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ELECREM

    


 An entrepreneur looks at the global market.



Teaching Note

This case was written by Al Stewart, Pôle Universitaire Léonard de Vinci, France as a part of Leonardo da Vinci project “Moving towards the case method”.

It is intended to be used as the basis for class discussion rather than to illustrate either effective or ineffective handling of a management situation.

Description

Elecrem - an entrepreneur looks at the global market is a general management case based on a small French industrial company who want to enter foreign markets. Elecrem manufactures complete mini-dairies that can process up to 1000 litres of milk per hour, and also the sub-components for dairies; it also produces machines to produce fairground food (pop-corn, churros, hot-dots etc.). It has a turnover of 2.3M€ and employs 15 people in its factory in the suburbs of Paris; it has a sales office in Mexico and one in Jakarta. 

This case study is presented from the point of view of the entrepreneur, Jean-Baptiste Fattaccini, faced with financial and marketing difficulties, with the problem of the very small size of the company, and with the necessity to go global. 

This case gives the students an opportunity to understand the influence of the entrepreneur's personality on company strategy. It also provides the real-life environment of incomplete and superfluous information. Students must come to their own conclusions about the financial difficulties, which are hidden, and the flaws in Elecrem's marketing. 

The materials for the case based on interviews with the entrepreneur and standardised financial information from a database. A DVD in French, English (with subtitles) presents extracts from an interview of the entrepreneur after the initial piloting of the case. Humour is used in the narrative case description.

The case consists of

· a narrative description of two interviews with J.-B. Fattaccini

· descriptive documents and figures produced by Elecrem

· standardised financial figures and ratios for Elecrem 

· a DVD presenting a 10-minute extract from an interview with J.-B. Fattaccini

Synopsis

Elecrem is in the process of recovery after some years of financial difficulty. The year N-1 presents puzzling financial figures, but Elecrem's forecast for N+1 to N+3 is optimistic. The entrepreneur explains why he needs to expand to Mexico and to Indonesia. He suddenly decides on forward integration in Java, Indonesia. He outlines his view of small industry strategy. Annexed figures are worrying. In the DVD, the entrepreneur explains his method and gives fatherly advice.

Pedagogical objectives and audiences
Following Mauffette-Leenders, Erskine & Leenders 1997, 12 here are the different dimensions of the Elecrem case study:

Analytic dimension

Text contains interviews that give information about the entrepreneur's profile and plans for internationalisation of his activity. Supplementary material provides basic financial information for several years, with ratios and limited comparative (peer-group) data. This information suggests, without making it explicit, that Elecrem is in severe financial difficulty. Little of no information is given about the internal organisation of human resources. There is a lack of marketing discourse from the entrepreneur, and a lot of strategic discourse (adapted to small industry). Much information is not directly relevant.
Conceptual dimension

SME financial analysis; SME strategy; geopolitical aspects of SME internationalisation; general marketing; general business administration; entreprenology.
Performance dimension (cf Bloom's taxonomy)
Difficulty here is figuring out that Elecrem has a financial problem; this can be done through financial analysis. This aspect requires comprehension (grasp meaning, interpret facts, compare, contrast, order, group, infer causes, predict consequences), application (use methods), analysis (seeing patterns, recognition of hidden meanings), synthesis (generalise from given facts, predict, draw conclusions) and hopefully - for the better students - evaluation (verify value of evidence, compare and discriminate between ideas, make choice based on reasoned argument).

Second aspect is procedural: having students debate and exchange ideas about the nature of the entrepreneur. This aspect should give students practice in asking relevant questions, presenting and justifying a point of view, listening, summarising and comparing arguments, concluding. It requires knowledge (observation and recall of information, knowledge of major ideas), comprehension (understanding information, grasp meaning, interpret facts, infer causes), analysis (seeing patterns), synthesis (relate knowledge from several areas) and evaluation (recognise subjectivity, compare and discriminate between ideas).

This case emphasises comprehension of complexity (apparent contradictions, insufficient and superfluous information, uncertainty; cf. Edgar Morin). It is also a so-called decision case: the student is required formulate an action plan. The case is suitable for undergraduate business students from their 2nd year of studies, or for post-graduate students specialised in SME finance, marketing or management. 

Teaching suggestions

This case can be used in a problem-based learning mode with first-year students provided the teacher gives a bibliography and enough time for students to really get through the required reading. Such a bibliography should obligatorily contain a short introduction to SME finance, a short introduction to SME strategy and some general articles about entreprenology, marketing, geopolitics etc. In the case method guide, we are reminded that some research indicates students do not learn much declarative knowledge through the case method. Teachers should not expect young students to learn only through PBL. With first-year students, this case would only be useful as an introduction to complexity or as an awakener to the demands of Higher Education compared with secondary school. Only at the end of a full year could the students participate usefully in a class discussion about the case. It would be unfair to set a knowledge-based exam after a PBL-type course in the first years of study.

This case could be used with second-year students provided the teacher does not expect too detailed an analysis. One of the objectives of the case is to illustrate polyvalence in an SME, and the case was not designed for use on specific, separate topics such as marketing only, or finance only.

Ideally, the case is for use with third-year students who have detailed knowledge of the analytical tools necessary and also some experience of business administration exercises or cases. It can also be used earlier if the students have already carried out a long internship (6 months).

Teacher must bring student awareness of process-oriented learning methods, so that students can capitalise their PBL experience and thus develop life-long learning techniques. Without this explicit focus, without the reflexive meta-view, students may simply retain the souvenir of an interesting class and not the cognitive tools PBL can bring.

Teacher can use humour (narrator is presented as accident-prone novice). 

Teacher should know about bankruptcy law, because Elecrem filed for court protection at the time (this is not given in the text, otherwise it would be too easy and students would not have practice finding the problem themselves).

Using the case

A first class meeting of 1h30 to 2h could present the case, the difficulties of the case method and the skills students are expected to practice. Teachers should list the sort of tools students can use (financial analysis methods, marketing methods, strategic grids and techniques of analysis etc.). It is very important that teachers explain entreprenology, and indicate grids or reference works on the subject of the (small) entrepreneur.

Teachers should meet groups working on the case regularly (for example every week for 20 minutes) and insist that they report their progress and difficulty. A simple record sheet will help students understand what is expected of them:

Date
Work achieved since last meeting
Problems, difficulties with the case
Type of question students are asking
Teacher's comments and evaluation







A mid-task class of 2 hours or so would be very useful to discuss common problems and exchange between the groups. In PBL courses, this would be the opportunity to identify learning needs very clearly and explicitly (and give sources for such learning). Teacher would prepare this class by using the record sheets of the different meetings with the groups.

Final debriefing class should be at least two hours. This must take place after students have handed in their reports. The DVD should be watched and discussed, and then teacher can give information contained in the analysis below, or his/her own analysis based on the curriculum his students have followed.

Suggested assignment questions

Assignment instructions for undergraduate students

1) Comment on  the marketing strategy of Elecrem, including positioning, pricing, segmentation and distribution. 

To do this, you will need to research the market on internet (volumes, value, trends). In preparing your answer, reflect on the following questions:

Who are Elecrem's customers?

What is/are the company's product(s)?

For whom does each product have value?

What exactly is the nature of that value?

2) Comment on the present vision of Elecrem's managing director. Discuss this with reference to the notion of the entrepreneur. 

3) Comment on Elecrem's financial position, including structure of the balance sheet, productivity and performance, return on investment, cash flow, creation of value. 

4) Comment on the choice of Mexico and Indonesia for commercial agencies, considering the list of prospects. Recommend future geo-strategic development and justify your recommendations. 

5) Create a development plan covering the next 3 years, including sales objectives, marketing strategy, profitability objectives, production strategy, how to finance development, currency issues, geopolitical / cultural issues, human resources, R & D / innovation, competition / co-operation strategy, risk. Include a SWOT analysis and also consideration of Elecrem's recent vertical integration in Indonesia. 

Your report must contain at least twelve pages of text (about 7500 words plus or minus 10%) not including graphs and tables, printed on A4 recto only.

Assignment instructions for post-graduate students

This is an interdisciplinary case study. With reference to your knowledge in marketing, finance, sales, management, economy, geopolitics, human resources, production management etc. you must:

· Analyse the situation.

· Determine what problems and opportunities exist.

· Generate and evaluate alternative courses of action.

· Recommend and justify a course of action.

Your report must contain at least twelve pages of text (about 7500 words plus or minus 10%) not including graphs and tables, printed on A4 recto only.

Analysis


The big news is … Elecrem filed for bankruptcy protection in December 2004, one year after the end of the case study period, because it could no longer pay its creditors. The main problem, therefore, is finance; this is fed by problems of marketing, sales and production costs. For your information, Elecrem was restructured in the year 2005 and came out of protected status. It came to repayment agreements with all its creditors and sales are high again at the time of writing (February 2006).

The signs of Elecrem's bad financial health in the case study are: low quick ratio (0.81), low return on shareholders' funds (5%), low growth of turnover (5 to 6% p.a.) declining added value per employee (-9%). Symptoms of the problem can be found in the low profit margin (1.29%) and the instability of EBIT (-22K€, 43K€, 29K€). Compared with the peer group, its profitability is much lower; however, peer group profitability is declining steadily over the period, whereas Elecrem's profitability is globally improving. This is an important point, and should be noticed and commented by students (page 26 of case study).

With such a vulnerable financial health, it should strike students as odd that Mr. Fattaccini decides to build and run a plant in Indonesia. Although in the case it is stated that "… all the profitability studies, technical studies and so on have been carried out…", there is no mention of market studies and very little market discourse in the whole case. A good student report must not overlook this point.

A little research on internet (for example with the phrase "mini-dairies") should bring up competitors. It is not too difficult to find an Israeli competitor Pladot, (who apparently export to USA, Russia, Spain, United Kingdom, Australia, Norway, Greece, Kazakhstan, Ouzbekistan, Kirghizistan, Jordan, Kenya, Nigeria, Angola, Colombia, Ireland.), a Belgian competitor Packo  who own the brands Giusti and Packo (who export all over the world and have set up production in Shanghai) and DEPS in New Zealand  who work predominantly in South East Asia, Australia, Pacific Basin, Mexico and New Zealand. Exploiting the information available about these competitors is not easy for inexperienced students, so evaluation should be lenient on this point: it should suffice that students have found competitors and made some intelligent observations about them. For example, Packo's turnover is declining (5.7% in 2001, 4.7% in 2002, -9% in 2003), although this concerns the whole group and not its mini-dairy activity only. Like Elecrem, Packo used to produce in Brazil and they set up a commercial outlet abroad (Australia); however, unlike Elecrem they have sold manufacturing licences to companies in Greece and Pakistan. Also, we can learn (on the Pladot site) that the recent start-up costs of Pladot mini-creamery plants ranged from about $90,000 to about half a million dollars, not including the buildings to house them, in Virginia, USA (source: article in Stockman Grass Farmer) and that Pladot has specifically designed its Mini-Dairy to provide for niche markets, rather than for competition with large processors. Suggested niche markets (from the Pladot FAQ sheet) are: delicatessens, farmers' markets, farm stands, mail orders and home deliveries, as well as ethnic and organic markets. Another example is the information that  DEPS has spent an average of 5 % of Gross Turnover over the last two years on various R & D.

Elecrem's decision to globalise is one of the most visible aspects of the case. Commercial outlets in Mexico and Jakarta are mentioned. The outlet in Mexico seems coherent, given with the number of quotation requests (pages 19 to 23), suppliers in Brazil and the apparent importance of the North American market (Pladot's media page is composed of almost all American farmer testimonials). We have no information about real sales, but can assume that a percentage of quotes turns into sales.

The reasons for Elecrem's commercial outlet in Indonesia should solicit comments from the students. They should look at the milk market there and suppose that Elecrem has seen future growth on that market. Mr. Fattaccini's explanations should be taken with a grain of salt (i.e. not at their face value). His explanations are more indicative of his adventurous attitude that of his business strategy (this will be very clear in the DVD interview). A little research on Indonesia shows that the country is the world's fourth-biggest nation, with a population of 220 million. Other factors make it more attractive, too. The drop in the value of the rupiah means it's cheaper to buy Indonesian companies. The government has made investing easier by removing barriers such as a 49% limit on foreign shareholding in Indonesian companies and a ban on foreign investment in the distribution business. And using Indonesia as an export base makes more and more sense as new trade agreements with the country's Southeast Asian neighbours have lowered tariffs on most products to 5% or less. With labour costs 25% to 50% lower than in other Southeast Asian nations, plus the reduced tariffs, Indonesia is becoming an export base for the multinationals, too. We learn from an article (Indonesia's blossoming food processing industry AgExporter,  March, 2004  by Paulina Gandakusuma)  that milk consumption is relatively low at 6 to 7 liters (1 liter=1.0567 quarts) per capita annually. However, dairy consumption increased 10 percent in 2002. The Indonesian government estimates that milk demand will increase up to 16 liters per capita by 2010, when the country's population should climb to 245 million. At that time, total dairy consumption demand is estimated to reach 4 million metric tons.
Students should make some efforts to account for the decision. However, the important issue is: how can Elecrem afford to set up a subsidiary on the other side of the world, when it is struggling to keep afloat at home? The real answer has little to do with standard strategy and much to do with the personality of the entrepreneur. Students should point to this in connection with the move to Java.

Theoretical attempts to categorise entrepreneurs are still unsatisfactory, but students should mention at least one typology. Students must not only describe Mr Fattaccini's traits, but must also support their description with evidence from the case and consider the consequences of his personality on Elecrem's business. A lot of tact must be used, because the portrait in the case is obviously a caricature (teachers should give clear warnings about this to inexperienced undergraduate students who may go too far in criticising the caricature). Following M. Marchesnay's typology, we can identify Mr. Fattaccini as a PIC-type: while his company's status as Patrimony seems important, Independence is more important to him than Growth. This type tends to retain as much control as possible over capital, preferring to stay small and even miss opportunities rather than give away the power to decide by bringing outside capital into the business. He would correspond to the Notable type, with low legitimacy from the market but high local legitimacy, tending to build strong relations with local networks rather than concentrating uniquely on margins. This is corroborated by the fact (not given in the case) that Mr. Fattaccini has been president of several local employers' committees, including the local branch of the national employers' union. From the point of view of Miles & Snow's analysis, one could classify Mr. Fattaccini as a "prospector" :
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Innovation high
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Proactive creative
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Proactive adaptive
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Raw materials


Manufacture of mechanical parts


Elecrem in 2002 - 2003

Manufacture of electric parts


Assembly of sub-components
Elecrem if they outsource manufacturing in India & China



Assembly of systems to client's specifications


Installation








Production of milk products



Elecrem after opening production unit in Java


Marketing of milk products

This simple flow chart of the industry shows the reduction of focus in the company as Mr. Fattaccini refers to it in the initial interview: what he thinks he really should be doing, how he thinks he should present his vision to a stranger coming to interview him. It also shows the widening of focus in the company after Mr. Fattaccini invests in the production unit in Java. This is not exactly "focusing on core competence". Students should at least question the wisdom of integrating production and marketing of milk products without outsourcing manufacturing. For more detailed analysis, it would be necessary to explore where the added value comes from in the chain; this is likely to be in the assembly of client-specific systems … and Mr. Fattaccini says his main problem is the cost of assembly in France!

Michael Porter's "five forces" are: buyer's power, supplier's power, competition from rivals, barriers to entry and the threat of substitute products. In the case of Elecrem in 2002-2003, buyers are relatively weak except for major government projects in third world countries (which are unfortunately rare), there is low brand identity, low volume (bargaining power) and virtually no buyer concentration (apart from rare government projects). Suppliers are also relatively weak, with no threat of forward integration and low impact on costs - this is why Elecrem can consider changing suppliers, and also why there is no urgency to do so!

There is little threat from substitute technology or products, because the customers are not ready for sophisticated, electronic mini-dairies; once a customer has bought an Elecrem mini-dairy, he is obliged to order Elecrem small parts, but this is not seen as a lucrative market by the company. Barriers to entry, on the other hand, are low, and although Elecrem reported in 2003 that there were "no other suppliers of complete mini-dairies in the world", this is no longer the case. It is likely that Elecrem's  rivals on different sub-components will themselves develop mini-dairies, and also compete on the diversified markets (e.g. fruit processing, brewing, juices, etc.) Unfortunately, Elecrem's lack of real R & D means that they are not moving upstream in the market and are vulnerable to competition. As far as competition is concerned, Mr Fattaccini is rightly worried about the high production costs in France and in Europe; in spite of optimistic growth forecasts for the market , low entry and exit barriers and low product differentiation make Elecrem an easy rival to overtake if they do not improve the innovative quality of their offer.

Many students will produce simple matrices, depending on the course books used in their schools. Instead of exploring one matrix in particular, here are a few examples with the most obvious aspects filled in. Undergraduate students should be guided ( in the way you set the questions) towards the matrices most suitable for their course, otherwise they will all probably settle for SWOT or Ansoff. Globally, these grids and tools will help students to explore one or other aspect of Elecrem, depending on their acquired knowledge of marketing and management. Do not forget, the case is designed to provide insufficient information on one hand, and superfluous information on the other hand. Therefore students will differ widely in their interpretation. There is no "solution".

SWOT

STRENGTHS

· Small, flexible, rapid reaction

· Experience of setting up mini-dairies

· Coherent offer of solution to customer's needs

· Recent innovation (filter)

· France has good image on agronomy market

· International personnel

· Outlets in Mexico and Indonesia

· Forward integration in Java

· Personnel very autonomous, allows manager to fully play his role of strategy

· Two separate markets: mini-dairies and fairground products

· Internationalisation

· Superior product performance over Asian competitors

· Cheaper than competitors

· Independent from suppliers

· Working capital is financed by liabilities

· Financial independence

Etc.


WEAKNESSES

· Solvency: company is near bankruptcy

· Size

· Have not continued R & D

· Very specialised personnel

· Marketing presence is not strong, web site not very good, no clear marketing plan

· Little outsourcing of production

· Labour costs limit motivating reward scheme

· Principal marketing vector (manager attends trade fairs) is very time-consuming

· No protection for their products (easily copied)

· No clear plan for developing the products

· Production strategies not clear

· Low commercial and financial profitability

Etc.

OPPORTUNITIES

· Networking with other firms in the sector, or creating an alliance with rival

· Continuing the forward integration strategy (as in Java) in other countries

· Growth trends are good for the organic farms and the developing countries

· Indonesia and Mexico are starting points for Asian and American markets

· Maintain their quality advance and market it more aggressively

· Financial subsidies from national, international or local agencies in developing countries

· 80% of their present turnover comes from 8 countries, they could concentrate on these

Etc.
THREATS

· Immediate financial difficulties

·  Dangerous financial position means they could be bought up

· Competition is strong, especially from Low Cost Countries

· Low entry barriers into market

· Competitors previously producing part of the range are now producing the full range, including whole mini-dairies

· The Elecrem concept could be copied easily

· The market is vulnerable to catastrophes such as tsunami

· Exports are vulnerable to a strong euro

· Risk of solvency among clients

Etc.

Ansoff development matrix


Present products
New products

Present markets
Market penetration is opportunistic, based on web-site exposure and personal contacts made by manager (trade fairs) and commercial agents in Mexico and Indonesia, etc.
Unfortunately, no clear plans to innovate further in mini-dairies or in fairground products. No plans to extend the range through offering services. Etc.

New markets
Most development is thought for the mini-dairy, no mention is made of fairground products.

There is no clear marketing plan for the organic farm segment.

International expansion is expected through outlets in Mexico and Indonesia, but this has not yet been planned explicitly. Etc.
Related diversification was mentioned (fruit/juice/beer processing) but there are no clear plans. Etc.

As we mentioned, it is difficult for students to find abundant information about competitors, especially financial information., However, the financial database Diane (equivalent of Amadeus for French firms) gives some useful indications based on a peer group of 602 companies with the same activity code (293D).

Financial diagnostic:

Company compared to peer-group
Better
Worse

· Turnover

· Added value / Turnover

· Profit

· Own capital

· Return on own capital

· Debt
Higher

27%

Similar

38%


Similar

Much worse

27%

The financial diamond is very small and unbalanced (comparisons over time and with competitors).

Growth



Debt







Profitability


Cash

Marketing matrix:

Strong points
Weak points

Product: Comprehensive solution for clients; flexible; good quality; etc.

Price: Relatively cheaper than competitors;

Communication: Personal relationship important;

Distribution: Direct sale to final customer; deliverable to any country in the world; etc.
Product: Vulnerable to advances in technology; no exclusive advantage; etc.

Price: Subject to currency fluctuations;

Communication: Weak, unorganised, difficult to measure, etc.

Distribution: Direct sale of spare parts in some countries, sale through distributors in others; etc.

Global matrix:

MARKETING
-                +
FINANCE
-                +

Product range
          x
Growth
 x

Sales force
       x
Weight of own capital
   x

Price
               x
Production cycle financing
  x

Brand image
   x
Cash available
 x

Communication budget
  x
Development potential
            x

PRODUCTION

ORGANISATION


Production capacity
      x
Distribution of tasks
                 x

Production equipment
   x
Leader
                 x

Human competencies
             x
Management type
             x

Innovation process
x
Cost control
         x

By using this buyers' situation matrix, students will understand why Mr. Fattaccini insists on meeting buyers personally, on having stands at Trade Fairs, on travelling personally:

Perception of the situation

Status of the purchase



Investment
Consumption


Reduced choice
Complex purchase

The buyer knows what is at stake

Key success factor: Relationship
Regular purchase

Purchaser has habits of consumption

Key success factor: Promotion


Wide choice
Equipment purchase

Buyer does not know the whole offer

Key success factor: Education
Diversity purchase

Buyer's opportunist behaviour

Key success factor: Price

Another marketing table:

Market
Growth
Profitability
Accessibility
Buyer's behaviour
Key success factor

Mini-dairies


Moderate
Good
Difficult
Governments buy in lots
Lobbying

Fairground equipment
Low or non-existant
Low
Easy
High competition
Price

Ecological processing
High potential
Good
Difficult
Small, young, not very solvent buyers
Practical, simple, robust equipment

Problems students have with the case itself

We will not go into problems linked with the case method, which students generally find confusing the first time they are exposed to it. Here is a short list of problems students brought up when the case was piloted in Paris in 2005: 

· The documents of the case are confusing as far as strategy is concerned; students expect a course-book presentation - complete, symmetrical, logical. 
· Financial figures and ratios are not very useful without marketing studies within which to situate them. 
· Students don’t understand what happened in 2001 that slowed down growth
· 25% of CA comes from fairground equipment but there is no information about this segment in the case. 

· Students feel that Mr Fattaccini has done no market analysis in Indonesia, simply because such analysis is not included in the documents given; however, he did say that “all the profitability studies have been done …” This should be made clear to students during their work, if they are going off on the wrong track.

· Students may misread the case, think that Mr Fattaccini says “there is no risk in small business”, whereas he was talking about risk of bad debts.

· Students think that the list of prospects approximately reflects the structure of the client base, and that therefore 51% of sales are in North Africa, which presents higher risks for “account receivable delay” and bad debts – they did not always understand the selling conditions.

· We only see Mr Fattaccini in the case, his employees are not presented in the case.

· It may seem odd to students why Mr Fattaccini is asking for the so-called consultant’s advice (Mr Stewart in the case). He doesn’t seem to need anyone to decide … James March’s theory of seeking information after the decision has already been taken could be referred to in the preparatory material, or added in the list of questions for post-graduates.

Examples of student recommendations

Here is a list of some student recommendations, when the case was piloted in Paris in 2005. Students were 3rd year business students specialising in marketing or finance; they worked in groups of four, including French and Erasmus exchange students.

· Display prices on web site;

· Improve the web-site and make it professional; create an online shop for fairground material

· Concentrate more on Research and Development, for example by entering into partnerships for quality and for R & D; consider taking out patents to protect innovations;

· Develop production in Low Cost Countries, or subcontract more of the production;

· Penetrate developing countries before competitors, for example by recruiting local agents abroad;

· Increase economic profitability to 10%;

· Invest in Morocco and Mexico;

· Stick to a clear strategy of positioning;

· Develop marketing strategies, in the face of threat of India & China;

· Raise cash for investment through loans.
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