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HT COLLECTION



Teaching Note
This case was written by Linnea Sulkanen and Ullamari Tuominen, Faculty of Business Studies, Lahti Polytechnic, Finland 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.

Synopsis

HT Collection  is a story of a small Finnish furniture manufacturer who started  over 30 years ago as a family business, managed to survive the very bad recession in the 90’s and is now looking for new opportunities and challengies in Finland and abroad. Even though the company is very small (turnover 3,2 in 2004   MEUR, 28 employees) it represents an enterprise that has gained good visibility in its home country and beyond.
This case study presents a very typical situation in SMEs where the company is eagerly aiming at developing its performance and processes and is full of ideas but due to limited resources in terms of finance and people needs to analyze its current situation and define its goals and strategies in order to be able to focus on the key issues.
This case gives the students an opportunity to step into the shoes of the CEO /decision maker of a small company and thereby be involved in the analysis and decision making. Moreover,  as this case is a multidisciplinary case, the students can combine  and utilize different knowledge and skills acquired during the different courses in  their business studies .
The materials for this company presentation are mainly based on personal interviews with the representatives of the company and the aim is to give the students a truthful and vivid insight into the company and its business culture. Thus, the case text includes a lot of direct quotations of the interviews.
The case consists of

· a history and description of HT Collection and its basic philosophy

· a comprehensive description of HTs operations from various angles (like marketing, production, H&R etc.)
· an overview of the Finnish furniture markets and some insights of the main foreign markets

Pedagogical objectives and audiences
This case is a so called decision case, in other words : the student is required to state what (s)he would do in the circumstances described and to formulate an action plan. The case is suitable for business students on different levels and it can very well be placed toward the end of a course of Marketing Management or Strategic Management. 
In order for the students to be able to analyze this multidisciplinary case from the different aspects it would be very good to use this case at a late stage of their studies to summarize the things they have learned and to give them an opportunity to see  the  company as an integrated entity instead of separate functions.
The overall teaching objective is to place the student into the shoes of a decision maker where (s)he should be able to:
· perform an in-depth internal analysis of the current situation of the company

· perform an analysis of the external environment on macro and micro level
· set reasonable and sensible goals for the company , based on the analyses

· evaluate the different strategic options

· conduct a comprehensive plan for the next year

Teaching suggestions

This case can be used in different ways in teaching. Because the case text is quite long, it would be useful to give the text to the students well ahead before the class meetings so that the students have enough time to read it through and to prepare themselves.
In the first class meeting (2 hours) the focus could be in the internal and external analysis of the company with the help of different analysis methods like the SWOT analysis, Porter’s five forces, financial analyses etc.
In the second class meeting ( 2 hours) the students should present  their suggestions for:
· what the company should aim at (the goals)

· how the company could get there ( strategic choice, strategic and tactic marketing plan)
Another way of working with the case is that instead of giving the students the materials concerning the competitors and the furniture markets it is up to the students to gather this information themselves from the different available sources before the analysis.  This way they also learn to use different information sources and to choose relevant material.
Suggested assignment questions
Again, instructors have different options in handling the case.
1) The first option is to split the analyzing and planning process into more precise tasks. The instructor can use all of these tasks or just some  of them according to the need and available time. The tasks could be:
1. Evaluate the strengths and weaknesses / opportunities and threats  of HT

2. Set reasonable and sensible goals based on the previous analyses

3. Evaluate and choose the most suitable competitive strategy and future markets
4. Propose suitable actions in order to overcome weaknesses and to utilize strengths
5. Propose  an appropriate marketing strategy and conduct a marketing plan for 

    the next year
2) The second option is to ask the student to take a certain role in the company and give the student a broad brief without any clearly specified tasks, like :

The  managing team of HT will gather together in three weeks in order to plan together the future of the company. The CEO of the company would like to have new, insightful and even critical outside perspective and has turned to you to get some assistance. He has asked you to conduct a written report, consisting of the analysis of the current situation and a plan for the next year (with special emphasis on the marketing plan), to be delivered for the managing team. Moreover, he would like you to present the main points of the reports to the managing team and to participate in the discussion afterwards. 

This approach requires more from the students because it is up to them to decide, what should be included in the report, in other words: what the analysis and the plan should consist of. On the other hand, if the students have already had theoretical studies about analysis and planning, this should not be too difficult . This also leaves more space for the students to use their own judgement and at the same time reflects real-life situations, where there usually are not ready-made task lists! Of course, the instructor needs to define some guidelines in terms of required length of the report etc.

3) The third option is to use the case in order to discuss management issues and challenges from a more specified viewpoint, like logistics and to bring up interesting issues in this area, for example:
1. Consider the logistics problems in furniture branch? What about in the case company? Remember the flow of material and information.

2. Choose the best trade term (Incoterms 2000) to be used in export.

Analysis of the previous questions/ topics

Suggested solutions for the 4 questions mentioned in “the first option”
1. SWOT analysis for HT COLLECTION

	Strengths

Family business

· commitment

· innovative entrepreneurs

Personnell & HR
· long experience in the branch(management and employees)
· investments in personnel satisfaction (feedback surveys, recreational activities etc)
· hired personnel

· light organization

· team working

· low absence/sickness rate

Cooperation with local schools
Outside consultant
Outsourcing: bookkeeping and payroll, transportation

Active product development
Innovativeness

Ability to react quickly

Short delivery time
Outsourcing of “hard furniture”

Module-based production

Extensive range of products

High quality and image of products

· several awards

· good visibility in the Finnish market

Active participation in furniture fairs

Distribution in Finland
· biggest domestic distributors

· allocation of resources in key distributors

Carefully selected transporters

Sufficient amount of suppliers

Ongoing planning


	Weaknesses
Unclear distribution of work/lack of time & resources
· CEO involved in too many things

· lack of marketing skills

· not enough time to plan purchasing

· many good ideas remain uncompleted

No clear vision/knowledge of targeted end-users

Export is not going well
· lack of target market / distributors knowledge

· export manager

· export term EXW is not appealing to customers

Unplanned range of products

· cannibalism

· no clear procedure for managing the product portfolio

Products vanish in the product range of the distributors
No clear cut  reward / motivation policy
Lack of written plans and instructions

Lack of a “well known designer”

The name of the company is confusing

Financial status

· equity ratio not good
· ROI quite low

	Opportunities
Growing interest in interior design and furnishing

Economic boom (home markets,foreign markets)
More appreciation for high quality

New innovations in the industry

Automation

Finnish design-image

Networking and cooperation


	Threats
Recession (home markets, foreign markets)
Saturated markets

New competitors

Import from low cost countries

Changes in the business terms with the distributors

Piracy


2. Goals
As can see from the financial analysis of the company, the solvency of the company is not very good although it has improved during the last years. Therefore the financial situation of the company doesn’t allow very ambitious goals for the next year in terms of for example big growth. However, the figures show clear improvement and the company could set  a moderate objective for growth. Another goal could  be connected with the improvement of the solvency closer to a “good” level ( In Finland: equity ratio over 40 %). On top of these financial goals on the company level, additional objectives could be set in order to overcome some of the main weaknesses or to utilize the strengths (see chapter 4)
3. Competitive Strategy

A firm positions itself by leveraging its strengths. Michael Porter has argued that a firm’s strengths ultimately fall into one of two headings:cost advantage and differentiation. By applying these strengths either in a broad or narrow scope, three generic strategies result: cost leadership, differentiation and focus. 
a) Cost leadership

The business works hard to achieve the lowest production and distribution costs, so that it can price lower than its competitors and win a big market share. Firms pursuing this strategy must be good at engineering, purchasing, manufacturing and physical distribution and need less skills in marketing. Firms that succeed in cost leadership often have internal strengths, like: skills in designing products for efficient manufacturing or efficient distribution channels.
b) Differentiation 

Here the business concentrates on achieving superior performance in an important customer benefit area valued by a large part of the market. It can strive to be the service leader, the quality leader, the style leader, the technology leader and so on. The firm cultivates those strengths that will give it a competitive advantage in one or more benefits, the value added by the uniqueness may allow the firm to charge a premium price. Firms that succeed in this strategy often have internal strengths like: skilled and innovative product development team and reputation for innovation and quality.
c) Focus

Here the business focuses on one or more narrow market segments rather than going after a large market. The firm gets to know the needs of the segments and pursues either cost leadership or form a differentiation within the target segment, the premise being that the needs of the segment can be better served by focusing entirely on them. Firms that succeed in this strategy are able to tailor a broad range of product development strengths to a quite narrow segment that they know very well.
(See: Porter, Michael e., Competitive Strategy:Techniques for Analyzing Industries and Competitors)

HTs Competitive Strategy

When comparing the information we have about HT with these strategies, it’s easy to see that there are hardly any aspects that would support the use of the Cost leadership strategy. Due to the limited resources of HT the recommended strategy is “Focus”, because this strategy allows the company to focus on selected segments and thereby makes it easier to know the customers ( both distributors and end-users).For one, this enables the concentration on the actual needs of the selected customers in product development, production, deliveries, marketing activities etc. The competitive advantage in this case comes from differentiation, not from lower prices. Therefore HT should carefully analyze its customers and make the selection even clearer than it is at the moment. In order to be able to differentiate itself from its competitors among the chosen customers HT should chase up the true customer needs in order to be able to adjust the current operations to create more value to the customers.At the moment HT’s products and prices are very similar to those of its hardest competitors ( Interface and Adea) and moreover, they also sell their products through Vepsäläinen.
As can be seen from the Furniture industry report, the amount of distributors is decreasing and the biggest distribution chains are  gaining even more importance. Hence, focusing could include active efforts to build partnerships with the key customers. Vepsäläinen, which has already been a very important customer to HT is a clear candidate for partnership building, because after the latest buyout it could also be a channel for foreign markets. Of course, this requires that HT can create value to Vepsäläinen in order to get them interested in closer cooperation.
4. Suitable actions in order to overcome weaknesses and to utilize strengths

a) Marketing & Customers
· Customer Relationship Management
· HT should analyze its current customer (distributors, customers for public premises) base with help of clear defined criteria (not only current sales volume, but also customer profitability, customer potential, partnership potential etc) and classify the customers according to it
· The offering and customer strategies should be planned separately to each segment (e.g. A, B, C category), these should be in clear written form to systematize the future working 
· More time and resources should be allocated for the key customers in order to be able to build Win-Win partnerships, important to  work together with the customer on top management level in order to be able to make together long term plans, look for opportunities etc.

· Cooperation with the key customers is also the main tool to enhance the distribution and accessibility, because the end users buy furniture from the retail shops and if the products are not there or if they are not well on display in the shops, the consumers will not buy them. The same happens, if the sales persons of the retail shops are not able or willing to demonstrate the products in a positive way. That’s why it is important, that HT invests on the display and selling of its products by providing the retail shops with  up- to date,  high quality marketing materials (brochures, posters, product manuals). HT could also plan portable walls or similar which could be used in the retail shops to create HT shop-in-shops so, that the HT products would stand out from the rest of the products in a positive way.It goes without saying that this should again be planned in good cooperation with the distributors. On top of that, HT could “train” the sales persons of its key customers to ensure their ability and willingness to sell the products to the consumers.
· According to the Furniture industry report there are opportunities in the B-to-B-sector ( furniture for public sector). HT should make a clear plan for this segment and also take into account how to utilize the important opinion leaders, interior design architects, in this sector. This might include special marketing materials, company visits etc.
· Acquiring end-user knowledge

· HT should research its end-users and their needs and wishes in order to be able to take them into account in its operations ( product development etc). If the end users are not satisfied with the products, the distributors will not buy them. Moreover, the consumers are nowadays interested in interior design and therefore often look for ideas and information before actually going to the furniture retail shops. Thus it’s important that HT knows its target groups and is in the right way visible and present in their lives ( the magazines they read, the fairs they visit etc.) Needless to say, the target groups should be specified more clearly than they are at the moment. End-users are important both to producers and distributors, hence, it would be wise to cooperate here, share information and plan together how to make the whole distribution chain from the producer up to the end user more efficient and value adding. ECR (Efficient Consumer Response) activities could be benchmarked from other industries ( already widely in use e.g. among food industry) and implemented with key partners.
· Clarifying the product development and the product range

· HT should define the product range according to the needs of its key customers and target groups and it should apply a procedure to systematically manage the product portfolio so, that new products are planned when there is a need and space for them . At the same time the current products are monitored with the agreed criteria in order to terminate unprofitable products or products that will be replaced by the new models, this ensures that the range of products doesn’t grow too big and resources are allocated to right things. HT can use portfolio models, like the Boston Consulting Group Grid or General Electric Grid for this, but it needs to define the criteria used. 
· Enhancing the Promotion
· In order to ensure visibility on the markets with limited financial resources, HT should continue advertising in the carefully selected interior design magazines.  HT has already been quite successful in gaining visibility also in terms of articles in these magazines but this could be further developed by implementing a procedure, where HT actively approaches the journalists and offers pictures and news of new products etc. It’s good to create personal contacts and make a manual of who to approach, how to approach, how the pictures of the products are delivered or how the furniture items are lent etc. These journalists are important opinion leaders for end users and it’s wise to keep in contact with them e.f. by sending a Christmas card or by inviting them to an event during some furniture fair.
· Internet is nowadays an important communication channel and HT should pay more attention to its website. The website should be renewed according to the same style (Design management) that is used in all marketing communication. The website should also contain more information about the company itself and it should be updated regularly (old news at the moment). If Ht hasn’t got personnel to do this, it could use students from the local higher education schools.The address of the website should be present in advertisements etc.
· Furniture fairs are an important tool furniture companies and HT should continue participating in them. However, this should be planned more carefully and HT could set clear objectives and  afterwards monitor, whether the objectives were met or not, thus enabling the assessment of the whole operation.
b) Human Resources

· Division of workload and problems with the lack of time
· Division of tasks and workload is unclear at the moment, which causes problems. In order to improve the situation HT needs to analyze the work and divide it so, that there is a certain person who is responsible for a certain task /area (like purchasing, HRM etc.)
· Where needed, some things could be outsourced ( part of marketing, e.g. promotion) or HT should acquire otherwise help in order to avoid the current situation where many good ideas never get implemented in full due to lack of time. HT could use students, who need work placements or are writing their thesis in order to get ideas and to arrange marketing or purchasing in a more systematic way.
· If the company wants to pursue to increase export it needs to have a person who has resources, enthusiasm and knowledge in export.
c) Export

· HT could allocate its scarce resources to a more limited number of export countries to gain more results. As can be seen from the case text, the share of export in terms of HT’s turnover has decreased substantially inspite of the actions HT has already undertaken. Even though HT already has experience in export as well as some connections, large-scale export requires big chargements and considering the financial situation, this is not possible. A clear plan for step-by-step internationalization could be helpful and at first HT could concentrate in the nearby areas, where it already has some foothold and strengthen the position there. These areas could consist of Sweden, Norway, Denmark and Russia, which all are already target markets of HT and which are inside the “1000 km rule”. As can be seen from the case text, HT’s important distributor Vepsäläinen has plans in these countries and this could be a good way of gaining more business in these markets,which are big in comparison with the Finnish markets (Finland has 5,2 Mill. inhabitants, St Petersburg 4,7Mill., Stockholm area 3 Mill.)
· HT could also use information about the potential foreign markets in order to be able to plan its operations there better (distribution channels, product adjustments, proper promotion tools etc.), this could again be gained through cooperation with local higher education schools.

TABLE 1. Financial ratios analysis

	HT-Collection Ltd.
	January 03
	January 02
	January 01
	January 00

	Development of turnover %
	6,7
	-5,2
	15
	3,9
	

	Personnel
	25
	24
	21
	
	

	Turnover / person (1000e)
	86,8
	84,7
	102,2
	
	

	Gross profit
	1132
	1051,2
	1075,1
	960,4
	

	Development of gross profit %
	7,7
	-2,2
	11,9
	1,7
	

	Gross profit / person
	45,3
	43,8
	51,2
	
	

	Operating margin %
	5,3
	5,4
	6,6
	8,9
	

	Gross profit %
	4,6
	4,5
	5,9
	8
	

	Quick ratio
	1,2
	1,5
	1,9
	2,7
	

	Current ratio
	3,8
	4,1
	4,4
	7,7
	

	Return on capital employed %
	6,8
	6,1
	8,1
	9,4
	

	Return on total assets %
	6,1
	5,5
	7,5
	8,7
	

	Equity to assets ratio %
	17,4
	14,9
	13,5
	11,6
	

	Gearing
	3,7
	4,4
	4,5
	6,3
	

	Relative indebtedness %
	61,9
	70,8
	72
	80,9
	

	Working capital %
	48
	51,7
	47,7
	57,1
	

	Stocks / turnover %
	38,6
	39,4
	36,2
	44,3
	

	Trade debtors turnover (in days)
	40
	48
	48
	53
	

	Trade creditors turnover (in days)
	11
	7
	13
	12
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	HT-Collection
	Branch   
	
	

	 
	
	-03
	-03
	
	

	Development of turnover %
	
	6,7
	-2,8
	
	

	Operating margin
	
	5,3
	8,2
	
	

	Equity ratio
	
	17,4
	35,2
	
	

	Quick ratio
	
	1,2
	0,9
	
	

	Return on capital employed %
	
	6,8
	7,8
	
	

	
	
	
	
	
	


An example of possible solutions for questions in “option three” / Logistics
Material flow

In logistics Finland has lot of challenges. Finland is only developed country in Europe from which overnight deliveries to Central Europe are not possible. Main transport form to Europe is sea transport. This transport mode requires better package and higher packaging costs. Overall logistics costs are also higher in Finland, calculated from the Gross Domestics Products (GDP) 14,0 % 

EU  11,8%, in Japan 11,4%, in USA 10,4%). And when using railroad transport we have different track width   1524 mm (in central Europe 1435 mm). The change of bogies means extra costs also. 

The main rule in furniture transportations  is that it is profitable to transport  soft furniture not more than 1000 km and hard furniture 1500 km from the production plant. 

As physical products furniture are very sensitive to transport injuries. The most common causes for reclamation are scratches and dents. Supply chain of furniture consists of many transhipments.  The importance of  good package is essential. F.ex. in one furniture company in Finland package costs were 15% from the price. To minimize the risk companies need to know the correct trade terms.  Can be recommended: FCA, CPT, CIP, DDU Incoterms 2000. Not EXW because: 

1. Conflict in export: foreign company as an exporter. 

2. Loading is not on seller’s responsibility. 

3. Unsolved problem: The goods are on buyer’s risk at the seller’s stock from the disposal moment and the transportation insurance is not yet valid. 
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