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TEACHING NOTES
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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.
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A) LEARNING OBJECTIVES

Tasks, which can be used on different courses (entrepreneurship, logistics, financing, internationalization).
The participants will understand 

· How to analyze SWOT

· How to write the dynamic model of business idea

· How to evaluate advantages and disadvantages  of the own transportation fleet

· How to choose the best delivery terms
· How to analyze the loss and profit as well as the balance sheet from 2003.
· What are the reasons and prerequisites for internationalization

A) SUGGESTED SOLUTIONS TO QUESTIONS

· SWOT-Weckman Steel

	Strengths

· well-established relations

· family business: quick reactions, owners present

· high quality

· long experience in the field

· traditions

· market leader, strong position

· solvency

· manufacturing site and biggest part of the machinery of own production

· own transportation fleet
· moderate growth
· location in Vierumäki, close to big cities f.ex. Helsinki and Lahti

· motivated personnel

· high equity ratio
· daughter companies in Estonia and Czech Republic
· new services as part of the offering

	Weaknesses
· traditions: managing team from the same family, lack of willingness to change, relying on previous ways of working

· seasonal products

· communication (internal, external)

· lack of networking (most of the things done by themselves)

· no outsourcing

· limited opportunities for career development

· relatively low salaries do not appeal to best professionals

· marketing



	Opportunities
· networking
· export
· anticipated growth in the industry
	Threats

· harder competition , e.g. from low cost countries
· recession

· availability of motivated personnel in the future
· high world market prices for raw materials
· Rautaruukki  the market leader -> sets the prices



· DYNAMIC MODEL OF BUSINESS IDEA
How the company will earn money?
	Market Need

Steel sheets: private constructors with need of quality and durable roof materials
Warehouses and trailers: farmers and firms with need of steel-framed stocking space or high carrying capacity  

	Image

Good quality (ISO 9002 and ISO 9001 certificates), pro environmental,  professionally skilled producer with flexible service.

	Product/service

Products: trailers, warehouses and profiled steel sheets, Service: assembly and measurement of profiled steel sheets, transportation services

	Target group

Agriculture, industry and construction in Finland  (52%) and foreign countries (48%)
Retailers as steel companies, construction equipment companies and wholesalers

construction stores and chains and wholesalers
End users: private constructors or renovators of houses and construction companies 
Farmers and companies 



· ADVANTAGES AND DISADVANTAGES OF OWN FLEET

           AND THE CONTRACT HIRE
The advantage of the first one is normally the disadvantage of the other option, the final decision means that the company has to have a clear priority of criteria
ADVANTAGES





DISADVANTAGES
	· image (driver is the last person customer sees)
· flexible system, ready when needed
· special requirements can be met, both the equipment and the skills of the personnel (even special services)
· taxation (depreciations)

· less reclamations (own drivers know how to handle the goods, less re-loadings)
· benefits in inbound logistics (raw materials carried in return freights)
· better control

	· costs: capital costs (the price of vehicle: 200.000 – 300.00 €), insurance, traffic
· operational costs: fuel, maintenance, wheels

· personnel costs

· exact costs can be hard to define

· garage (own or rented), yard, security

· if the demand (types of products) will change, what to do with the old equipment

· it the demand is very diversified, the demand of different kinds of vehicles is too high


· DELIVERY TERMS

In foreign sales to Russia and Hungary the delivery term  FCA Lahti (Incoterms 2000) is used. Weckman Steel Oy uses this term  because the customers have their own transportation equipment. The forwarding is bought from a forwarding company in Lahti. When delivering to Germany, Poland and Iceland, the delivery term used is DDU (Incoterms 2000), delivered duty unpaid. It means that the seller delivers the goods to the buyer, not cleared for import, and not unloaded. The seller has to bear the costs and risks involved. Recommended delivery term among EU-countries.
In domestic sales the delivery term NOL (Finnterms 2001) is used, if the customer picks up the products from Weckman Steel. The risk is transferred to the buyer when the goods are placed at the disposal of the buyer at the seller’s premises. In this case loading, transportation and unloading is the liability of the buyer. When a  company uses its own transportation equipment to deliver the goods to the buyer, the delivery term CPT, carriage paid to, (Finnterms 2001) is used. In this case the seller delivers the goods to the named place of destination. The buyer must bear all risks of loss of or damage to the goods from the time they have been delivered  to the first carrier. 
· REASONS AND PREREQUISITES FOR INTERNATIONALIZATION
Reasons

Reasons for internationalization can be classified in different ways, one of them is the division between so called “push-factors” and “pull-factors”:

	PUSH FACTORS

· small domestic markets

· open domestic markets

· saturated domestic markets

· the distant location of Finland to the main markets

· know how outside Finland / strive for higher technological level

· ensuring the supply of raw materials

· image factors


	PULL FACTORS

· big potential for demand

· openness / removal of trade barriers

· openness / easier access to information

· more homogeneous buying habits


Reasons for internationalization in Weckman Steel:

When considering the situation of Weckman Steel, it can be seen that the three first push-factors (small, open, saturated home markets) are among the main reasons for internationalization. Another important aspect for WS is to be close to the raw materials, for example Russia.On top of these,the sales in Finland are seasonal due to the four seasons -> internationalization gives an opportunity to balance these changes.
As for the pull-factors, the major reason could be the big potential for demand especially in the Russian market due to the high demand in renovation and in new building.
Preconditions for export

When a company is interested in starting to export it should first analyze prerequisites for export. These can be classified into internal and market related prerequisites.

1) Internal / company related prerequisites

a. Economic resources

b. The suitability of the product for export

c. Financial status

d. Human resources

e. Commitment

f. Language skills

Internal prerequisites of Weckman Oy
-Based on  the financial reports financial resources are good

-> profitability good, solvency: very good, liquidity: very 
good and WS has quite sufficient economic resources in terms of machinery and production capacity to meet the needs of foreign customers.  However, it’s important to take into account that if WS receives really big foreign orders that might cause difficulties with delivery times and capacity.
- Daughter companies abroad: in Czech Republic and Estonia, partly owned companies in Sweden and Germany,  exporting already to 17 countries, language skills (German, English, Swedish, Russia.), encourages the staff to acquire more training and education, development discussions ; all these factors indicate that WS is committed to internationalization and also has at least some of the needed human resources to do it. 
The following factors (2 & 3) are related to the selected target market and can be assessed only when a certain target market has already been chosen, therefore there are no suggested solutions for these here.
2) Market related prerequisites

· General conditions in the target market

· the level of the economic development

· the political and social situation

· geographical factors

· the structure and development of demand

· factors connected with  language and culture

·  Conditions connected with the product and the line of business

· Demand

· own production in the target market

· import and export

· consumption and its development

· customer groups, their number, quality, buyimg habits

· need for product adjustment / development by customer groups

Supply

· competition: the number and quality of competitors, way of working

· price level and its structure in different groups

· competitive tools and their use in marketing

· the structure of distribution channels, their use and cost

3) Official regulations and legislation

a. export restrictions and licences

b. customs treatment, taxes  and other official fees, import procedure

c. quality and marking regulations

d. regulations of environmental protection

e. contract laws

f. product liability laws

g. company laws

h. currency regulations

· ANALYZING PROFIT AND LOSS ACCOUNT

Key figures

	Weckman Steel Oy
	Decem.03
	Decem.02
	Decem.01
	Decem.00
	Decem.99

	Development of turnover %
	-6,6
	1,3
	-0,9
	19,3
	-9,8

	Personnel
	186
	188
	188
	182
	176

	Turnover / person (1000e)
	204,8
	216,9
	214,2
	223,2
	193,5

	Operating profit
	10405,7
	12432
	11299,8
	10945,8
	9798,3

	Development of gross profit %
	-16,3
	10
	3,2
	11,7
	1,4

	Quick ratio
	3,1
	3
	3,8
	2,2
	1,9

	Current ratio
	5,5
	5,8
	8,3
	4,4
	3,7

	Return on capital employed %
	15
	20,7
	16,5
	19,9
	16

	Return on total assets %
	13,3
	18,9
	14,8
	16,8
	13,7

	Equity to assets ratio %
	87,3
	84,8
	87,9
	79,9
	76,4

	Relative indebtedness %
	7
	8,3
	6,1
	10,6
	14,6

	Working capital %
	19,2
	19,5
	22,7
	19,6
	19,1

	Stocks / turnover %
	16,7
	18,2
	18,2
	17,8
	20,6

	Trade debtors turnover (in days)
	22
	15
	19
	18
	20

	Trade creditors turnover (in days)
	17
	14
	3
	15
	32

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	Weckman
	Branch   
	
	

	 
	
	-03
	-03
	
	

	Development of turnover %
	
	-6,6
	-1,2
	
	

	Operating margin
	
	6,9
	10,4
	
	

	Equity ratio
	
	87,3
	43,5
	
	

	Quick ratio
	
	3,1
	1,1
	
	

	Return on capital employed %
	
	15,0
	12,9
	
	


Profitability:
good

Solvency: 
very good

Liquidity:
very good

B) LEARNING OBJETIVES OF INTERNATIONALIZATION PLAN 

The overall objective

The student 

· understands the  internationalization  process 

· knows the basic concepts of international marketing and possible data sources

· understands the reasons and prerequisites for internationalization

· can utilize the information gathered during the project

· knows the functions of international business (f.ex. operation modes, transportation modes, packaging, delivery terms, financing, export documents) 

Learning objectives

The case company wants to explore the possibilities to expand their business to Latvia, Spain and France. Participants write an internationalization plan to the company. It will include the following aspects: 

	T
	INTERNATIONALIZATION PLAN
	HOW?
	W

	
	- report and presentation
	
	E

	H
	
	
	C

	
	INTERNATIONALIZATON PROCESS
	WHAT, WHERE, HOW? etc.
	K

	E
	- country decision, market analyzes, int. marketing tools, operating modes, marketing plans, logistics, 
	
	M

	
	
	
	A

	O
	BASIS  FOR INTERNATIONALIZATION
	
	N

	
	- starting point analyzes
	
	

	R
	
	
	C

	
	REASONS AND PREREQUISTIES FOR INTERNATIONALIZATON
	WHY? 
	A

	Y
	
	
	S

	
	
	
	E


B) SUGGESTED SOLUTIONS TO INTERNATIONALIZATION PROCESS
INTERNATIONALIZATION PLAN
From the enclosed material the teacher can get hints how to help the students with the internationalization plan.
While planning the strategy for international operations the company should  consider which changes export can cause in the following basic functions of the company:
1) International Marketing Strategy

a. target /segment strategy

b. product strategy

c. promotion strategy

d. pricing strategy
e. distribution strategy

2) International Production Strategy

a. international purchasing strategy

b.  “ “                 research and product development strategy

c.  “ “                 technology and technology transfer strategy

d.  “ “                  production strategy

e.  “ “                  logistic strategy

3) International Financing Strategy

a. financing of the international capital investments
b. short and long term financing strategy

c. international working capital strategy

d.  “ “                 bookkeeping system

e.  “ “                  taxation strategy
f.  “ “                   currency strategy

g.  “ “                  risk management etc.

4) International Human Resources Strategy

a. defining the need for personnel
b. recruiting and selection of personnel

c. training, supervision of work and career planning of personnel

d. payroll system of personnel
e. compensation of personnel

f. motivating of personnel

g. tutoring and control of personnel

SUGGESTED TABLE OF CONTENTS 
The internationalization plan should include rhe basic components of internationalization strategy:
1. Selection of market area (TO WHICH COUNTRY AND WHY?)

2. Product decisions (WHAT?)
3. Selection of distribution channel? (THROUGH WHICH CHANNEL?)
4. Price decisions (AT WHICH PRICE?)
5. Marketing communication (HOW TO SUPPORT SALES?)
· 2-5 = competitive tools of international marketing
Practical operations (WHAT and WHY decisions)
6. Delivery terms  (Incoterms 2000)
7. Transportation modes (air, train, sea, road)
8. Export documents ( filled in and enclosed as appendices)
9. Terms and methods of payments  (methods: letter of credit, cash against documents, etc.)
Useful reading

Incoterms 2000

International Marketing , an SME Perspective: Sean de Burca, Richard Fletcher, Linden Brown 2004
