Liquidation Proceedings and Voluntary Dissolution (hereinafter referred to as the 'Bankruptcy Act') as several times amended since its promulgation. For the purposes of the Bankruptcy Act, 'debtor' means an economic organization, which was, or presumably will, not be able to settle its debt(s) on the due date(s) . Up to the initial date of liquidation, parties having money claims against a debtor based on final and executable court or administrative orders (executable documents), or having overdue money claims or property claims expressed in monetary terms which are not disputed, or have been acknowledged, by the debtor and, after the initial date of a liquidation, all persons having money claims against a debtor in money or property claims expressed in monetary terms and whose claims have been registered by the liquidator, are collectively deemed as creditors.

All assets held by an economic organization on the date of commencement of liquidation proceedings as well as all assets acquired subsequently during the proceedings are included in the scope of liquidation proceedings.

Petition for Liquidation Proceedings 

If liquidation proceedings are requested by the debtor, the petition filed with the court should state by name all financial institutions maintaining the debtor's accounts, account numbers maintained by such institutions, including the numbers of accounts opened subsequent to filing of the petition.

When liquidation commences upon request from a creditor, the legal titles of the entire debt owed by the debtor, the date of maturity and a short summary of the grounds, upon which the debtor is considered insolvent, should all be stated in the petition. Documents in proof of the contents of the petition are also to be attached. The court should immediately inform the debtor thereof . In this phase of the proceedings, the court should examine debtor's insolvency.

The debtor should, within 8 days of receipt of the notice, declare before the court whether it acknowledges the contents of the petition. Should the debtor fail to do so within the term specified above, the fact of insolvency must further be hypothesized. If the debtor asserts that it contested the creditor's claim in writing, in a manner and within the term as prescribed by law, it should attach the documentary proof thereof to its declaration. When the debtor acknowledges the contents of the petition, it should simultaneously declare whether it asks for a moratorium of debt repayment, and should announce the names of all financial institutions maintaining its accounts, and the numbers of accounts maintained by such, including the numbers of accounts opened subsequent to receipt of the petition, and furthermore, in the case of a concession, it should inform the concessionaire of the commencement of liquidation proceedings.

At the request of the debtor, the court may permit a period not to exceed 30 days for debt settlement . The debtor may request an extension for the repayment of one or more debts, and the amounts outstanding are of no importance, either. The court inquires as to the debtor's financial standing, and will authorize payment facilities only if it reasonably deems repayment to be secure. Such a payment facility may be granted only once, and no further extension is possible.

Requests for launching liquidation proceedings should always be submitted to the county court (or Municipal Court of Budapest) with jurisdiction over the place of the debtor's registered office.

Judicial Establishment of Debtor's Insolvency 

If the court finds that the debtor is insolvent, it should rule by court order that the debtor's liquidation is commenced. The court should pass the order for the liquidation within 60 days of receipt of the petition for liquidation. In liquidation proceedings, the date of publishing the final order for liquidation is regarded as the date of commencement of the liquidation proceedings.

Debtor's insolvency is established by the court if

its formerly undisputed or acknowledged debts have not been contested by a written declaration, supported by detailed reasons, and repaid within 15 days upon receipt of the payment notice, also containing a preliminary warning of filing for liquidation proceedings, or

it has failed to settle its debts within the deadline set by the final court order, or

execution conducted against it was unsuccessful, or

it has failed to fulfil its payment obligation despite the composition agreement reached with its creditors during the bankruptcy proceedings.

If the debtor is solvent, the court issues a priority order terminating the proceedings.

In its order for liquidation, the court appoints a liquidator. Publication fee charged in liquidation proceedings should be borne by the debtor.

The Course of Liquidation Proceedings 

Upon the order for the debtor's liquidation becoming final, the court rules without delay to publish the order in the Company Gazette. Government agencies having any official duties in connection with the liquidation proceedings or performing activities possibly influenced by the liquidation, as well as all financial institutions maintaining the debtor's bank accounts are informed by the court ex officio that the liquidation order has been published.

When an economic organization is brought under liquidation, its head should duly perform all the tasks set forth in the Bankruptcy Act (i.e. prepare an annual report, draw up a final inventory, file a tax return, deliver the entire documentary material to the liquidator, prepare a declaration with potential environment pollution data and inform the employees of the liquidation in progress). Pursuant to the Bankruptcy Act, it is the head of the debtor's organization who is held responsible for any failure in fulfilling all these obligations, and is subject to serious financial sanctions for such failures. ,

As of the initial date of liquidation, only the liquidator is authorized to dispose of the assets of the economic organization brought under liquidation (this right to dispose also includes the power of representation). As of the same date, the Hungarian abbreviation "f.a.", standing for the term "under liquidation", must be affixed to the debtor company's name as an extension.

Once the court orders liquidation, any creditors' claims against the debtor organization may only be enforced within the framework of liquidation. Provisions set forth in Section 57 of the Bankruptcy Act should govern as to the order of satisfaction of creditors' claims. Execution proceedings in progress against the debtor at the initial date of liquidation in connection with property falling under the sphere of liquidation should be abated without delay, and assets seized and funds, received but, remaining upon deduction of the costs of execution, not yet paid, be transferred to the appointed liquidator. The right of execution on the debtor's real estate ceases at the initial date of liquidation.

Claims against the debtor, reported after 40 days of the publishing of liquidation but within one year, should be registered and satisfied by the liquidator if there are sufficient funds remaining available following the settlement of the costs of liquidation as well as debts announced to the liquidator within 40 days and prioritized.

Composition Agreement in Liquidation 

Following a period of 40 days subsequent to the publication of the liquidation order, creditors and the debtor may, at any time up until the submission date of the closing liquidation balance sheet, conclude a composition agreement.

Composition negotiations in liquidation are conducted before the court. Upon the debtor's request, the court holds composition negotiations within 60 days upon receipt of the petition and serves a notice to the debtor, the liquidator, and the creditors entitled to conclude the composition to appear . In the course of composition negotiations, the extent of the property to be included within the scope of the composition agreement is defined in a court order on the basis of a proposal from the liquidator . In the course of composition negotiations, the economic organization under liquidation and the creditors may agree on

the order of satisfying the debts, 

the amendment of the deadline for debt payments, 

the ratio and manner of the satisfaction of debts, and 

any other issues that may be considered necessary by the parties for the purpose of restoring the debtor's solvency. 

Proceedings by the Liquidator 

Upon commencement of the liquidation proceedings, the liquidator should survey the financial standing of the economic organization and the claims against it.

The liquidator draws up an opening liquidation balance sheet, establishes the costs and a timetable necessary for executing liquidation, including the duties and financial conditions required to the rational completion of economic activities, as well as to conservation.

The liquidator is entitled to terminate, with immediate effect, the contracts concluded by the debtor, or if none of the parties rendered services, the liquidator may withdraw from the contract . All contracts falling within the scope of a framework contract providing for close-out netting can be terminated, or withdrawn from, only at the same time.

The liquidator may not exercise the right of cancellation or withdrawal with immediate effect in the event of the following contracts:

tenancy agreements of natural persons, with the exception of company residences and garages, 

contracts concluded with schools or students for the organization of practical training, 

labour contracts, 

loan contracts not connected with business activities, 

contracts of members of co-operatives in connection with their legal relationship of business nature, and 

collective bargaining agreements. 

The Liquidator's Duties Concerning Debtor's Assets and Debt Settlement 

The liquidator collects the claims of the debtor as and when they fall due, arranges for debtor's claims to be enforced and assets to be disposed of . The liquidator should publicly dispose of debtor's assets, at the best prices obtainable on the market. The liquidator should carry out the sales by tender or auction, and may only forgo application of such procedures if

the creditors' committee approves thereof, 

the prospective receipts are not expected to cover sales' costs, or 

the difference between prospective proceeds and prospective expenditures of the sales is less than HUF 100,000. 

In such cases, the liquidator may apply other public forms of sale for the purpose of achieving more favourable results . Unless the creditors' committee otherwise decides, the sale should be commenced within 120 days of publication of the liquidation . The liquidator should publish the public invitation to tender in the Company Gazette at least 15 days prior to the initial date fixed for submission of bids.

The Liquidator's Responsibility 

In the course of liquidation, the liquidator should act with all reasonable care in the circumstances, and should be held liable, in accordance with the general regulations of civil law, for any damage caused by violating his/her obligations. The liquidator's responsibility covers the debtor's assets, either existing at the initial date of liquidation or acquired in the course thereof.

In the event of any unlawful removal of assets still before judicial establishment of the debtor's insolvency, it falls within the sphere of the liquidator's all due care and diligence to initiate the relevant procedures, while also informing the creditors' committee thereof, if he/she is of the opinion that the assets of liquidation can be increased by contesting such removal.

Closing Balance Sheet 

At the end of liquidation, the liquidator should prepare and forward to the court ordering the liquidation proceedings the closing liquidation balance sheet, the statement of revenues and expenditures, the closing tax returns, the closing report and a proposal for distribution of assets. The liquidator should send the same to the tax authorities as well, and arrange for the placement of the economic organization's documents.

Upon lapse of two years from the initial date of liquidation, it is a mandatory task for the liquidator to prepare the closing liquidation balance sheet, except for the case where a creditor prevails in a pending lawsuit against the debtor and, with regard to the place of the creditor in the succession of satisfactions, there is a possibility to satisfy this creditor's claim at least partially.

The closing liquidation balance sheet should state the liquid assets, remaining (unsold) property items, if any, at market value, uncollected claims, unpaid debts, including those due to the costs of liquidation, at book value, as well as indivisible and divisible assets.

Within 30 days upon receipt, the court should send the closing liquidation balance sheet and the proposal for the distribution of assets to the creditors. Any creditor may object in writing to the content of the closing liquidation balance sheet or the proposal for property distribution within 30 days from the receipt thereof . The economic organization brought under liquidation should satisfy the debts through the sales of assets falling under the sphere of liquidation, taking into account the order established in Section 57 of the Bankruptcy Act.

Conclusion of Liquidation 

Based on the closing liquidation balance sheet and the proposal for property distribution, the court should issue an order on the liability for costs, fee due to the liquidator, satisfaction of the creditors' claims and closing of the bank accounts. Also, it should contact the Central Depository of Securities for invalidation of the securities issued by the debtor and, furthermore, it should order the liquidator to take any measures as may yet be required. The court should simultaneously decide on the conclusion of liquidation proceedings and the dissolution of the debtor, and also resolve the dissolution of the subsidiary companies or, in the case of trusts, trust companies of the debtor.

Should the debtor be able to reach a composition with its creditors, the court issues an order of approval on the conclusion of liquidation, fee due to the liquidator, liability for costs, as well as satisfaction of the claims of creditors excluded from the composition.

Simplified Liquidation 

If the assets are not sufficient even to cover the expected costs of liquidation, or the proceedings are technically non-executable due to discrepancies in the company records or books, the court should issue an order, upon request from the liquidator and based on his/her written preparatory material, within 15 days of receipt of such request, for the distribution of the debtor's assets and uncollected claims among its creditors, in accordance with Subsection (1) of Section 57 of the Bankruptcy Act, along with the dissolution of the debtor. The court should order the final, non-appealable order to be published in the Company Gazette.

The written preparatory material should include the summary of creditors' claims, the statement of the liquidator's costs, as well as a proposal concerning the distribution of irrecoverable claims, and the remaining money and assets.

In course of preparatory documentation, the liquidator should inform the creditors that have registered creditors' claims (the committee) upon his/her intention to file with the court a petition for simplified liquidation. He/she is required to invite creditors, if they are aware of any assets of the debtor to be found anywhere or they are able to render assistance in carrying out the proceedings according to ordinary rules, to announce the same to the liquidator within an appropriate time limit.

Source: http://www.magyarorszag.hu/english/keyevents/a_vallalk/a_vallalkmuk/a_cegalap/a_felszam20060731.html?highlight
Downloaded on 15th May 2007
Annex No.2 The detailed process of the sewing production (Line No.19) 

Before the restructuring there were separate production preparation functions in both the women’s and men’s production areas reflecting the process illustrated below. After the reorganization the two areas were consolidated, the process was split into two parts, and there are two managers responsible for them (one is indicated by grey colour, the other by dotted fields in the chart below). The process flow is optimal when pattern makers receive inputs from both channels at the same time.
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Annex 3. Division of labour within the value chain
As a result of the reorganization, the production requisitioning group inside the export department has been eliminated; the women’s cutting units (that were located in Vasvár and Körmend before) were transferred to Szombathely. Production preparation, cutting and logistics work processes have been restructured.
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In the case of Bäumler products Copy Fashion gets involved here
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� IL stands for „in liquidation”


� In the case of export we need to consider that sales price is almost exclusively made up of only the cost of ‘leased’ labour, while the price of the products sold in the domestic market comprise that of the whole product including raw material costs and the value of the fittings.





� They are Copy Fashion-branded products, as well as those that Copy Fashion sells in Hungary via Bäumler


� DHL is a courier services company


� A kit is an order that includes a model to be cut from different fabrics that can be cut together. The kits include all basic information needed to plan production (e.g. fabric type, glueing, etc.).


� It deals with the Copy Fashion brand and other brands traded by Copy Fashion.


� Reorganization of the warehouses: raw material and fittings warehouses were merged, tasks are carried out by groups of four people, organized by the major clients. 


� Out of the women’s lines No. 241 (No. 24) is Mopan, No.21 is St. Emile, No. 22 is Escada, No. 28 is a mixed line where many different customers can be put together, No.14 is a skirts producing line, No.19 is 99% Bäumler, No.15 is a men’s jacket line , mostly Bäumler, too, and No.11 is a men’s trousers line.


� Some 250 euro


� Some 14 euro.


� Approximately 1,5 euro.


� Approx. 262 euro.


� 302 euro.





