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Summary

The paper presents an example of restructuringpénarea of employment and incentive
scheme, which was conducted in one of the Polisipanies operating in the transport
industry. It shows the changes in the remunerasigstem, the level and structure of
employment, and their impact on labour productivityd financial results of the
analyzed entity.The analysis was conducted as e sagly using data included in
annual reports of the audited company. The aimheffaper is to draw the reader’s
attention to the significance of controlling labocosts in the process of a company’s
management.

Key words: labour costs, corporate restructuring, labourieigncy
Introduction

PKP Cargo was spun off from the Directorate of GaBgrvices of
PKP - the Polish state railways, pursuant the A& &eptember 2000
The main area of PKP Cargo activities is provididgmestic and
international cargo services but the company alfers intermodal
transport, sidings, logistic, forwarding and trantservices, transhipment
as well as maintenance and repair. PKP Cargo hers denarket leader
for years, it is a holder of a number of safetytiieates authorising it to
carry out rail freight operations in Germany, Balgi Czech Republic,

U Anna Piotrowskaa doctoral student of the Cracow University of Emmics.

L Act of 8 September 2000 on commercialisationruestiring and privatisation of state
railways company ‘Polskie Koleje Rastwowe’, Journal of laws of 2000, No 84, item
948 as amended.
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Austria, Slovakia and HungatyThe high-level target of the company is
the growth of its value and maintaining the leadmogition on the Polish
market and consistent expansion into European rtgrke

Initially, in 2001, PKP Cargo employed nearly 53)0@orkers taken
over from the PKP Directorate of Cargo Servicestuihed out that
adjusting such extensive manpower to the size etlarket and raising
the efficiency of the staff would be the biggestaltdnge in the
restructuring process which was due to start. Thegss was a necessary
element of the intended IPO on Warsaw Stock Exobamdnich
eventually took place in 2013.

To what extent successfully conducted restructunrmgmployment
and incentive scheme impacts financial efficiencly atransport
company? What economic and social difficulties mustovercome on
the way? The aim of the paper is presentation stfueturing of labour
costs and its impact on financial bottomline of @mganisation. The
analysis refers to the period from 2007 to 2011mRKP Cargo was still
a state company but preparations for IPO were égyresmder way. The
work makes use of analytical method based on casgraof a chain of
occurrences and financial relations in the studiedyanisation.
Methodology of research is based on case studyadizdanalysis.

1. Changes in the volume and structure of employment

An indispensible element of labour costs analysisieasurement of
guantity of employment. Image 1 clearly shows thelide in the volume
of employment from 44,070 in 2007 to 24,464 in 20The most
dramatic wave of redundancies took place in 20@20eduction by
23,57% vyly). In afive year perspective the voluofieemployment was
thinned by 44,49%, and as compared with the statd the beginning of
the company’s activity, by 53,74%.

2Ocena funkcjonowania Rynku Transportu Kolejowe&§tanu Bezpieczsetwa Ruchu
Kolejowego w2012 .y Office of Rail Transport, Warszawa 2013, p. 9.
http://www.utk.gov.pl/pl/analizy-i-monitoring/ocempczne [25.04.2016].
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Image. 1 Levels of employment in PKP Cargo in 2002011

50 000
45 000 44 070
40 000 37 687
35 000
30 000 28 804 26750
25 000 24 464
20 000
15 000
10 000

5000

O T T T T 1
2007 2008 2009 2010 2011

Source: Own work based ahtradycjg w nowoczesn@. 10 lat PKP Cargpop.102 and
PKP Cargo Logistics annual report 2011, p. 64.

Dynamics of employment may also be measured by sneastaff
turnover ratio i.e. mobility of workers expressedper cent. Negative
values of total staff turnover (Table 1) show thatween 2007 and 2011
more workers left the company than joined in. Towdst ratio can be
observed in 2009 (-23,57%), and the highest in 20026%) before
implementation of the restructuring processes.

Table 2. Staff turnover ratio in PKP Cargo
2007 2008 2009 2010 2011

Ratio of total staff

-2,26% | -14,48% -23,57%| -7,13% | -8,55%
turnover

Source: Own work based on www.pkp-cargo.pl

The next stage of labour costs analysis is exammaff the structure
of employment with respect to selected criteriae Tost popular is the
analysis in accordance with education, sex and dharacter of

71



Anna Piotrowska

responsibilitied The ratio of employment structure is calculated a
a quotient of the number of a particular group dadrkers and total
number of workers, multiplied by 100%

As far as education of workers is concerned, thetnmumerous
group had secondary school education — their simatetal number of
employees amounted to 45%. As shown in Table 2s#wend biggest
group constituted workers with vocational education2007 this group
made 43,25% of total workforce; in 2011 this figwas 38,96%. At the
start of the analyzed period the third most numergroup of workers
were people with elementary school education (6)3@#d the number
of workers with university degree amounted to 5,71B¢% 2011 the
situation was reverse in case of the two last ggaafpemployees: staff
with higher education outnumbered those with eldargneducation by
3%.

Table 3. Structure of employment in PKP Cargo in acordance with education [%]

2007 2008 2009 2010 2011
Higher 571 7,00 7,47 8,12 8,89
Secondary 44,20 43,99 45,75 45,88 46,25
Vocational 43,25 42,51 40,42 39,70 38,96
Elementary 6,84 6,50 6,35 6,31 5,90

Source: Own work based on PKP Cargo annual refmr2008-2011.

The above findings are confirmed by another analgarried out by
PKP Cargo on the occasion of the company’s 10thvarsary. In this
study different professional groups were taken imtoount. Since the
foundation of the company, the proportion of whitdlar jobs increased
from 13,6% in 2001 to 19,7% in 2011. Likewise, n@mbf blue collar
workers decreased from 86,4% in 2001 to 80,3% adietater. The blue
collar jobs in PKP Cargo include: rolling stock wee shunter teams,
technical revision and traction squads.

3 G. tukaszewicz,Kapitat ludzki organizacji. Pomiar isprawozdawgzo PWN,
Warszawa 2009, p. 121.

4 Statystyka pracy. Wybrane zagadnie(ad.) P. Ulman, Wydawnictwo UEK, Krakow
2015, p. 49.

5 M. Ryczkowski, P. SitkiewiczZ tradycy w nowoczesnd.., op.cit. , p. 103.
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Table 3 presents the analysis of employment streatith respect to
age of employees. The dominant group, as it caseba, were workers
between 46 and 55 years of age; young people, b2kpwonstituted the
smallest group of workers. A systematic processagfng of the
workforce can be observed between 2007 (averageddpand 2011
(average age 49). The fall of the proportion of ngueople in the
workforce and increase of the number of workersvaldt years of age
is rather an unfavourable trend.

Table 4. Structure of employment in PKP Cargo in acordance with age [%]

2007 2008 2009 2010 2011
below 25 years 1,03 1,64 0,87 0,64 0,85
26-35 years 6,67 7,01 6,21 5,62 54
36-45 years 27,92 26,83 25,68 22,93 21,9
46-55 years 54,98 54,42 58,88 59,83 59,41
above 56 years 9,41 10,1 8,35 10,98 12,41
average age 47,0 46,9 47,2 48,1 48,8

Source: Own work based on PKP Cargo annual refmr2008-2011.

The changes presented above resulted from natweg¢gses as well
as intended HR transformations in PKP Cargo. Timepamy closed 2008
with net financial loss of 178,7 million PLN, butitecal year was 2009
when the loss amounted to 497,5 million PLN. Ingkeond half of 2008
the process of relocation of staff to other ergitod the PKP group was
begun. In the very year almost 6 thousand employe®s moved to:
PKP PLK, PKP Intercity and PKP Regional Transpadmt.2009 the
process was continued and affected more than E2@loyee% In 2009
a considerable cost reduction was achieved because:

» about 4 thousand of the employees were placed active leave,
what resulted in 40% savings on wages,

» reduction of basic salary by 5% in case of stafbwlere outside the
corporate collective labour agreement,

» collective redundancies in the company’s headqtsrte

6 lbidem, p. 104.
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* non-extension of temporary labour agreements,

* introduction of the Voluntary Leave Programme: emypkes who
decided to join the programme were entitled to cemsation for
termination of their work contract, they also reeei additional
severance payment.

Total cost of the employment optimisation progranfarehat period
amounted to 250 million PLN. The programme considir influenced
PKP Cargo’s financial result.

Retraining and relocation of staff was continuedatsmaller extent,
in years 2010 and 2011. In 2010 a couple of hursdddstaff were
transferred to entities of PKP Cargo Logistics Gxoun the first half of
2011 more than 2 thousand work contracts were text®d. The changes
affected mainly blue collar workers and managersegacutive level.
Another strongly reorganised area of the orgameatwas the
Department of Finance and Accounting. In 2012 thexg@ss of service
centralisation was initiated in: internal auditcaeery, HR and payroll,
finance, bookkeeping and controlling. To suppossth processes the
company initiated Voluntary Relocation Progranime

2. Changes in remuneration structure

One of the most important factors impacting labgcosts in an
organisation is the remuneration scheme. In 200 &xisting pay system
was completely maladjusted to the company’s realitye organisation
employing more than 44,000 staff had a pay polityctv was a heritage
from the old political and economic system. At thiate the company
was unable to take on professional staff and peyntthe usual market
wages.

Calculation of pay was a major challenge for pdywetause of very
complicated system of additional allowances: forrkwvan harmful,
worsened, hazardous conditions, coal benefit, lelwenallowance for
drivers, length-of-service allowance, allowance viarking at night etc.
The remuneration structure of PKP Cargo also iredud wide range of
bonuses: hourly bonus, percentage-based bonusi-lasad bonus,

7 http://www.kurierkolejowy.eu/aktualnosci/14037/P#&A-Program-Dobrowolnych-
Odejsc-i-Relokacji.html [09.09.2013].
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quota-based bonus, extra-time bdhilisshould be noted that as many as
85,5% of the total number of PKP Cargo workforcéobged to trade
union$, which means that transformations in the fieldr@huneration
scheme without consent of union authorities wastally unfeasible.

Summary of the most important changes in the payesy in PKP
Cargo in 2007 — 2011 is presented in Table 4. Implgation of SAP
accounting software replaced the circulation ofgsagpcuments. Before
restructuring period PKP Cargo consisted of 43 misgdional units
scattered all over the country and employed moae #4,000 staff. As
the result of restructuring processes the numbemdé was reduced to
11, and the number of employees to 24,000. The ctexu of
employment was achieved thanks to migration of stafarious entities
within the group. It was necessary to enter intoksopast occurrences
(remuneration adjustments, payroll accounting amoewly created
entities}®. Implementation of professional system of perfamoea
appraisal helped to design a training scheme winak tailored to the
needs of the personnel. The training programmeontsourced to a PKP
training institutionCS Szkolenie i Doradztwdhe trainings offered to
PKP Cargo personnel included vocational, comput@mnagerial as well
as health and safety courses and among tutors aeadhes were
specialists from railway companies, university leets and scientists of
railway research and development uHits

8 http:/ffinanse.nasze-zyski.pl/pkp-cargo-wyplatsie-z-siatki-plac,21366,1,0,0.html
[07.09.2013].

9 M. Ryczkowski, P. SitkiewiczZ tradycjg w nowoczesn@d. 10 lat PKP Cargp PKP
Cargo Logistics 2011, p. 198.

10 http://www.gavdi.pl/pl-PL/Strefa-wiedzy/Case-stesliaspx?PID=10083&Action
=1&Newsld=180 [07.09.2013].

1 http://www.csid.pl/index2.php?p=2&s=3 [07.09.2013]
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Table 5. Changes in the incentive scheme in PKP Ggo.

appraisal and
staff training

Performance appraisal
and staff training
programme did not exis

Area Before restructuring After restructuring
Document Accounting documents | SAP financial and accounting
circulation circulating in paper form system

Implementation of
Performance performance appraisal

scheme, training programme
was outsourced and execute

—F

programme by an entity belonging to PKH
group —CS Doradztwo

Large number of various Reduction of the number of
Additional additional allowance allowances, some were
allowance which made calculation| incorporated into basic

of pay very complicated salaries
Remuneration Basic salary + additional Basic salary + additional
structure benefits:85% benefits:86,5%

Bonus fund15% Bonus fund13,5%

Bonus system

Unconditional

Payment of bonus linked to
the financial result of the
company

Structure of
bonus system

Fixed part97%

Fixed part:80%

Discretionary part3%

Discretionary part20%

Source: Own work based on PKP Cargo annual repadsvww.pb.pl

The biggest wave of modifications hit the remuneratscheme.
Following renegotiations of the corporate laboureagnent, a large
number of additional allowances was incorporated l[oase salaries. The
proportion of bonus fund in total remuneration waainished from 15%
to 13,5%. Moreover, the incentive element of theusowas increased
from 3% to 20%. It was decided that the discretigrgart of the bonus
would be linked to the positive net financial resoll the company. In
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case of the management level 100% of bonus wasditk performance
and achievements of executiles

The next aspect of the remuneration scheme rewafgom was the
level of wages and salaries. The average wagedimgjibenefits went up
from 3310,10 PLN in 2007 to 4061,10 PLN in 210In each
consecutive year in the study average gross reratioerin PKP Cargo
was higher than average remuneration in the Padstnomy. The
biggest discrepancy could be observed in 2008 &1 226% and 27%
respectively in favour of PKP Cargo), the smalldistrepancy occurred
in 2009 (17%). Earnings in PKP Cargo were on aweraigher than
average earnings in Polish transport and logisgor: in 2007 higher
by 6% and in 2010 by 22% Although earnings in PKP Cargo were
rising faster than average annual inflation inpeeod 2007-2010, it did
not translate into better living standards for exthployees. In order to
increase the level of identification of aregulanptoyee with the
company, additional bonuses related to the prooafsscompany
privatisation were offered: payment of privatisatisonus in company’s
shares or guarantee of a long-term employment.

3. Analysis of labour costs and their structure

The analysis presented above offers an outlookhensituation in
PKP Cargo with respect to remuneration and incensiystem in the
period 2007-2011, however in order to get a widerspective it was
necessary to conduct ratio analysis of labour costs

The main source of revenue for PKP Cargo in thdyaad period
was sales of transport services (more than 90%taf tevenues). Other
activities generating revenue were: traction sewi2%), sales of goods
and materials (1,3%) and also rent of locomotivgesyice of railway
sidings, repair of railway rolling stock, prepacatiof expert reports and
running railway museums. In 2011 remuneration angleyee benefits
were the main expenditure in the company’s openat{@9,8%?.

http://www.pb.pl/1725807,88433,porozumienie-pkpgoaewiazki-zawodowe
[07.09.2013].

13 M. Ryczkowski, P. SitkiewiczZ tradyciz w nowoczesnd., op. cit., p. 153.

14 zatrudnienie i wynagrodzenia w gospodarce narodowgj010 r, Central Statistical
Office, Warszawa 2011, p. 35. Due to lack of al@dadata for 2011, the comparison
focuses on the period 2007 - 2010.

5 Raport roczny 2011PKP Cargo Logistics, p.27.
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Table 6. Share of remuneration costs in total costsf operations

2007 2008 2009 2010 2011

Costs of operational

activities [million of PLN] 5557,9 5694,0 4341,3 4577,7 4698,

Remuneration and employee
benefits 1763,0 1901,0 1355,2 1354,8 1402,2
[million of PLN]

Ratio of remuneration costs
in costs of operational31,72% 33,39%| 31,22% 29,60% 29,84%
activity

Source: Own work based on PKP Cargo annual refmr2008-2011.

The relation of remuneration costs to all primetgas presented in
Table 5. The relative share of remuneration caostdlicosts ranged from
30 to 34% despite gradual reduction of workfor@afr44,000 in 2007 to
24,000 in 2011. It should be emphasized that afla@taff employed in
the examined period were professionals with higleducation, in
addition rising average age of workers and, corseity their work
experience, forced the company to pay them morenaor@ in seniority
bonuses. Furthermore, despite the reorganisatioemployment, the
average pay was systematically going up surpassiegage pay in the
Polish transport sector.

Table 6 contains figures related to profitabilifylabour costs which
is calculated as a quotient of financial result &fgbur costs multiplied
by 10094°. The data made available in PKP Cargo annual testiow
that: each 1 PLN paid for remuneration and benggtserated 0,44 gr of
net profit in 2007; 9,4 gr net loss in 2008; 36¢gr et loss in 2009; 4,57
gr net profit in 2010 and 28,43 gr net profit in120 Negative values of
profitability ratio in 2008 and 2009 resulted frahe situation that these
two trading years closed with net losses (178,7ionilPLN and 497,5
million PLN). Moreover, in 2009 the company hadbiear the heaviest
load of costs of employment optimisation (250 railliPLN). Although
in 2011 the company financed from its own meangreroVoluntary

6 A, Szatkowski, Zarzzdzanie zasobami ludzkimi w organizacji opartej nieday
University of Economics, Krakéw 2008, p. 130.
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Leave Programme (90 million PLN) it was then when labour costs
were characterised by the greatest efficiency.

Table 7. Labour costs profitability in PKP Cargo

2007 2008 2009 2010 2011

Gross profitability

X 1,52% | -8,51%| -33,51% 5,09% | 24,17%
of remuneration

Net profitability

. 0,44% | -9,40%| -36,71% 4,57% | 28,43%
of remuneration

Profitability of human

: 104,28%| 87,59% | 87,65% 104,33%126,07%
capital

Added value of human
capital 41 717,8 44 182,3| 41 240,8| 52 841,1| 72 257,2
[PLN]

Source: Own work based on PKP Cargo annual refmr2008-2011.

The ratio of human capital profitability informs @li the profit
obtained from each 1 PLN invested in human caitéhvestments in
human capital were the most efficient in 2011 amel least efficient in
the times of global recession 2008-2009. The ssigheofit of 41 240,79
PLN fell on a single PKP Cargo employee in 200@ liiggest sum of
money per employee (72 257,19 PLN) was generat@01d. The rising
trend with respect to human capital added valueggan indication that
profitability of an average employee of PKP Cargereased in the
period 2007-2011.

The next group of ratios important in the studylaifour costs is
connected with labour productivity (Table 7). PKBr§b annual reports
show fluctuations of average labour costs per anpl@yee: in 2007 the
sum was about 40,000 PLN; in 2009 it rose to 47,BQ0I to reach
57,000 PLN in 2011. The fall of the nominal valdeemployment was
accompanied by still high value of labour costs2@09 and 2010
(3 355,2 million PLN and 1 354,8 million PLN respeely).
Furthermore, the labour costs in 2011 were evemdniglue to co-

7 PKP Cargo LogisticRaport Roczny 201). 26.
18 A, SzatkowskiZarzzdzanie zasobami ludzkimi,.op.cit., p. 130.
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financing the Voluntary Leave Programme from thenpany’s own
means. Secondly, PKP Cargo Group saw an increasevdrk

productivity: from 116,000 PLN in 2007 to 192,000NPin 2011. The
increase in productivity was brought about by thglementation of
a projectMethodology of Employment Determination in Entié$PKP

Cargo, which facilitated adjustment of employment levelsparticular

divisions with respect to required effort and tlegdl of the workload.
New effort norms took into account modernisation apecialisation of
work stations as well as technology (e.g. equippaogmotives in GPS
systems)’.

The ratio of increase of labour productivity is cztdated as the
relation of increase in wages (or increase in lalmmsts) to the increase
of labour productivity (or increase in labour c¢&samounted to
102,71% in 2008. The optimum value of this ratiowdt fit in the range
from O to 1, thus in 2008 the increase in wagestowk the increase of
work productivity in PKP Cargo. The situation impeal in the following
years; in 2011 the ratio stabilised at 90,84%.

Table 8. Ratio of work productivity in PKP Cargo [%].

No. 2007 | 2008 2009 2010 2011

Average labour costs
1. | per 1 employee [thousands 40 50 47 50 57
of PLN]

Work productivity in PKP
2. | Cargo group [thousands 116 | 129 | 125 | 153 | 192
of PLN ]

Dynamics of growth of
3. | personnel costs per head - 125,00] 94,00 | 106,38114,00
(previous year=100,00)

Dynamics of growth

4. | of labour productivity - 121,70, 96,90 | 122,40125,49
per 1 employee
5. |Ratio of payment for labouy - |102,71 97,01 | 86,91 | 90,84

19 PKP Cargo LogisticsRaport Roczny 201D. 61.

20 N. Grzenkowicz, J. Kowalczyk, A. Kusak, Z. PodddrsAnaliza ekonomiczna
przedsgbiorstwa Wyd. Naukowe Wydziatu Zagdzania Uniwersytetu Warszawskiego,
Warszawa 2007, p. 182.
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productivity growth (o) [3:4
Dynamics of growth of

6. |consumer prices [data: 102,50| 104,20| 103,50| 102,60| 104,30
Central Statistical Office]

Dynamics of growth of
7. |personnel prices per 1 - 119,96 90,82 | 103,69109,30
employee/deflator [3:6]

Dynamics of growth of

8. | productivity of personnel - 101,45 106,69| 118,05 114,81
costs [4:7]
Growth rate of labour

9. | productivity perl - 116,79 93,62 | 119,30120,32

employee/deflator [4:6]

10. Account in current prices _ 148 87 94.08| 33.08| 68,91

(01)
11. | Account in fixed prices @ - 92,00 | 296,01 16,46 | 36,48

Source: Own work based on PKP Cargo annual refmr2008-2011 and www.gus.pl

The meter of payment for growth in labour produtyivs a subject
to modifications as it depends on current prices dad fixed prices ).
The overview of such modified factors shows thatoading to current
prices, in 2011 PKP Cargo employees participate@9i91% of effects
of labour efficiency growth. For each 1% of labafficiency growth
there was 0,69% increase in personnel costs. Wtaculated in
accordance with fixed prices, remuneration withdfigs rose by 9,30%,
which means that employees’ participation in labefiiciency growth
was in fact 36,48%.

Summing up the analysis of ratios linked to labptwductivity in
PKP Cargo, attention must be drawn to changeshaulaproductivity
related to changes in average personnel costsneeemployee and the
changes in efficiency of personnel costs. In thayaed period both of
these factors almost always were on the rise (&xX2@@0 when the costs
of personnel per one employee fell by 6%) what wagvourable
situation for the employer as well as employees.
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4. Impact of restructuring on the company’s financialresults

Key ratios offering information on financial prdaltility of PKP are
presented in Table 8. In 2007 net profit of 7,8lionl PLN was made and
positive values of EBITDA (303,9 million PLN) as Was cash flow
(319,8 million PLN) were noted. However, the yeiduat followed (2008
and 2009) ended with net financial loss (178,8iomllPLN and 497,5
million PLN respectively). This dramatic fall in @h company’s
profitability resulted from sudden decrease of den transport of
freights in the times of deepening financial crigisother reason was the
costly process of company’s restructuring. Muchtdsetesults were
achieved in the years 2010 — 2011 thanks to impneves in transport
performance. The net profit of 2011 was also infed by negative
income tax which arose due to recognition of adsets deferred tax for
unused tax loss from previous years. The manageaisotdecided to
reverse provisions for railway travel facilitiesr femployees, pensioners
and members of their families.

Table 9. Profitability of PKP in 2007-2011

2007 2008 2009 2010 2011
Absolute profitability ratios [million PLN ]

EBITDA 3039 | 234,2| -149,3 389,3 666,6
Profit from sales 75,5 -235,9 -167)2 58,7 365,5
onl o operatonal gq | 765 | -4400 761 3565
Net financial result 7,8 -178,8 -497,5 61,9 398,6
Cash flow 319,8 1319 -197,8 375,1 nodata
Relative profitability ratios[%]

ROS 0,1% | -3,3%| -11,9% 1,3% 7,9%
ROE 0,3% | -6,4%| -25,6% 2,89 no data
ROI 0,2% | -3,9%| -11,9% 1,599 nodata

Source: Own work based on PKP Cargo annual reg6a8-2011.

Despite the fact that the main role in PKP Carg@structuring
processes was played by optimisation of remuneragiod employee
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benefits costs, certain other actions cannot belayed. In the period
2007-2011 the following steps were also undertaken:

reduction of facilities from 42 to 10,

reduction of the number of locomotives (3524 in 2@@rsus 2525 in
2011) and increase of workload on those that reedkimcrease in
gross average tonnage on trains (from 1,229 torm2608 to 1,346
tonnes in 2011),

halving the number of rolling stock maintenancesni

termination of lease and hiring agreements of ues&ary property
(reduction of leased area from 1,513 ha to 849 ha),

reorganising sales department and change of cust@aevice

approach.

The factors mentioned above considerably impacte@ntial
efficiency of the company what was reflected infppability ratios. Each
1 PLN from sales generated in 2007 1 gr of netiprdadt in 2008 3 gr of
net loss, and in 2009 almost 12 gr of net los20h0 1 PLN of revenue
from sales brought PKP Cargo slightly more tharr dfgnhet profit, and
in 2011 almost 8 gr of net profit. Another positippenomenon was
changes in profitability of equity: in 2009 1 PLNexjuity brought 25 gr
of net loss but a year later almost 3 gr of nefiro

5. Impact of employment optimisation on the company irthe years
to come

Costs of employee benefits are one of the most itapb
constituents of costs in the whole operationalvégtiat PKP Cargo: in
2012 the costs amounted to 32% of all operationats; in 2014 they
rose to 42%, to fall again to 33% in 2015. AlImo$8 &f employee
benefits costs were spent on remuneration butenpériod 2013-2015
a considerable amount of money was spent on progesnrelated to
employment optimisatics.

2L http:/iwww.pkp-cargo.pl/pl/about/472/23/Informaajefirmie.html [14.09.2013].

22 Due to lack of reliable complementary data oncitme of PKP Cargo equity for
2011, ROE and ROl indicators were not calculatedHis year.

2PKP Cargo annual reports for 2013-2015, https://wakpcargo.com/pl/relacje-
inwestorskie/informacje-finansowe/raporty-finanséyile.05.2016].
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The most important event in the most recent hisadrPKP Cargo
Group was the debut of the parent company on thesaMa Stock
Exchange. The public offering of 1,42 billion PLNred out to be the
first success of a cargo company in the whole EeaopUnion. On the
first day of trading the company's shares traded8@20 PLN (an
increase of 18% as compared to the share price lir@nwhich was 68
PLN per share). The stock market debut was precégesigning the
agreements finishing the collective disputes betwiade unions and
PKP Cargo and implementation of the Employee Gueeafireaty. The
2013 financial results included costs of 209,2 ionll PLN related to
payment of a single discretionary bonus and asibghefit in order to
finance employee shares scheme.

In 2014-2015 PKP Cargo Group initiated the Voluptareave
Programme. The programme cost the company 265omiRiLN in 2014
and in 2015 more than 70 million PLN. In total,rika to all employment
thinning programmes implemented in 2015, more #h&W0 people left
the company which should bring the company as masci30 million
PLN in savings per year in consecutive reportingogs®®. It should be
highlighted the despite nominal reduction in empleynt PKP Cargo still
offers training programmes for train drivers andrpotes the revival of
the railway trade. It is planned that by 2020 tleenpany will employ
about 2,000 train drivers in order to bridge theegation gap which is
more and more visible due to the trend of aginthefstaff.

Consistent costs discipline is necessary to surwivea dynamic
environment which is not favourable for PKP Cargibe demand for
energy coal is falling, the demand for aggregates sdeal is rising, it is
expected that there will be dynamic developmenbta&rmodal transport
(economic growth, development of sea ports).

In 2013-2015 there was a considerable slide inoomtsng costs —
thanks to reduction in transport costs, costs ofguproperty and rolling
stock, lower rates of access to railway infrastitestpaid to PKP PLK.
At the same time the company had to meet the cigdleof
modernisation of railway tracks. Access to infrastuire makes about
15% of operational costs in PKP Cargo Group, teawvhy all related
fluctuations have a considerable impact on the @y bottomline.

24 Management board’s report on activity of PKP Ca@gpital Group for 2015, p. 67.
https://www.pkpcargo.com/pl/relacje-inwestorskiédimacje-finansowe/raporty-
finansowe/ [15.05.2016].
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Changes in the employment and incentive scheme...

Success of the IPO and optimisation of employmem st
a starting point to the implementation of the comyps strategy for the
years to conf@. It is necessary to diversify the portfolio of risport
services due to the decrease in demand for enavgly exploit the
potential of modernisation of transport corridonsl &xtend the range of
intermodal services. PKP Cargo strives towardseaig the position of
a key operator of international railway traffic ass Poland.

Conclusions

The conducted analysis showed that as the resutieofindertaken
restructuring activities PKP Cargo successfullyeesd Warsaw Stock
Exchange. The optimisation was paid predominamtgnfthe company’s
own resources and it put a heavy load on the coypdimancial result
especially in 2009. Among positive outcomes indhea of labour costs
one should mention the increase in workforce prodig and
remuneration productivity. Costs optimisation wascamnpanied by
liquidation of unproductive assets, reorganisatiminthe company’s
facilities and outsourcing of certain tasks. Betw2807 and 2011 a loss
of domestic market share in freight (from 75,7%2007 to 62,9% in
2011) was observed. But even before 2007 when tr&kanshare was
still higher, the company practically did not geaterany profits (data for
the period 2003-2007). But thanks to restructupnacesses resulting in
reduction in employment, reduction of the number facilities and
extending the scope of operations on internatiamalkets, the company
managed to achieve and maintain healthy conditiorthe context of
PKP Cargo’s debut on Warsaw Stock Exchange whick pdace on 30
October 2013, it should be added that its IPO vwadsed at 1,42 billion
PLN which was one of the highest values of inib#ferings in Poland
that year. The historic opening of the first tragsession of PKP Cargo
was at 80,20 PLN/per share, which was more than W% respect to
IPO?®. PKP Cargo is a notable example of thorough ant-tiveught
optimisation which healed the internal conditiontleé organisation and
gave rise to expansion onto European markets.

2https://www.pkpcargo.com/media/507479/cargo20-pramgia-strategii-pl. pdf
[03.04.20186].
26Sprawozdanie Zayzlu z dziatalngci PKP Cargo S.A. w 2013Yarszawa 2014 , p. 6.
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