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1. What were the effects of the earthquake and tsunami in Japan upon the operations of TRQSS?
2. What are the pros and cons of Toyota’s keiretsu system for supply chain management? Should
Toyota’s Lean Supply Network be modified to mitigate the effect of natural disasters?
3. What strategies could Toyota and TRQSS (or any other supplier) employ to improve supply chain
resiliency?
4. How does the existence and utilization of temporary workers affect the ethical behavior of the
organization? How might this be addressed?
5. Describe the most important values at TRQSS and the effect of the Japanese culture upon these
values.
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Associates, the men and women who work at QSS,
are important resources, Each is an individual worthy
of dignity and respect. QSS strives to create a safe,
productive, and clean environment that encourages
Associates to fully utilize their ingenuity, skills, and
initiative. Associates are encouraged and expected to
voice their ideas for improvement and their concerns.
QSS i also a team that requires the cooperative
efforts of individuals—teamwork. Talents and ideas
of individuals must be communicated, understood,
and harmonized to be effective. Compensation for
the work you do is fair and competitive. Associates
who are qualified have equal opportunity for
employment, development, and advancement. QSS
wants to make Associates feel secure in their jobs

Associates who manage others must be competent.
The responsibily for providing the tools and
training necessary to accomplish the task rests with
managers. Taking action to solve problems and
ensure quality is also a primary responsibility of
managers. Actions of managers are to be ethical, just,
and consistent.

We have a responsibility to be good citizens in the
communities where we live, work, and play. Good
Gitizenship implies support of worhwhile causes and
charities, protecting our environment and natural
resources, maintaining our property in good working
order and in an attractive way, and supporting local
government by bearing our fair share of taxes.
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Finally, we have a responsibility to the Partners who
have provided a substantial investment. Our business
must make a fair profi; it is the ultimate yardstick by
which we measure whether we are a quality
company. Capital must be earned and set aside to
provide for adverse times. New products need to be
developed, new equipment and facilities purchased,
and new programs launched. We will experiment
with new ways of doing things.

Exhil

4 TRAM Red Cross memo.

TRAM

Date: March 16, 2011

RE: Japan Earthquake & Tsunami Relief Effort

‘The devastating earthquake and resulting tsunami in Japan last
week caused major damage to the country and people. The
entire North American Tokai Rika Group (TRAM, TRMI,
TRIN, TAC, and TRQSS) strongly feels the responsibility to
support the relief and recovery effort that will be taking place
over the next weeks and months as the full extent of this disaster
is dealt with. We would also like to give our Associates an
avenue to be of assistance as well. TRAM, Inc. will be having a
fund drive between now and Thursday, March 31, 2011.

‘The TRAM Group Companies’ donations and all Associate
donations will be sent through the Red Cross national disaster
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relief fund to enable them to help the victims of the earthquake
and flooding that occurred as a result of the tsunami.

Please look for the donation container in the HR Department to
make a donation. Or, if you would like to make a donation
directly to the Red Cross log onto hitp://ww.redcross.org/en.
You can also text REDCROSS to 90999 to make a $10
donation.

The Red Cross has informed us that financial donations are the
best way to assist victims of disaster. Monetary contributions
enable the Red Cross to purchase the most urgently needed
items as close to the disaster sites as possible. This ensures
supplies get to victims as quickly as possible, without delays or
added costs.

Thank you for your concern, compassion, and willingness to be
part of the relief effort being made to assist the thousands of
people who have been affected by this natural disaster.

If you have any further questions, please direct them to the HR
Dépt. or any member of the Community Involvement
Committee.

Exhibit 5 News article from the Globe and Mail.

March 29, 2011

Chapter 1: Honda Cuts North American Output
By GREG KEENAN

From Wednesday’s Globe and Mail

Auto maker slashes production in Canada, U.S., fearing parts
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AutomotiveCompass LLC of West Chester, Pennsylvania.

In Honda’s case, the production cut is caused by a potential
shortage of parts from Japan, said Mr. Chenkin, who declined to
identify what components are most at risk

“What they’re trying to do is maintain some level of
production,” he said. Honda will not lay off any workers in
Alliston

The vast majorty o the parts that g0 into Honda vhicles
assembled in Alliston, Greensburg, and at assembly plants in
Ohio and Alabama are shipped from North America.

But the impact of the earthquake, tsunami, and nuclear crisis on
some Japanese plants that make microprocessors and other
small electric components is expected to reverberate throughout
ihe global auto industzy ance exisingsupplics have becn used
and ships now at sea deliver parts made before the earthquake
hit.

“I's a lot of electrical components like switches and relays,”
said a source at one Japan-based auto parts maker with
operations in North America.

‘There are reports from U.S. dealers of vehicle shortages,
notably Toyota’s Prius hybrid sedan, but Canadian dealers said
they are well-stocked. One dealer in Western Canada said he
stll has 2010 models available.

Sales figures for Prius in Canada and the U.S. differed
dramatically in the first two months of 2011. U.S. Prius sales
soared 47 percent, while Canadian purchases piunged 53
percent

“Inventory at Toyota, Lexus, and Scion dealerships across
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Canada remains generally good, with a complete selection of
vehicles available to customers for the spring market,” Toyota
Canada spokeswoman Sandy Di Felice said.

Toyota Motor Sales USA warned dealers Tuesday that supplies.
of some replacement parts are being rationed. Canadian dealers
had not received a memo on that subject, but were told to
restrict the use of Toyota Genuine Motor Oil 0W-20 to select
vehicles.

“There is a risk we may experience a short supply of Toyota
Genuine Motor Oil in the coming months until mid-August,”
‘Toyota said in a memo to Canadian dealers

‘That’s because it contains an exclusive additive made by Adeka
Corp. of Japan, whose facilities were damaged by the
carthquake and the tsunami.

In a submission to securities regulators Tuesday, Toyota said
the crisis may cause “a significant impact on production
capabilities” of some vehicles.

Exl

t6 TRQSS’ customer planned working days.
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Breaking News—Friday, March 11, 2011

On Friday, March 11, 2011, Mark Dolsen’s clock radio came on at
6:00 a.m. as usual, but the familiar “Morning Edition” theme music
was preempted by a breaking news story. Earlier that day, on the other
side of the world, an earthquake had hit Japan. Mark was the General
Manager of Operations at TRQSS, a Japanese-owned automotive
company in Tecumseh, Ontario, Canada, and had been to Japan several
times in the course of his career; so rather than dozing a few minutes
longer, he sat up quickly and listened closely to the broadcast. As the
report continued, it became apparent that this was not like one of the
many earthquakes that regularly occur in that prone region; this one
measured 9.0 on the Richter scale, and shook the city of Tokyo for a
full five minutes. Remarkably, most of the buildings in that populous
city remained relatively damage free, a testament to Japanese
earthquake-proof construction designs. However, the earthquake was
responsible for the development of a huge tsunami emanating from its
epicenter, Just a few miles off the northeast coast of the main island of
Honshu. The tsunami quickly made its way to the island, its force and
size overwhelming any of the seawalls that existed for the purpose of
protection. The major port of Sendai was wiped out, as were several
small towns and villages in the coastal regions. Although most of
Japan’s industrial infrastructure was far south and west of the
devastated area, northern Honshu was home to many manufacturers in
the electronics industry, and the damage that they had suffered was
undetermined as of the morning news report. What was being reported,
though, was that a major nuclear power plant on the coast at
Fukushima had been severely crippled by the tsunami, and the disaster
recovery activity at that site was not going well. Mark quickly got out
of bed and £ ready for work. He was anxious to get to the office and
meet with the Japanese expatriate staff members.
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Asia to North America, there was anywhere from four to eight weeks”
worth of finished invenitory in the pipeline (shipping being the main
and economical mode of transport, hence the long lead times); even if a
supplier had suffered a production disruption, the customer in North
America would not feel the effects for at least a month. In the best case,
by that time a recovery of production capacity might be achieved, and
the supply of product would be maintained with a few expedited
shipments by air and other faster modes of transport.

TRAM and TRQSS associates continued to focus attention on the
recovery efforts in Japan, as every day the news reported more stories
of destruction and human suffering, and the world began to become
concerned with a looming nuclear disaster. TRQSS employees
ur%.mllcd fundraising lunches and raffles and donated thousands of
dollars to the Red Cross Japan relief effort (see Exhibit 4).

Trouble from the Other End of the Chain

‘The first indication of what might happen next came the following
week, when General Motors announced that production of the
Chevrolet Colorado and GMC Canyon mid-size trucks would be
suspended indefinitely due to parts shortages caused by the Japan
earthquake. A week later, Honda made a major announcement that all
North American production would be reduced by about 50%. Neither
announcement had a direct effect on TRQSS, but the Honda
announcement was foreboding, given that they were a Japanese
automotive manufacturer that was well established in North America
Toyota had made no decisions regarding the production schedules,
other than to reduce voluntary overtime at its North American plaris in
order to conserve the global Supply of all components (see Exhibit 5).
On April 1, Nissan abruptly announced to its supply base that they
would be eliminating six days from the production schedule in that
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Toyota still expected all suppliers to keep preparing for the upcoming
vehicle taunches, and contnue to follow 2l rquirements o the
Supplier Quality Assurance Manual, especially i the area of supplier
changes. The webcast concluded by saying that there would be more
information forthcoming regarding the production plans for the month
of June, but no date was promised for that communiqué. And there
were no details about which particular components Toyota was lacking,
or what action was being taken to countermeasure the shortage on the
supply side.

Now TRQSS management had to prepare for a different situation.
Rather than managing potential component shortages and recovery
plans in the supply base, there would be a drastic reduction in orders
from the customer base, resulting in a severe reduction of revenue in
the month of May. The businese had to be managed through tis
sudden and uncertain situation. Unlike Toyota, parts suppliers like
TRQSS could not afford to retain the workforce at full compensation
throughout this period. Decisions would have to be made that would
test management’s commitment to the corporate culture. It seemed like
areplay of the industry downturn of 2009; the management team
turned to the policy that had been developed as a result of that recent
experience.
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layoft. (In Ontario, a laid-off employee receives 5% of his or her full
wage for up to 45 weeks from government employment insurance.
However, if a layoff exceeds 35 continuous weeks, it is no longer
considered to be temporary under the Employment Standards Act and
employment is terminated.) As a result, these volunteers were promised
recall before the 35-week period, regardless of the economic situation
at that time.

‘When volumes continued to decline in January, further action was
required. Rather than resorting to involuntary layoffs, which would
penalize the lowest-seniority employees, management reduced the
workweek to 36 hours for all associates. This allowed the company to
maintain the “no layoff” practice and apply a solution equally to
everyone.

By April and May of 2009, volumes had declined by about 40%
from November 2008 levels. By that time, involuntary workforce
reductions could not be avoided, and abouit 100 of the lowest-seniority
associates were laid off (in addition (o the original 50 volunteers). Even
when they were on layoff, the associates were encouraged to attend the
now-biweekly communications meeting so that they could be kept “in
the loop” and remain partof the team. By hls time, as a respanse to the
situation in the auto manufacturing sector, the Canadian government
had initiated a plan called “work share,” which extended employment
insurance benefits to employees who were not laid off, but who were
working only partial weeks. QSS applied for and was accepted into the
program along with most other auto-parts suppliers and assemblers
Gperating in Ontario. A5 a result, QS5 was able (o recall Jad-off
associates sooner, continue to have everyone work a reduced
workweek, and all participate in the work-share program. When the
U.S. government implemented the “cash for clunkers” program, Toyota
salles and production volumes recovered sufficiently such that QSS was
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able to recall all the laid-off associates, and gradually get everyone
back to a 40-hour work week.

In October of 2009, QSS exited the government work-share
program. All associates had been recalled from layoff since August
Over that period, approximately 40 employees chose to leave
voluntarily and pursue opportunities in a different field or location. For
those who remained, QSS’s actions through that period demonstrated
how decisions would be made in an uncertain environment in which
ethical values came into conflict; these actions reinforced the company
culture and perhaps strengthened the bond of teamwork

What’s Next?

One outcome of the 2009 recession for TRQSS was a workforce
reduction policy developed by a joint committee of production and
management team members. The policy upheld the right of seniority,
which was not uncommon for companies in the industry and
geographic area. However, it did create a level of complexity for
TRQSS management. Although TRQSS, like most suppliers, received
forecasts that projected requirements for 13 weeks, anything he{nnd
the first week was subject to change; only the first week of the forecast
was considered a “firm order,” and a new 13-week forecast was issued
every week. TRQSS determined their labor requirements. weeklg. based
on the firm orders. If a labor reduction was necessary, it would be done
by reverse seniority; the lowest-seniority associates would be laid off
first. If these associates were working in the production areas where
demand was still high, then the higher-seniority associates who
remained would be reassigned to the areas where needed. This created
a potential training issue if the skill set of the reassigned associates did
not adequately match the requirements of the job; however,
‘management would honor this policy.
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