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INDONA, SA. (B) (*)

In 1996, the Family Council was studying the situation of K. Echave's three
youngest children, as required by the Family Protocol which Indona’s board of directors had
drawn up in January 1994, six months after the board had been formally constituted, to
provide aframework for relations between the Echave family and the companies they owned.

The June 1996 version —which would be valid until the beginning of the year 2000—
stated that:

— Members of the second generation —K. Echave's children, but not their
spouses— could ‘work in the group if they committed themselves to rapidly
acquiring the skills required to be good managers. Otherwise, they would
receive help infinding work outside the group.

—  Work in the group had to be full-time and exclusive.

— _The work of the members of the second generation, and their manageria
gualities, had to be assessed by the outside members of the board of directors,
in accordance with the system used to evaluate Indona’ s managers.

— Remuneration for second generation family members had to be in line with
market rates.

—  The board of directors undertook to help them solve any problems that might
arise in their career. However, the group would not give them any financial
assistance if they left Indona and started up their own business.

(*) Case of the Research Department at IESE.
Prepared by Professor M.A. Gallo. January 1997.
It isintended to be used as a basis for class discussion rather than to illustrate either effective or ineffective
handling of an administrative situation.
This case is a continuation of DG-1159 INDONA, S.A. (A)

Copyright © 1997, IESE.
No part of this publication may be reproduced without the written permission of 1ESE.

Last edition: 5/97



Abstract for promotional use only. Full version available at www.iesepublishing.com

IESE 2 397-199
University of Navarra DG-1181-E

The management appraisal system

In June 1995, the board of directors had approved a system for evaluating Indona’'s
managers. This system was put into effect immediately, with the idea that it should be well
established by the beginning of 1996. The main features were:

—  Each manager would be evaluated independently by two people of a higher rank
than the person under study (in the case of family members, by the two external
members), and the results would be presented to the board by Xabier Echave.

—  The evaluation covered three areas: the results achieved in relation to preset
objectives (Exhibits 1 and 2 show the objectives set for Xabier Echave and
Mikel Echave in January 1996); level of knowledge; and attitudes.

The knowledge to be acquired and improved concerned: the automotive
industry; Indona’s strategy; the company’s products and production
technologies; specific professional expertise, depending on the responsibilities
of the post; languages (English and French).

The attitudes to be evaluated were: loyalty to company values, commitment to
the Indona “project”; collaboration with other managers,; customer orientation
and concern for cost reduction; initiative and innovation; practical leadership
in the unit the manager was responsible for; international outlook.

—  The evaluation had to be accompanied by a proposal for further training.

The evolution of Indona (1995 and 1996)

After Xabier Echave presented the proposed responsibility structure to the board in
July 1995, and partly owing to its approval, there were mgor changes in Indonas
organi zation.

In September 1995, Jon Balgorri, just back from holiday, expressed his complete
disagreement with the new responsibility structure and held several meetings with the
managers under him in an attempt to gain their support. The board decided to give him
notice. He finally departed in November 1995 after tense negotiations over compensation. It
was later learned that Mr. Balgorri had accepted a post similar to the one he had held at
Indona but with the competition.

In October 1995, a 28-year-old engineer with an MBA from Insead and a certain
amount of international experience, though in other industries, was hired to implement
accounting by production plant and to take care of budgetary and management control. In the
same month, a 33-year-old chemist with a master’s degree from ESTE, who had previously
worked at a company that manufactured household appliances and who had experience of
managing a production unit, was taken on to manage the Eibar plant.

In January 1996, Pedro Mendiuren took over as operations manager at Indona. A
40-year-old industrial engineer with an MBA from IESE, Mendiuren had worked in the
Echave Group for four years after finishing his studies before going on to work in
manufacturing for Renault for ten years.
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Indona was making rapid progress, but the automotive industry —at least as far as
hubcaps were concerned— was moving even faster and seemed to be enjoying a spurt of
growth. The negotiations for Indona to set up in Mexico and Brazil were at a very advanced
stage and the company aready had firm agreements with some manufacturers to start local
production before January 1998.

Moreover, in November 1996, Indona had submitted a promising bid —which was
expected to be successful— to buy a hubcap plant located in the area of Lyon (France). If the
bid was successful, besides reinforcing its position as a European manufacturer, the company
would put itself in an excellent position to become a supplier to PSA and thereby work for
the majority of European manufacturers.

The December 1996 board meeting would be devoted almost exclusively to
discussing and taking decisions on who would take charge of the different projects.

In accordance with the Family Protocol, the Family Council —made up of the
president of the group, K. Echave, one of the outside consultants, Mrs. Echave and the eldest
son, who did not work in the group— had to prepare suggestions on the careers of the family
members Mikel, Ifiigo and Karlos.

Mike’s performance in 1995 and 1996 had been satisfactory. In Portuga he had
achieved excdlent results, his work as manager of the Iruz plant was acceptable, and his
knowledge of management accounting had improved considerably after taking a training course.

Thirty-six years old, and married with three children —one a newborn baby— Mikel
spoke Portuguese and English and could get by in French. He was willing to do whatever
was asked of him, but his family circumstances created certain difficulties.

Ifiigo had taken charge of the Plux plant approximately one year before. This plant
was partially equipped with machines from the old CM and speciaized in the injection
moulding of parts that were not too complex. It was now running smoothly without too
many problems.

Ifiigo —33 years old, married, with an 18-month-old son— had no university training.
He was an expert in computer technology applied to machinery and in 1996 had completed a
course on logistics and operations management at the Basque Institute of Technology. He
had also spent his holidays in Ireland studying English. He declared that he was prepared to
do whatever was asked of him.

Karlos had monitored costs for the previous two years, nearly always under the
direct supervision of Jon Balgorri, who previoudly said that Karlos was a good person and a
hard worker, but little more.

Karlos was 28 years old and had no university training. He had got married six
months before and in March 1996 presented the training program shown in Exhibit 3. He
was willing to do whatever was asked of him, but he acknowledged that he lacked
qualifications.



