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THE OPEN UNIVERSITY OF SRI LANKA
COMMONWEALTH EXECUTIVE MASTER OF BUSINESS/ PUBLIC ADMINISTRATION
FINAL EXAMINATION- MAY 2010

MCP 1653 STRATEGIC MANAGEMENT
: ‘ DURATION: THREE (03) HouRS
INSTRUCTIONS: ANSWER ALL QUESTIONS IN PART 1 AND ANY THREE (03} QUESTIONS FROM PART 2.

ANSWERS TO QUESTIONS IN PART 1 ARE ASSIGNED 40 MARKS AND PART 2 1S ASSIGNED 60 MARKS.

PLEASE BE PRECISE AND CLEAR IN YOUR ANSWERS.
LACK OF CLARITY AND PRECISION AND ILLLEGIBLE HAND WRITING MAY CAUSE LOSS OF MARKS

DATE : 15" MAY 2010 . TIME : 9.30 AM—12.30 P.M

PART 1

CASE STUDY
Pure Ceylon Tea Limited

Background
Pure Ceylon Tea Limited (PCT) was established in 1960 as a subsidiary of a group of

companies engaged in plantation management and supply of goods to the estates. PCTs main
line of business during the 1960s and early70s was manufacturing and selling of tea in bulk.
The teas manufactured by PCT included grades such as Broken Orange Pekoe (BOP), Broken
Orange Pekoe Fanning (BOPF), and Orange Pekoe (OP). The company owned four tea
plantations of which two were in Talawakelie, an area known for high quality up- country tea and
another two were in Galle, which is a low country tea producing area. All four plantations had
_their own factories, which handled the manufacturing and packaging of tea in bulk form to be
marketed through the company's sales agents. The company had a continuous supply of high
quality tea from the four plantations. The estates in the Galle district also had a supply of
'bought leaf’ from the tea smaliholders in the area which accounted for nearly 25% of the factory
output,

From bulk tea to value added tea

In early 1980s PCT's Marketing Director Mr. Ben Fonseka made a convincing proposal to the
-top management to invest in a tea blending and packaging plant with a view to entering in to the
- value added tea industry. Stemming from this proposal, the company established an Rs.100 .
Million worth tea blending and packaging plant in 1983. Since the setting up of this plant PCT
o _Limited gradually shifted its business from selling of bulk teas through agents, to marketing of
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value added tea largely in the retail sector. In late 1980s, the company decided to discontinue -
bulk tea sales in the wholesale market and concentrate on marketing of value added tea in the .
retail market where there were several competitors.

Although the company entered in to the value added tea industry by making a substantial
investment, the company did not have a clear marketing plan that guided the busines
operations. The Marketing Director Mr. Fonseka used to take cues from the company's
competitors on different aspects of marketing. For instance, where packaging and pricing were
concerned, PCT closely followed Dilki Teas, which was one of PCT's leading competitors. By-f;
mid 1990s PCT had acquired about 20% of the retail market share for value added tea and Mr. -
Fonseka was planning to increase the market share by a modest 10% during the next two -
years. The accounts of the company indicated that as at end of 1995 the value of PCT's
turnover was in the region of Rs.400 million. According to the accounts, the company had';f
recorded a net profit of Rs. 47million in 1995 which indicated an increase of 20% compared to -
the previous year. However, as the estates have been treated as cost centres, the accounts did -
not reveal whether the tea manufacturing operation was profitable.

Emerging Problems in plantation management

During the period 1995-1997 PCT Limited managed to expand its market share by about 12 %
exceeding the target set by the Marketing Division. Mr. Ben Fonseka, the Marketing Direcior 3'
had been following the quality standard of PCT teas carefully as he felt that quality of tea was a-
critical factor in competing for a higher market share. Mr. Fonseka was a little disturbed abouf_
the occasiona! drop in quality of the tea supplied by the plantations owned by the company. He
also brought this matter to the notice of the plantation managers when ever the quality tests.
indicated a drop in quality standards. Mr. Fonseka once suggested that the price of PCT teas in'_'
the retail market should be reduced compared to that of the competitors in order to capture a
higher market share. However, it was clear to the management that a further reduction in prices'_'
compared to the competitors was not a feasible option for increasing the market share main[y:
due to increasing cost of production.

At a discussion of annual estimates of the four plantations held in Decemnber 1997 the_.
Finance Manager of PCT Mr. Lal Batagoda presented a detailed analysis of the cost of:
production (COP) of the four estates for the past three years and showed how the COP had
increased annually. According to Mr. Batagoda's analysis, the COP of the company's estates
had increased on average by 20% per year due to reasons like increased labour cost as well as
low productivity. The estate managers who were present at the meeting observed that increases
in the COP was beyond their conirol as the plantation industry had to give in to the demand for
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wage increases put forward by highly unionized workers. The Finance Manager however
argued convincingly that the COP of the competitors had not increased in the same pace
compared with the COP of PCT owned estates.

According to the data presented by the Finance Manager, the cost of production of tea in the
two estates in Thalawakelle for the year 1997 had been Rs.102 per kg and Rs.100 per kg
respectively. Mr. Batagoda further observed that compared with the COP of Rs.98 per kg in a
comparable tea estate in the same area, the current COP of the PCT owned estates suggested
deterioration in standards of estate management. The FM also did a similar analysis of COP
with regard to the two estates in Galle and showed that the COP of the company estates was
about 30% higher than the COP of the tea small holders who supplied 'bought leaf' to the
estates. Although the estaie managers cited several reasons that contributed to an increase of
COP, they did not disagree with the FM's point that the increasing manufacturing cost had led to
an erosion of company's profitability. '

According to the points that surfaced during the discussion, the manufacturing operations in
PCT owned plantations have been affected due to several problems. The non-availability of
adequate labour for plucking as well as factory work, interruptions in the manufacturing process
due to breakdown of some of the old machinery and the low level of productivity among tea
pluckers appeared to be the key problems that affected the productivity of the estates. At the
discussion, the estate managers also observed that although the four estates employed a
labour force of 1860 as at end of 1996, the labour shortage in some of the estates was as high
as 25%. According to the estate managers, there was a difficulty in attracting the young people
living on the estates to do the jobs in which their parents have been engaged for generations.
The estate managers pointed out that alternative employment was available in the garment
factories that have come up in the nearby towns and this had affected the supply of labour in the
plantiations. They also stated that availability of pluckers in the estates had been affected due to

preference of young females living in the estates to work as housemaids either in the Middle
East or in the cities.

The issues that came up at the meeting pointed to the fact that PCT's prospects of growth
were dependent to a considerable extent on its ability to control manufacturing costs and
improve the productivity of the estates. The Managing Director of PCT Mr. Gamini Madawala
thought that it was necessary to set up a task force to look in to the problems faced by the
estates in more detail. Hence, he appointed a team comprising the Finance Manager Mr.
Batagoda and Mr. Nihal Manatunga, an expert on tea manufacturing, to investigate In to the
current status of management in the four tea estates and identity prospects for improvement.
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The team in action

In the following two weeks the team visited the four plantations on a fact finding mission
During the visits lo the two plantations in the Thalawakeile region the team observed several
weaknesses in management practices that had affected productivity as well as quality of the tea
manufactured. It was found that the leaf plucked had not been weighed on the spot and the |
pluckers had to carry the plucked leaf packed in gunny bags to the weighing sheds. This seems
to have affected the quality of leaf on the one hand and the level of fatigue of the workers on the :
other. Because, the pluckers had to walk about two kilometers from the plucking fields to the
weighing shed carrying the plucked leaf. The weighed leaf was transported from the weighing :_;
shed to the factory in a tractor. The team also observed that the labourers who attended to :{3
loading and un-loading of leaf were sitting on the gunny bags packed with leaf while they were “
being transported.

Mr. Manatunga, who was an expert in tea manufacture, noted that the process of weighing
and transport of leaf affected the quality of leaf fed to the machinery. In one of the estates it was
observed that the factory workers were feeding the leaf to the machines manually. As the
mechanical system of feeding the processed leaf to the tea drier was not working due to a
breakdown, the workers were seen feeding the driers manually. Mr. Manatunga also found tha
due 1o poor maintenance of factory machinery, there was a smoke leak in one of the drier
which had the potential to affect the quality of tea adversely. When inquired from Mr. Attipola
the manager of the estate, as to why the drier had not-been repaired, Mr. Attipola's response
was. "l do not have a trained mechanic to attend to machinery maintenance, and my Factory
Officer attends to maintenance with the help of some labourers. As they could not attend to the
smoke leak in the drier, | have contacted an engineer at Colombo Commercial Company to ge
this job done. However, we do not have a service contract with the company for machinery
maintenance as in the past: therefore, it takes a little time to get a job done. You know, after the
company was taken over by the government some of the good engineers have left the company
and the service standards of the company have also gone down. | know that this smoke lea
affects the quality of tea, but | can not stop manufacturing until the drier is repaired"

Having visited the four estates Mr. Manatunga noted that an immediate action programme
was needed for improving the present status of the machinery as well as manufacturing
practices if the company was to achieve high standards of quality. He noted that over time the
estates have seriously neglected machinery maintenance which had resulted in frequen
breakdown of some of the machinery. According to his understanding of the situation, the estate
managers have been more concerned with meeting the production targets than meeting the
quality standards. He also noted that the estate managers were found to be less aware of the
value added tea industry in which the company was engaged and the stringent quality
standards applicable to value added tea business.
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The other member of the team Mr. Batagoda inquired about the finance management and
stock controlling practices adopted by the estates. He found that large stocks of tea were being
held in all four estates. In one of the estates, a large stock of semi-processed tea had been held
for over 45 days. Mr. Batagoda was surprised to find that at any given time the company had
tied up about Rs.50 million in stocks. He found that the tendency to accumulate processed tea

stocks in the estates had begun after the company did away with the earlier practice of dealing
with bulk tea sales. It appeared that the quantity of tea produced in the four estates had at times
exceeded the requirement of the blending and packing department probably due to the fact that
Marketing Division, which handled the function of blending and packing, not only used the tea
manufactured in company owned estates but also purchased teas of diiferent quality from
outside suppliers for the pUrpose of blending. When inquired about the accumulation of stocks,
the estate managers defended themselves by stating that their job was io grow and
manufacture tea on behalf of the company and it was the job of the people at the head office to
sell the tea.

During his Investigation Mr. Batagoda found that the estate managers have adopted the
practice of delaying authorization and submission of invoices to the head office for effecting
payments to suppliers. Mr. Balagoda noted that the estate managers have adopted the practice
of delaying payments to suppliers well over the credit period in order to show a favorable cash
flow position, because the head office considered the cash fiow in evaluating the performance of
individual estate. Although the delay in settling payments had made the suppliers unhappy, Mr.
Batagoda felt that in order to control costs, the present centralized system of payments should
continue. When some of the estate managers expressed the view that the present centralized
system of supplies and payments sometimes caused delays in procurement apart from adding
un-necessary paperwork, Mr. Batagoda attempted to defend the system. He said that bulk
purchase of supplies from reputed suppliers registered with the company not only allowed credit
facilities but also ensured competitive prices and discounts. Mr. Balagoda suggested that the
- system can work well if the estate managers were able to identify their requirements in advance
and cooperated with the head office staff by submitting the authorized invoices on time.

Towards Resolving the Issues

At the end of the fact finding mission, both Mr. Manatunga and Mr. Batagoda felt that it would be
better if they met the members of the top management individually to find out what they thought
. about the current situation as well as the future of the company. The meeting they had with Mr.
. Madawala, the Managing Director of PCT Limited was found to be very useful as the team
members were able to brief the MD on the findings of the mission and get a feedback on the
- thinking of the top management. The MD Mr. Madawala, who happened to be a retired planter,




believed that the problems in the estates are created largely by the politically strong trade
unions and the estates were vulnerable to frade union pressures due to heavy dependence on
labour. Mr. Madawala felt that the only long term solution to problems in the plantation industry
was mechanization. The MD agreed with Mr. Manalunga that priority should be given to
maintenance of factory machinery and improvement of quality of manufactured tea. However,
Mr. Madawala believed that the future of the company depended more on value addition than
manufacture of bulk tea.

The team had a meeting with Mr, Joe Brianpillai, Senior Manager- Plantations to brief him
about the findings of the mission, Mr. Brianpillai, who was a senior plantei‘ with a wealth of
experience, emphasized the importance of carrying out a programme of factory modernization
in order to improve the quality of tea, According to his opinion, the company's future depended
on improvement of quality. Hence, he stressed the importance of new capital investments to
replace the old machinery in the estates. When Mr. Batagoda highlighted the evidence of poor
management in the estates Mr. Brianpilial was apparently disturbed. In a defensive mood he
said, "Our boys are doing their best to improve the productivity. The problem is the unions which
do not allow the management to utilize labour in the best possible manner®. Towards end of the
discussion Mr. Brianpillai admitted that the standards of management in the plantations have
dropped compared with the past and that it was necessary to enforce accountability for results
more strongly He also added that it was necessary to take a fresh look at the current system of
perfarmance review and rewarding if one were to get the best out of the people.

The final meeting of the team was with Mr. Ben Fonseka, Marketing Director of the
company. Although Mr. Fonseka did not have any professional qualification in marketing, he
appeared to be a person well versed in the subject mainly because of his extensive experience
in the tea trade. From the very beginning, Mr. Fonseka spoke with a sense of achievement and
he said, "We started from scratch in early 1980s and today we have a decent share in the value
added tea market. | will not hesitate to push my plans to enter the export market within the next
two years. My main problem is the variation in the quality of tea produced in our factories. When
the quality drops, | have no option but to purchase the right quality teas from outside. | am
aware that some of our estates are carrying large stocks of tea, but | can not help it. Because
you know that unlike in the bulk tea trade, in our business of value added tea you can not simply
dispose the output, you have to market a product in a competitive environment."

Mr. Fonseka appeared to be little unhappy about the current situation as he thought that th
managers and the staff involved in tea production seem to be less sensiiive to the quality
requirements in the value added tea industry He even felt that the coniribution made by th
Marketing Division to sustain the company has not been adequately recognized. In concludin
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the discussion Mr. Fonseka séid, "Tea industry is over hundred years old, so are the
management practices in this industry. If one says that these management practices are no
longer valid. | will not disagree".

Having concluded the field visits as wel! as the discussions with the top management of the
company the team members were convinced that PCT Limited needed to take urgent action to
arrest the situation that was declining. Being an expert in tea manufacturing, Mr. Manalunga
was of the view that any change should start from the basics in machinery maintenance.
Although Mr. Batagoda did not disagree with Mr. Manatunga, he stili thought that the problem in
the company was more complex and it demanded far-reaching changes.

(Source: Sudatta Ranasinghe (2005), /n Search of Organizational Realities- A Journey through
Sri Lankan Cases in Managermnent, Colombo, Postgraduate Institute of Management)

1. Based on the information given in the case study undertake an analysis of the four key
factors; structure, culture, processes, and resources in relation to (i) Environmental
requirement, and (ii} Degree of match or mismatch. (08 marks)

2. (l) What is the key strategic goal pursued by the Pure Ceylon Tea Company and in what
manner a lack of fit of the above key factors with the environment is likely to affect the
strategic goal? (07 marks)

(I} Using the concept of “stretch” explain how the issue of mismatch should be
addressed. Give at least one example related to each factor. (08 marks)

3. Specify two strategically important goals for the Company and develop an appropriate
strategy for achieving those goals based on SWOT analysis. (10 marks)

4, What advice would you give Marketing Director Ben Fonseka with regard o entry in to
export market? {07 marks)
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PART 2: Theoretical Foundations (Answer any three (03) questions. Each answ
carries 20 marks)

5. In essence the task of the strategist is to understand and cbpe with competition. Ho

true is this statement in relation to the telecommunication industry or banking and
finance industry in Sri Lanka?

6. "Industry structure drives competition and profitability, not whether an industry produces:
a product or service, is emerging or mature, high tech or low tech, regulated
unregulated.” Michael E. Porter. Discuss.

7. “Factory fresh tea” is the theme of Dilma Tea's global business strategy. Explain the role
of value chain management in sustaining the competitive advantage of Dilma Tea.

8. Briefly outline the Generic Strategies and explain using relevant examples how a
differentiation strategy could help achieving effective results in the eco-tourism industry.

8. Select a business organization of your choice and explain how Balanced Scorecard can
be applied as a tool to ensure sustainable growth in business.

(Copy rights reserved)




