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Trust and Contract — Sharing the Same Purpose —
-- Overseas Procurement —

Introduction

Kinki Sharyo made its firg efforts to procure parts
locdly in an oversees project in connection with the
manufacture of dedtric trains for the Cairo 1% Subway Line
in Egypt, which was entrugted to the company in 1992,
(Smilar efforts that we had made in earlier U.S. projedts,
under the provisions of the Buy American Law, are exduded
from the scope of this congderation.)  In the Cairo projedt,
we were demanded to manufacture some vehides as a
renforcement of others dready ddivered by a competing
oversess manufacturer.  Accordingly, only asmdl range of
parts required for coordination with exiging vehides were
procured oversees, and an overwheming proportion of parts
had been manufactured in Jgpan.  Also, locd procurement
was executed mosgtly through the mediation of atrading firm
that represented a main contractud party. Therefore, the
Stuation was somewhat diffeeent from a full-fledged
oversess procurement.

Our firg full-scae oversess procurement was executed
for a project to manufacture double-decker passanger trains
for KCRC in Hong Kong, which wewon in 1995.  In this
project, the cusomer demanded us to apply an oversess
dandard to vehides  Also, Swissmade locomatives were
to be used to haul trains manufactured by us Thee
circumgtances gave rise to a need to use many mechanica
and dectric parts madeto ovarseasandards.  Accordingly,
a large number of subsysems and parts had to be procured
oversses fordng us to contract directly with oversess
manufacturersfor procurement.

Subssquently, overseas dandards were applied to
commuter trains ddivered to KCRC in Hong Kong in a
proect won in 1999, and trans ddiveed to the
Trangportation Bureau of Duba in a project won in 2005.
Thus, oversess procurement has been continudly practiced
to procure parts that are nat available in Jgpan, and/or to
reduce cogts by using products meeting overseas fandards.
On the ather hand, Japanese dandards are gpplied to vehides
manufactured for domedtic usars  Also, main sysems are
mostly procured directly by users, and provided by them to
vehide manufacturers  As in the pad, therefore, oversees
procurement is practiced only in projects invalving the
export of vehides, barring asmall number of exceptions.

Differences Between  Oversess and Domestic Procurements

People often say that overseas procurement is a
srenuous task, because it is tataly different from domedtic
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procurement. However, it would be incorrect to attribute
difficulties of overseas procurement to such differences.
Rether, the difficulties gem from the fact that in domedtic
procurement, many matters that would have to be checked
by the parties of a purchase contract in an oversees project
can be resolved through tacit undergandings between these
parties, because of the longstanding partnership between a
cusomer and a supplier, as well as of shared commerdid
cugtoms language and culture  Important differences
between overseas and domegtic procurements bail down to
matters that are nat applicable to domedic procurement,
such as those rdated to exchange rate, and the need to
comply with a locd cugtoms law and rules on plant
quarantine when exporting atides to an objedt area
Therefore, this chapter will introduce part of business theat
reguires much more attention in overseas procurement than
in domedtic procurement.

Undergtanding of the Contents of Contractud
Documents from the Customer

A vehide export project invalving internaiona bidding
entails overseas procurement nat only for the manufacturer
that haswon the project, but dso for the owner of the project
(i.e the cugomer). Since the name, the country and other
details of the winner of the project are unknown a the sart
of the bidding process contractud documents from the
cusomer indude its demands regarding highly detailed
agedts of the projedt.  Such minutiae may involve some
risksfor thewinne of the project.

Patentidly risky detailsindude eg. therespongbility to
provide exchange parts over a long peiod of time
equivaent to the sarvice life of vehides, and the obligation
to disdoe softwae and othe ddails of intdlectud
properties that are required to maintain vehides over severd
decades.  Asitisimposshble for our company to cope with
risks invaved in quch obligation soldy on its own, this
burden nead be shared by suppliers of subsystems and parts
used for vehides Therefore, the correct underganding of
the contents of contractual documents from the cusomer is
highly important in deding with oversess procurement in a
vehide expat project. Also, the cusomer may make
spedid demands eg. when there are some redtrictions on
parts suppliers or individuds invaved in the project due to
the political dtuation or rdigion of the cusomer’s country.
In such acase, oedid care mugt betaken when sdecting the
suppliers of vehide parts, in addition to evauating their
technicd ahilitiesand pricings It may dso be necessary to
request parts suppliersto be careful about Smilar mattersto



avaid unexpected frictionswith the cusomer regarding the
manufacture or ddivery of vehides,

Conduding Contracts with Vehide Parts Suppliersin an
Oversess Project

After winning a project, a manufacturer must contract
with suppliers regarding the provison of subsystems and
parts for vehides Asin a domedic project, this busness
indudes the mutud check of prices ddivery schedules and
spedifications  In an oversess projedt, additiond work is
required to reach detailed agreements on contractual matters,
such as ddivery conditions cancdlaion, adts of God,
digoutes and gpplicable laws, and condude a contract
incorporating these agreements before placing orders with a
supplier. It takes much time and labor to have this contract
conduded. In some cases a legd speddig from the
supplier gets involved in negatiations, which may proong
this process to unending rounds of discusson. Such a
Stuation results from a druggle between a vehide
manufacturer like ours which condders the largest possble
proportion of risks that may arise from its contract with the
cusomer, shared by suppliers and a supplier that tries to
avaid suchrisksasfar aspossible

Once our negdtiatars have managed to condude a
contract with a supplier, our gaff in charge of materids and
the supplier’s sdes daff must ensure that contractua
obligations will be fulfilled in terms of the provison of
products and services to avad gtuations in which
provisons on vidaions of the contract must be gpplied.
After pladng an oder with a supplie, it is therefore
important to build up mutud trugt in the process of the
fulfillment of obligations. This mutud trugt will hdp us
shorten contract-rdated negatiations in future projects
invalving thesupplier.

Conduson

Oversess procurement a Kinki Sharyo dreedy has a
higory of over 10 years  During this period, the spreed of
the Internet and ather devd opments have been making the
world increasingly “borderless”  Asareault, drcumgaances
of oversees procurement have changed dramaticdly in the
past few years.  Also, arecent increasein the number of our
export projedts hasturned overseas procurement into arather
routine busness  However, various systems employed by
our company for purchase and production gill have many
eements tha are nat adapted to oversess procurement, and
mostly implemented through handwork.  Accordingly, one
of our future tasksisto redesign such sysemsto suit them to
oversess procurement.



