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Nowadays many companies are eager to expand the barriers and enter a new market. Despite the bad
economic situation on the Russian market, foreign companies still try to enter it and find new customers.
The Russian market provides big opportunities, but only in the case of successful implementation of
the knowledge the company has and researches it has conducted.

The thesis was commissioned by Sievi-Tools Oy. It is a small Finnish company providing milling- and
mould production services, which is famous for a high quality of final products. The objective was to
conduct a market research and provide information about different aspects of entering the Russian mar-
ket, suggest an entry model and give the final opinion in the conclusion.

The main research method was qualitative research. For this thesis, only the newest and relevant sources
were selected from the Internet. Different kinds of articles, official documents and reports were ana-
lysed, and all needed information was found This method was used to describe the principles of milling,
different types of milling machines, Russian market analyses, entry mode description, and marketing
in the theoretical part. The empirical part of the thesis is connected to direct work with Sievi-Tools. It
includes various analyses such as competitor analysis, customer analyses etc. and translating and cre-
ating marketing materials

As aresult, it was found out that the Russian market is not easy to enter for Finnish companies providing
milling services due to much competition, customs, lower prices and faster delivery of Russian com-
petitors. However, if the company wants to open a branch with the same high quality of final products,
there is an opportunity to attract customers and achieve great results. The suggestions on how the com-
pany should enter the market in the Conclusion part were made based on the pre-formed analyses and
found information.
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CONCEPT DEFINITIONS

B2B — Business to Business

B2C — Business to Customer

CNC milling — Computer Numerical Control milling.

EXW — Ex Works Incoterms 2010

GDP — Gross Domestic Product

PEST analysis is a tool for situational analysis that helps to analyze the market. PEST stands for Political,
Economic, Social and Technological factors of the analysis.

SWOT analysis is a tool used to help the company to develop a business strategy. SWOT stands for
Strength, Weaknesses, Opportunities, and Threats.

VAT - Value Added Taxes
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1 INTRODUCTION

Despite the sanctions against Russia and the economic downturn, foreign companies are still attracted
by the Russian market. Russian economy rather quickly can adapt to new conditions and catch up with
what it has missed, and that is why even with the influence of dozens of sanctions and restrictions the

foreign investors would still like to cooperate with Russia.

1.1 Background and objectives

Entering new foreign markets is one of the most popular strategies to expand the business and attract
new customers. Companies all around the world are trying to become international by selling online,
exporting or even opening branches in different countries. In order to achieve the internalization goals
successfully and get to the new market, much work should be done. The companies should analyse the
market, make research about competitors and customers, as well as get into the details about local laws.

All this work should be done before entering and by professionals.

Finnish companies that are eager to expand the barriers and enter new markets usually pay attention to
the neighbour countries such as Russia, Sweden or Norway. The study of this thesis was completed for
Sievi-Tools Oy. It is a small Finnish company planning to expand its business and the Russian market
is one of the choices it has. The company provides services of computer numerical control (CNC) milling
and moulds productions. Sievi-Tools Oy has a great reputation among the customers and points out the
quality as the main advantage. The company has a much experience of approximately 20 years of suc-

cessful work and has a staff of 20 qualified professionals.

1.2 Research questions

The main objective of the thesis was to provide the research and recommendations for Sievi-Tools Oy
concerning entering Russian mechanical market. In order to do it, the different types of analyses and
researches are required, so in the conclusion, the main questions was: what Sievi-Tools Company should

do in order to receive the highest result when entering the Russian market.



At the beginning the list of tasks and questions was set as follows:
» Market study and operating environment analysis of Russian mechanical engineering markets
limited to Moscow and Leningrad areas.
What does it take to start export sales?
What are the limitations and sanctions?
Creating a competitor- and SWOT analyses.
Market segmentation and strategic choices.

Action plan and goals.

V V V V VYV V

Developing marketing material for the Russian market.

Moreover, there was a plan to take a trip to and participate in Saint-Petersburg subcontracting fair in

March 2019 but later these plans were cancelled due to private reasons of the company.

1.3 Research limitations

The main limitation of his thesis was connected to the areas. This research and analyses covers only the
Moscow and Leningrad area due to the fact that the territory of Russian Federation is very big, and it
would be impossible conduct such as extensive study in a short period of time. Moreover, the PEST
analysis was done considering the company’s wants and needs and some points were excluded. For
example, such topics as the religion, ecological production, ethnical variety etc. were not important in
the case of the main objective and goals of Sievi-Tools Oy and were left out.

1.4 Structure of the thesis

The thesis consists of several parts, - the theory about CNC milling, Russian market analysis, working
with Sievi-Tools Oy, strategic choices, different types of limitations and marketing. In addition, the
thesis can be divided into two parts, - theoretical and empirical. The first one is connected to all the
theoretical information as CNC milling and different types of CNC milling machines, the PEST analysis
and analysis of Russian mechanical market, information about sanctions and limitations, the description
how to open a branch or start export, and about marketing strategies. The practical part is connected to
direct work with the company, - conducting a competitor- and SWOT analyses, looking for potential

customers, translating and creating brochures and so on.



2 CNC MILLING

Before proceeding with the computer numerical control milling, we should define what milling and CNC
mean separately. It is important to understand each term in order to get an overall picture of what CNC

milling is and what it does.

Computer numerical control or CNC is a code that gives the machine an instruction on how the process
should be done and what kinds of moves the machine should make. Principally, it declares how to pro-
duce a virtual object into a real one. The computer transforms this code into Cartesian coordinates that

are used in the actual work and help to produce the goods with a high degree of precision. (Theias 2019.)

Milling machines are machines used for cutting and drilling the materials whether it is metal or wood
and can be done manually or with the help of CNC. The main purpose of this process is to remove
unnecessary material to make the desired shape and form of the needed part. Such machines use a milling
cutter which is a rotating cylindrical tool. The advantage of milling machines over others is that they can
perform cutting in different angels with the ability to move along different axes. (Theias 2019.) Thereby,

we can define several types of milling machines.

CNC milling process consists of several stages. The first stage is designing 2D or 3D part which is then
converted into a CNC-machine program that later defines the actions and movements which the machine
should make in order to finish the right workpiece. The second step is to prepare the machine. An oper-
ator places the workpiece on to the worktable or vice and attaches the needed milling tools. When eve-
rything is ready, the machine is launched, and the process begins which means that the machine rotates
the cutting tool which cuts into the workpiece. Then the piece, if needed, can be measured in order to

check if everything is correct or the surface can be polished. (Ronquillo 2019.)

2.1 Classification of CNC milling machines

As was mentioned before, CNC milling machines can be classified by a number of axes or by the type

of the mill:



/ CNC Milling machines \

Number of axis Type of mill
2-axis J-axis 4-axis S-axis

Vertical mill Horizontal mill Enee mill

FIGURE 1. Types of CNC milling machines (adapted from Theias 2019)

The 2-axis machines are able to cut in the x- and z-axes, so the work can be done only in the vertical or
horizontal direction. The 3-axes machine have an additional y-axis that allows cutting vertically in any
directions but without the ability to cut below. The 4-axis machines have the ability to rotate the x-axis,
while 5-axis machines can rotate the x- and y-axes in the same time which makes such machine the most
complicated. (Theias 2019.)

Another classification is by the type of mill it has. We can define three types of mills: vertical mill,
horizontal mill and knee mill. As shown in the PICTURE 1, the vertical milling machine consists of the
table and the arm where the spindle is attached. The table moves along the z-axis in order to reach the
fixed arm. The horizontal milling machine means that the spindle is placed horizontally which is better
for working with longer and heavier pieces of work. A knee milling machine is a type of milling machine
where the table can move up and down according to an adjustable knee. (Theias 2019.)

Types of CNC milling machines

Horizontal CNC Milline Machine Vertical CNC Milline Machine




PICTURE 1. Types of CNC milling machines (adapted from Ronquillo 2019)

2.1.1 Advantages and disadvantages of CNC milling machines

What are the advantages of using CNC milling machines? First of all, the machines allow minimizing
the human factor when processing the details. This is possible because of the automatic mode based on
the dimensions inserted in the program and as a result, there will be the final product with the highest
accuracy rate and the perfect surface quality. Additionally, the CNC milling allows producing a great
volume of parts in a short time. Another advantage of using CNC machines is the reduced production
costs which affect the final price and give the company a competitive advantage. Moreover, before mill-
ing starts, the 3-dimensional model is created which allows producing the most complex shapes with
exact dimensional compliance. Moreover, the machines are equipped with cutters with wear-resistant
heavy-duty edge coating that ensures the highest quality of cut. (Formung 2019.) Another privilege is
that CNC milling machines can work with a wide range of materials. The workpieces can be made of
aluminium, stone, steel, titanium, plastic, glass, wood, nylon etc. Thereby such technologies can be used
not only in the production in aviation, space, medicine but also in furniture manufacturing, prototyping,

sculpture making and so on. (Ronquillo 2019.)

The disadvantages of CNC milling can be the high cost of complicated shapes or even the impossibility
to manufacture them. Further, the starting cost of CNC machining is very high and may not be profitable
for low-cost prototyping, for example, the prototyping where the plastic is used as the material. Further-
more, the lead time of CNC milling can be longer than 3D printing. Lastly, this process requires expert

knowledge which means that this service is not always available. (Bournias-Varotsis 2019.)



3 RUSSIAN MARKET ANALYSIS

Situation analysis is an essential part of the preparation for implementing the strategic plan. The PEST
analysis represents the main component of a situation analysis and should be done periodically every 6
or 12 months in order to identify changes in the macro-environment. PEST stands for Political, Eco-
nomic, Social and Technological factors. This analysis also can be extended to PESTEL analysis where
such factors as Environmental and Legal factors are included, or PESTELI, PESTL and so on. Organi-
zations that regularly monitor and respond to changes have a significant advantage over competitors.
The outcomes can help in identifying opportunities and threats in a SWOT analysis. (Post 2018.)

3.1 PEST: Political factors

Political factors represent the level of involvement the government and government regulations impact
the organization or industry overall. The political situation in Russia is rather stable nowadays. It is a
semi-presidential federation with a Constitution as the main law. The president is elected every 6 years
and nowadays Vladimir Putin takes this position. (Guzanova 2015.)

Russia is more often than not a conservative country, so the domestic policy is more traditional. How-
ever, Russia belongs to various international organizations as the United Nations, World Trade Organi-
zation, Europe and Eurasian Economic Union and others. Nowadays Russia has established relationships
with around 191 counties and 144 embassies which show the active involvement in international rela-

tionships and activities. (Guzanova 2015.)

Additionally, when doing business in Russia, a company should be aware of the high corruption level,
especially in the judicial system and public procurement. The corruption has the biggest negative effect
on the competition on the market. The Russian Federal Anti-Corruption law states that all companies
should create and follow the anti-corruption program, but in practice, this law is mostly ignored which

has resulted in bribery, facilitation payment and all kinds of gifts. (Gan 2018.)



3.2 PEST: Economic factors

Economic factors impact the economy which directly affects the organization’s performance. The eco-
nomic situation in Russia can be characterized as unpredictable. After the collapse of the Soviet Union,
the Russian economy has been changing towards a market-based system. However, there is still a high
difference between social groups and the officials have the biggest rate of wealth compared to others.
After the reforms in 1990, some industries became private, but such sectors as transport, banking, social

media, defence and energy-related sectors are under the control of the government. (Guzanova 2015.)

Russia is known as the country where the main production is natural gas, oil, aluminium and steel and
its economy is highly dependent on the prices of these products. Nowadays the economy situation is
decreasing due to the fall of global oil prices, sanctions and other limitations. The Central Bank has
forecast the decline in the gross domestic product (GDP) by 0,5%, while the Russian Ministry of Eco-
nomic Development has expected a growth of about 0.7% per year. (Guzanova 2015.)

2000 2004 2008 2012 2016

FIGURES 2. GDP Growth Rate (adapted from Trading Economics b)

The GDP in the fourth quarter of 2018 was higher by 0.80 % comparing to the third quarter in the same
year. The average growth of the GDP is calculated as approximately 0.74 % annually from 1995 until
2018 where the highest one (4.10%) is in the first quarter of 1999 and the lowest one (- 5.40%) in the
third quarter of 1998. (Trading Economics b.) Above there is a chart that shows the fluctuation of the
Russian GDP Growth Rate from 1998 till these days. As one can see there was a recession during 2014-

2015 but now the rate is increasing and stabilizing.
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FIGURES 3. The interest rate (adapted from Trade Economics a)

The interest rate in April 2019 is 7.75% and it is a little higher than the average of 7.32 % from 2003
until 2019. The highest interest rate was 17% in December of 2015 and the lowest rate was 5% in June
of 2010. (Trading Economics a.) Above you can find the chart where all the fluctuation showed from
June 2010 till May 2019.
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FIGURES 4. Exchange rate (adapted from The World Bank)



Due to the sanctions and economic crisis, the exchange rate of RUB significantly decreased compared
to the past 5 years. On the tables above, we can see the fluctuation of RUB to EUR during the last 6
years. In the case of EUR/RUB rates, the exchange rate increases at the beginning of 2018 and then falls
in the middle and grow at the end of the year. It is forecasted to have an increase in the EUR/RUB rate
in 2019 but not significant. (Trading Economics d.) According to The World Bank, as of January 2018,
the financial sector in Russia has stabilized and it seems the domestic business confidence is slowly
growing. However, the demand for loans is still low and asset quality is weak. Banks are performing
financially better, possibly due to the cleaning of the banking sector: as of January 2017, there are 110
fewer banks in Russia compared with the same month of the previous year. Oil prices, government
finances, and imports continue to be seen as risks. (World Bank 2017.)

The standard corporate tax rate is 15.5% to 20%, where 3% goes to the federal budget and 17% is for
relevant constituent regions. Additional tax for foreign companies on income that is not obtained by the
permanent establishment is 10%. The VAT is 18% while the reduced rate of VAT is 10% and applies
mainly to basic food, children’s goods, medical goods and pedigree cattle. A 0% rate applies to specific
goods and services including supplies to diplomats, the sale of raw hydrocarbons extracted from Russian
territory. As well, as Russia became a member of World Trade Organizations (WTO), the average bound
tariff rate was lowered from 10% to 7,8% by 2017. (Santander 2019a.)

3.3 PEST: Social factors

Social factors describe the social environment and trends in the target country. This analysis helps better
understand the customers and adaptation. As for B2B marketing and mechanical engineering business,
CNC machining to be specific, the social factor can be considered not important since the age, population
growth etc. do not affect this business. However, it is significant to define the attitude of Russian cus-

tomers toward imported goods, saving and investing, and buying habits.

Russian customers are attracted by foreign products since the quality of such products is considered to
be high comparing the quality of the domestic products. However, there is a belief that Russian compa-
nies have a better understanding of the Russian culture and thus the domestic products are more suitable
for Russian customers. Moreover, Russian customers tend to categorize the products depending on the
country of origin. For example, they believe that Italian, French or Korean clothes are fashionable, while

the products of Germany are high quality and will last longer. Because of the popularity of foreign
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products, some Russian companies have adopted western types of names and the way of business. (Rus-
sian Research Marketing 2014.)

Additionally, brand loyalty among Russian customers is very strong and they will often know what
product or brand they will buy before even going to the shopping centre. Recently, private consumption
has fallen by 7.1% because of the crisis, but the recovery process seems to have started. Nevertheless,
the Russian customers have become more selective and discerning in the purchases due to the adaptation
to the new market situation. Moreover, Russian customers do not tend to save money due to the unreli-

able banking system which they do not trust. (Santander 2019b.)

3.4 PEST: Technological factors

Technological factors focus on the rate of technological innovation and development that affects the
industry in which the organization operates. Based on the Global Competitiveness Report, Russia ranked
62nd out of 138 countries in the list of technological readiness, and 56" in terms of innovations. (Schwab
2016, 306.)

Nowadays Russia tries to build high-tech economy with high-tech parks and zones, but the bureaucracy
prevents it. Some innovations are received relatively late compared to other developed countries in Eu-
rope, America and Asia. Additionally, most of them the government would like to displace by products
of local companies, but most of the time these attempts are unsuccessful. However, the internet is widely
available in Russia and according to statistics of 2015 around 73.4% of the population uses it. (Guzanova
2015.)

3.5 Russian Mechanical Engineering

Mechanical engineering is one of the most capacious branches of Russian Industry and it includes the
production of various machines, equipment and instruments. It is calculated that around 3.5 million peo-
ple work in the mechanical engineering industry. Most of the enterprises focused on machine-building
are located mainly in the European part of the country. The leading area is the Central Federal District,

whose enterprises produce about 1/3 of all engineering products. (UTMagazine 2015.)
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The branch structure of the Russian machine building industry consists of three main branches: man-
ufacturing of machinery and equipment, manufacturing of electrical equipment, and manufacturing of
vehicles. The biggest part of the volume of mechanical engineering production is located in the Central
Federal district (31%), then follows the Volga Federal district (26%) and North-West Federal districts
(21%). Other districts have a low per cent of the volume and are not mentioned. (UTMagazine 2015.)

3.5.1 Aircraft engineering and shipbuilding.

There are about 250 enterprises in the aviation industry and around 400 thousand workers. The assets
are concentrated in two companies which are “United Aircraft Corporation” and “Russian Helicopters”.
The total turnover in 2014 of these companies was over 450 billion roubles or 5.8 billion euros for today.
Russia ranks second in the world in the production of aircraft, but most of them are military. In 2014,

around 39 civilian airlines were launched, which is 25% less comparing to 2013. (UTMagazine 2015.)

The main part of the shipbuilding industry of the Russian Federation is concentrated in St. Petersburg,
Nizhny Novgorod, Severodvinsk and the Kaliningrad region. In total, there are about 1,000 enterprises
in Russia involved in shipbuilding, ship repair, the production of engines and equipment for various
vessels. At the same time, about 160 of them are engaged directly in shipbuilding. The largest enter-

prises of the industry are members of “the United Shipbuilding Company”. (UTMagazine 2015.)

3.5.2 Vehicle manufacturing

The main areas in the field of vehicle manufacturing are automotive and rail transport. The automotive
industry is the largest branch of engineering with a share of about 27% of the total aggregate output.
About 900 thousand people are employed in the Russian automobile industry. In 2014, 89.74 million
passenger cars were produced worldwide. The industry leader was China, which produced almost 26%
of all cars, followed by the United States and Japan. The largest European car manufacturer in Ger-
many, in terms of production, lags behind China in 4 times. The Russian Federation takes the 14th
place, having a 1.9% share of the world production. (UTMagazine 2015.)
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Among 1,739,600 cars produced in Russia in 2014, 1,038,000 were foreign brands, which is 2.9% less
than in 2013. In turn, the production of domestic car brands was 701,600, which is 16.5% less than in
2013. In general, the industry decline in production amounted to 9.7%. In addition to reducing the
production of passenger cars in 2014, the production of buses decreased by 18.2% to 43.2 thousand
units, trolley buses by 70.6% to 155 units, and trucks by 25.7% to 154 thousand units. However, there
was an increase in the production of trailers for passenger cars by 11.2% to 49.2 thousand units, as
well as tractor trailers and semi-trailers by 13% to 13 thousand units. The production of tankers in-
creased in 2014 as 3 370 units were produced. (UTMagazine 2015.)

Railway engineering of Russia is represented by enterprises producing locomotives, wagons, as well
as those engaged in the repair of railway transport. Today, the situation in the industry is very compli-
cated, as the demand for products in the domestic market has declined in recent years. This is espe-
cially true of freight cars, the production of which is the main activity for many enterprises of railway
engineering. At the end of 2014, 54,500 freight cars were produced in Russia, which is 10% less than
in 2013. Such a fall is due primarily to a surplus of freight rolling stock. Of the available 1.2 million
cars, the surplus is 250 thousand. Such an excess of wagons led to a significant reduction in the prices
for products which forced Russian manufacturers to reduce production volumes and reduce production
plans in 2015 by 25-30%. In addition, the increase in metal prices to 28% greatly affected the industry.
(UTMagazine 2015.)

3.5.3 Manufacturing of machinery and industrial equipment

In this branch of mechanical engineering, there are three main sub-sectors: the production of industrial
equipment, the production of construction and agricultural equipment, and the production of household
appliances. Even though this sector has the largest range of manufactured products, its share in the en-
gineering industry of the Russian Federation is the smallest. Moreover, in the last few years there has
been a decrease in production volumes. (UTMagazine 2015.)

Even though the export of Russian engineering products in 2014 amounted to 28.29 billion US dollars,

imports of the same products to Russia during the reporting period exceeded exports by more than 5
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times. Compared with 2013, exports of engineering products decreased by 7.5% , while the share of
imports of engineering products decreased by 13%. In addition to anti-Russian sanctions that restrict the
supply of machinery and equipment to the Russian Federation, the Russian government, in response to
the sanctions, adopted several decrees prohibiting the import of certain types of engineering products to
the country. Nowadays, the basis of Russian export is the equipment for mining and metallurgical enter-
prises, aircraft, products of the military-industrial complex of Russia, stamping production, and the
power equipment manufacturing. In turn, the main articles of imports of engineering products in the
Russian Federation are cars and trucks, electrical equipment, components and equipment for radio and
television, equipment for mining and construction, aircraft, and agricultural equipment. (UTMagazine
2015.)

3.6 Industrial centres

The closest biggest cities where Sievi-Tools Oy can operate are Saint Petersburg and Moscow. Mechan-
ical engineering is highly developed in these cities so there is a big chance to find customers and meet
the demand. Other cities where mechanical engineering is developed are located far away from Finnish-
Russian borders and transportation can be costly. Nevertheless, it is recommended to start the export to
companies located in Moscow, Moscow area, Saint Petersburg and Leningrad areas, and then in the case

of success to expand to other cities.

250 the biggest industrial centres
in Russia

Industrinl production volume i 2010,
billion RUB
« = o O

10-19 20-49 50-99 100-159 200-799 £00-1000
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PICTURE 2. 250 the biggest industrial centres in Russia (adapted from Urbanica 2012)

The Cities of the Moscow area with good developed mechanical engineering industry are Electrostal,
Podolsk, Kilimna, Mytishy, Serpukhov, Likino-Dulevo, Golitsino, Korolevo, Egorovsk, and Dmitrov.
Other highly developed cities in mechanical engineering outside this area are VVoronezh, Ekaterinburg,
Novokuznetsk, Abakan, Krasnoyarsk, Irkutsk, Komsomolsk — on- Amur, Belgorod, Taganrog, Kaluga,
Tver, Vishnu Volchok, Murmansk, Nizhniy Novgorod, Tolyatti, VIadimir, Petrozavodsk, Ryazan, Bez-
etsk, and Kazan. (Urbanika 2012.) Above you can find the map where the cities with the most developed

industrial sector are marked.

3.6.1 Mechanical engineering in Moscow

Moscow is the capital of the Russian Federation and the city of the federal significance. It is the largest
city in Europe and considered to be a political, cultural, economic and scientific centre of the country. It
is as well the most developed industrial centre of the Russian Federation, where the main types of in-
dustries are engineering, machine tools, shipbuilding, and instrument making. Additionally, there are
such developed areas as production of ferrous and non-ferrous metallurgy, the chemical industry, light
and printing industries. There is a contradictory situation since it was shown an increase in industrial
production, but at the same time, there is a tendency to move the production to the outside of the city. It
should be noted that since Moscow is an engineering centre so there is a big number of products are
being created and researches are conducted. New technologies are constantly being created and mas-
tered. (Metaprom 2015a.)

The largest civilian production factories are Moscow Oil Refinery, Avtoframos, Likhachev Plant, Mos-
cow Tire Plant, and Trekhgornaya manufactory (Metaprom 2015 a). There is a list of the largest indus-

trial enterprises and plants in Moscow placed below.

TABLE 1. Industrial enterprises of Moscow (adapted from Metaprom 2015 a)

Enterprise Field Enterprise Field
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Moscow Refinery High-octane petrol and | E.ON Russia Electrical and thermal
diesel energy and power
Hammer and Sickle Metallurgy Transneft Oil pipelines

Electrozavod

Electrical transformers

and reactors

Moscow Electroboard
Plant

Electrical switchgear

SIBUR- Russian Tires | Tires Norilsk Nickel Non-ferrous metal ores

Likhachev Plant Trucks GAZ Group Automotive holding

Avtoframos Car construction (Re- | Metalloinvest Mining and metallurgi-
nault) cal holding

Tushinsky ~ Machine- | Aircraft United Metallurgical | Metallurgy and pipe

Building Plant Company

Concern Almaz-Antey | Weapons Transmashholding Railways

Salyut

Aircraft engines

Evraz Group SA

Mining and metallurgy

Moscow Tire Plant

Tires

Evrokhim

Mineral fertilizers

Rosenergoatom Con-

Nuclear power plants

Eurocement Group

Concrete, non-metallic

cern and building materials
UES of Russia Electric power holding | Rosatom Nuclear assets

TVEL Nuclear fuel GAZPROM Energy

LUKOoil Oil and gas Uralkhim Mineral fertilizer

NK Rosneft Oil and gas Gazprom Neft Oil and gas

3.6.2 Mechanical engineering on Saint Petersburg

Saint Petersburg is one of the targeted markets and the location of the biggest machine builders such as

Kirovsky plant, “Electrosila”, Leningrad Metal Plant etc. This is a city of federal significance and also

the administrative centre of the North-West Federal District with the population of approximately five

million people in 2019. (Saint Petersburg city 2019.) The city is located in Northern Europe, North-West
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of the Russian which makes it easy to access from European countries such as Finland, Estonia, Latvia

etc.

One of the most developed areas of mechanical engineering in St. Petersburg is transport engineering
with such plants as “Vagonmash” (passenger cars for railways, electrical cars etc.), assembling bus-
making factory “Scania-Piter”, St. Petersburg's tramp-mechanical plant. Recently big international com-
panies have built plants in Saint Petersburg. For example, one will find the plant of General Motors,

Toyota, Nissan and Hyundai’s plant recently has been started building. (Metaprom 2015 b.)

One of the most developed industries in Saint Petersburg is shipbuilding (both military and civil). For
example, there are such plants as “Severnaya Verf” plant, Admiralty shipyards, Baltic plant and so on.
Other important industries for the city are machine-tool construction, instrument engineering, manufac-
turing of electrical appliances and electronic equipment, as well as optics manufacturing. In addition,
such industries as nonferrous and ferrous metallurgy, chemical industry, printing industry, and light in-
dustries are highly developed. (Metaprom 2015 b.) Below there is a list of the largest industrial enter-

prises and plants of Saint Petersburg:

TABLE 2. Industrial enterprises of Saint-Petersburg (adapted from Metaprom 2015 b)

Enterprise Field Enterprise Field

Power Machines Con- | Power engineering, | Petersburg Tram Me- | Tram cars
cern equipment for nuclear, | chanical Plant
hydraulic, thermal and

gas turbine plants

Izhora Pipe Plant Large diameter pipes Scania-Peter Large class buses
Leningradsky = metal | Steam. hydraulic and | Severnaya Verf Defence industry
Plant gas turbines

(continues)

TABLE 2. (continues)
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Electrosila Electrical  machines, | Admiralty Shipyards Shipbuilding
traction motors and
generators

Plant of Turbine Blades | Blades for steam and | Leningrad Electrome- | Electrical  measuring
gas turbines chanical Plant equipment

Izhorskie Plants

Heavy engineering —
equipment for nuclear
energy, mining, petro-
chemical and metallur-

gical industries

Kirovsky Plant

Foundry and steel roll-
ing production, nuclear
and power engineering,
equipment for the agro-
industrial complex,

road, industrial and
civil construction, gas
and oil industry, rail
transport, shipbuilding,

metro.

Nevsky Plant

Power

Red Vyborzhets

Non-ferrous metals
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4 ANALYSIS OF SIEVI-TOOLS OY

Before proceeding to the competitor or SWOT analysis, it is important to understand what the company
does. I believe that understanding of a company’s activities, its goals and objectives, as well as an un-
derstanding of the market itself, on which it operates is essential. With the understanding of the specifics
of the company and how it works, one can avoid various problems, such as the incorrect formulation of
the problem, the analysis of a completely different market, the omission of potential buyers and compet-
itors from the type. Therefore, | think it is very important to describe the activities of Sievi-Tools and

then perform the analysis of competitors, potential customer and SWOT analysis.

4.1 About the company

Sievi-Tools is an advanced, agile and flexible company which applies 3D-technology for machining of
products with complicated geometry, small series, prototype products, tools and moulds. It was founded
in 1999 and is a subsidiary company of Sievin Jalkine Oy. The company is located in Oulainen where

all the production work is performed and from this city company delivers its products. (Sievi-Tools Oy.)

The Company has two 5-axis machining centres with pallet exchangers and a moving spindle, a 3-axis
machining centre with a horizontal rotating axis, and a 3-axis machining centre Deckel Maho 7V. With
these high-quality machines, Sievi-Tools can provide such service as NC-programming for 3-,4-, and 5-
axis machining, prototype production, moulds and cores for plastic industry and foundries, moulds and
lasts for the shoe industry and so on. The company specializes in impellers and individual blades for
turbines and propellers. The main customers of the company are Finnish companies from different in-
dustry areas, such as aviation, medical, manufacturing, aerospace, energy, railroad etc. However, there
were cases when foreign companies cooperated with Sievi-Tool and the company successfully com-

pleted these orders. (Sievi-Tools Oy.)

The biggest advantage of the company is a wide range of materials that can be used such as aluminium,
steel, rubber, platinum, copper etc., and the high quality of final products. Although the company is

small — it has about 20 employees — it successfully fulfils a large number of orders and has annually
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increased the turnover. Due to successful results that the company has been showing for several years,
it plans to expand the business and enter a new market. The Russian market is one of the options that is

considered for successful implementation. (Sievi-Tools Oy.)

4.2 Competitive analysis

A competitive analysis is a very important process for creating a marketing plan for the company. It
helps to evaluate what makes the product or service unique and how to attract target customers. Moreo-
ver, after completing this analysis the marketing manager can clearly see the company’s position on the
market, merits and flaws, easier to complete SWOT analysis and ways how to improve the product or
service. Commonly, the competitive analysis includes the analysis of competitors’ services, profitability,
objectives, sales, strengths and weaknesses etc. Occasionally it is hard to perform and analyse all factors
and the marketer should operate only with available information. (Tighe 2017.)

During the competitive analysis, various websites were searched and checked. It was discovered that
there are many different companies which provide CNC machining as one of the main services. There
are only SMEs or individuals who are ready to provide such services. | have chosen 25 companies from
Moscow and 25 companies from Saint Petersburg that can be considered as competitors of Sievi-Tools.
After collecting all the information, | have discovered that 98% of the companies (49 companies) provide
additional services and only 2% (1 company) focusing directly to machining. In order to get a clearer
picture of competitors, |1 have analysed other services which can be provided and highlights the most

popular:
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Services

B Turning H Welding Bending Laser cutting MW Heat treatment
M Locksmith H Grinding B Power coating B Metal working M Electoerosion
B Galvanizing B Plasma cutting Waterject cutting m Boring Stamping

FIGURE 5. Competitors’ services.

Considering the price and the length of production, it is hard to compare since it is strictly individually.
The price and production time depend on several factors such as the difficulty of the details to be ma-
chined, the amount of the details, the size of the details, the overall load of the company (the number of
orders to be proceed before), the price of labour hour, the machines used in production and the cost of

the material.

To compare prices, the company provided the example of the detail and it was sent to every competitor.
I have played the role of a mystery shopper to pretend to be a customer and ask about the prices and how
long it will take to produce this detailed. Unfortunately, only 20% of the companies provided me with
the answer and named the prices. Two companies have declined the work due to overload and the other
two were declined due to high difficulty or unavailable material. Four of the companies asked if any
other materials (Russian analogue of such material) can be used which means that Sievi-Tools has an
advantage over such companies. Other companies have not answered me yet.

Based on the information about the price which I have, I could calculate the average price for Moscow
region and Saint Petersburg region. All calculations of currency conversion of Russian Ruble to Euro is
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made based on the data at the end of May 2019. The average price for Moscow region equals 17 717.4
RUB (around 243.14 EUR), while in Saint Petersburg region is it lower and equals 12 780 RUB (around
175.39 EUR). All the prices are calculated for 1 piece of the good with VAT, which is 20%. Comparing

to Sievi-Tools, | can say that the company has a higher price.

Some of the companies do not provide specific information about the prices per one piece of manufac-
tured goods and instead place the price for labour hour. For example, company A places the price of 700
RUB per labour hour (9.61 EUR) while company B announces 2 000 RUB (27.45 EUR). The cost of
labour hour of Sievi-Tools is much higher comparing to Russian competitors. Other companies may
define the minimum price for the order to proceed. For example, company C asks for a minimum amount
of 20 000 roubles or 275 EUR.

Considering the production time, it is hard to calculate it since there are still several unknown factors
such as a workload of the company, machines, other orders etc. The longest time period which was
named is 4 to 6 weeks, while the shortest is 3 working days. The average production time is 14 to 20

working days. Delivery time is not included.

Concerning Finnish companies, there are only two companies that I could find during the research. Un-
fortunately, there is no much information about them since they still have not replied to my order request.
One of the companies additionally provides turning and lathe services, while the other provides thermal

cutting, welding, boring, lathe, turning services.

4.3 Potential customers

Potential customers are people who are not using a company’s products but there is a high possibility to
attract them and make them the company’s customers (Burad 2019). When entering a new market, it is
important to understand who the potential customers can be. In order to do it, the company should pro-
vide a survey of the current customers and members of the targeted market, research the potential com-
petitors and look which companies they work with, set the target advertisements and participate in fairs

of the same field, and use local social media (Olenski 2015).
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In the case of Sievi-Tools, the potential customers are small and medium enterprises in the need of high-
quality milling or mould services, individuals, start-ups and other non-governmental organizations. The
enterprises regulated by the government cannot be the potential customers since most of the time the
company should participate in the tender processes. Many big Russian companies participate in these
processes and Sievi-Tools cannot compete with them because the priority is given to local production.
Moreover, most of the time such tenders are corrupted and won by companies that are somehow con-

nected to the government.

Based on the competitor analysis, a list of potential customers was created. These customers were found
by screening the companies with whom our competitors work and visiting special websites where most
of the industrial companies are named. Then I have checked their purchasing policy and those companies
who do not require tender process were included in the list. I will not show this list in terms of confiden-
tiality but can mention that it consists of 20 companies mostly from the Moscow area from different
industrial areas. There are companies with the specialization on the production of medical hardware and
cosmetology complexes, cables and conductor products, optics and optical-electronic devices, sports
goods, boat production and so on.

4.4 SWOT analysis

SWOT analysis is a helpful and powerful tool which aims to help a company to develop a business
strategy. It can be deciphered as Strength, Weaknesses, Opportunities, and Threats. The first two factors
are internal which mean they are connected to the company and thus can be controlled or changed. The
next two factors are external, which mean they are connected to the market and what is happening out-
side the company. The company cannot change them but can adapt. (Parson 2018). If the SWOT analysis
is performed rightly, the company can build a good and strong strategy which will make the company
be a leader on the market. The process of creating the analysis will help managers to look at the business
in a new way and point out new directions for actions. To make this analysis and strategy plan conse-

quential, the company should review and update it every 12 months. (Grant 2019).
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The SWOT analysis for Sievi-Tools was prepared by the group brainstorming. This method aims to
collect the individual points of view and suggestions, and then to discuss, correct and accept the ideas
by the group. While brainstorming, we used specific questions to create an analysis:

» What advantages do we have over the competitors?

» What physical and mental assets do we have? Such as knowledge, equipment, technology etc.

» What is needed to be improved?

» What image does the company have?

> Are there potential competitors who can enter the market? etc.

Based on these and other questions, the SWOT analysis was performed.

Strengths of the company are mostly connected to the quality of the products, great experience (over
20 years) and the good image of the company. The European quality of materials and positive thinking

about Finnish products give the advantage over Russian competitors.

Weaknesses of the company are mostly referred to as price. Russian prices are perceptible lower than
in Finland and this factor has a big influence. Moreover, if the company plans only export sales, then
the delivery time will be much longer than the Russian competitors can offer. Additionally, the price
will be even higher due to customs and delivery fees. Moreover, not all Russian companies are eager to
accept Ex Works (EXW) Incoterms 2010 conditions which Sievi-Tools would like to use. Another weak-
ness is the limited variety of services. As the competitor analysis showed, Russian companies have a

larger list of services they offer.

Opportunities of the company are opening a branch in Russia or using a customs agent/broker/repre-
sentative. Opening a branch will eliminate such weaknesses as long delivery, decrease the price due to
eliminating customs fee and involving cheaper workforce. Additionally, the company has the oppor-

tunity to extend the list of serviced by purchasing new equipment and involving new professionals.

Threats of the company are mostly connected to customs and sanctions. Due to high corruption level
and limitations involved, there can be problems with the customs clearance. Additionally, some products
can be perceived as dual-use products. Moreover, there is a chance of another economic contraction and

new, more powerful competitors. Below you can find all the factors listed in the table.
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Strength

Weaknesses

European (Finnish) quality

ISO certificates, audits, qualified staff
Great experience (20 years)

5-axis machine + 3D technology
Finnish quality of materials

Sievi brand is well known + Good reputation

Price presumably above average

Log delivery

Focus on EXW Incoterms 2010

Small variety of services and the need of subcon-

tractors.

Opportunities

Threats

Opening a branch in Russia

Customs agent, broker, representative.

An extended list of services + New technologies
(3D Printing)

There may be problems with customs

Some products may be perceived as dual use.
Sanctions, restrictions

Deterioration of the economy

Companies focusing on urgency

Fast Delivery Focusing Companies
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5 STRATEGIC CHOICES

Based on the internal and external analyses, it is possible to proceed with the strategic choices. There
are various different foreign market entry modes that companies can choose from. There are five main
ways of entering new foreign markets: exporting, joint venture, opening a branch, direct investment and
Licensing. (Miley 2019.) Initially, Sievi-Tools considered the export mode but after the competitor- and
SWOT- analysis it was decided to consider also opening a branch. This way can bring more benefits and
eliminate some problems which the export will bring such as custom work, long and expensive delivery,

and so on.

5.1 Export

The Finnish company that plans to start export or import can find the first steps and advices on the
official customs website tulli.fi in the section “New importer/Exporter”. Section “Before starting export”

describes the first steps and the sequence of export.

The first step is to find out if there are any restrictions regarding the export of the goods in the country
of origin. Restrictions connected to export can be checked via Taroc database by commodity code. A
company needs to make sure that these goods are not a subject of export control in the country origin.
Besides, an exporter must make sure if any license is needed. All additional information can be found

on the custom restriction manual. (Tulli b.)

The second step is to find out about restriction and requirements, as well as transportation restriction,
of the country of destinations. A company can acquire this information from Finpro website, the Ship-
ping handbook, embassies or the Market Access database of the EU Commission. Usually exporters
make a contract with a forwarding agent who provides more precise information directly connected to
the customer’s products. Shipping companies, airlines or other transport operator can also be a good

source of information. (Tulli b.)
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The third step is to check the commodity code. The Commaodity or TARIC code is a code used for
customs clearance and declared for all goods to be imported or exported. The code helps to determine
the duty rates on the goods and restrictions and prohibitions. By using the commodity code right, the
company can price the imported products right and avoid any back taxes. This code can be found in the
Combined Nomenclature or Taroc database. Moreover, customs can help with determining the right
commaodity code. (Tulli b.)

The fourth step is to find out if the goods get an exception from customs duty or lowered tariff treatment
in the destination country. It is important to check if there any mutual free trade or other preferential
agreements between Finland and Russia. If there is any, then the company should make sure that all
prerequisites for preferential treatment are fulfilled. It is also beneficial to become an approved exporter
if the company export regularly. It allows to have more extensive authorization and a company can verify

the declaration of origin oneself. (Tulli b.)

The fifth step is to obtain the registration and IDs needed to submit a declaration. When the company
is registered as an approved exporter with Customs’ smoothies processing of declarations, they receive
an EORI number at the same time, so there is no need to apply for it separately. If the company plans to
use Customs Export Declaration Service, then they need Katso ID or Master User ID which can be

obtained from the Finnish Tax Administration. (Tulli b.)

The sixth step is to declare your export to Customs in advance which means that the goods must be
placed under the export procedure. Sievi-Tools is responsible for customs clearance as exporters if the
agreement does not state otherwise. A company can lodge the export declaration online using Export
Declaration Service or by message. A company should choose the right customs procedure and nature
of transaction according to the purpose of use. It is required to submit an export declaration no later than

loading the goods into the means of transport. (Tulli b.)

The seventh step is loading which can begin when customs has approved the export declaration. Goods
must be available for customs inspection at the mentioned location and the transportation can begin
when Customs has sent the decision on release and the export accompanying document the EAD. The

EAD is a reference MRN which specifies the export. The carrier needs the MRN to finalise the export
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at the place of exit. When goods have left the EU area and the freight carrier has given Customs the
required documents, Customs certifies the export. One receives the decision on release with the certifi-

cation of exit confirmed by customs. (Tulli b.)

The eighths step is to request a correction or invalidation if something goes wrong or if, for instance,
the export is cancelled. The company can file a claim for revision if any error occurs. It is recommended
to find out the prerequisites for an appeal beforehand because it must be lodged as soon as possible. The
request must be electronically made within a year from the date original declaration was received by
Customs. (Tulli b.)

5.2 Documents Required for export

The lists of documents required for export can be different due to the type of the product exported,
limitations, sanctions, needed licenses and certificates, and other factors which influence the exporting
procedure. Nevertheless, there are documents which are the base of export and are required for any

products or situation.

5.2.1 Contract.

Parties must conduct an international trade agreement both in Russian and English languages. Parties
should point out the main language that is understandable for everyone. It will eliminate the misunder-
standing that may appear due to differences in both versions of the same text. The same is applied to

other additional agreements. (VVS 2018.) The following should be point out in the contract:

Scope of the agreement

Cargo value (or value of goods) and the total sum of the contract
Dates and Terms of Delivery based on Incoterms 2010

Terms of handover-acceptance of cargo

YV V V VYV V

Information about cargo’s handling operations (packaging, marking)
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Liabilities of the parties

Force majeure situations

Operation procedures in the case of conflict
Contractual time

Requisites of the parties. (VVS 2018.)

VvV V V VYV VY

Other documents for import/export can include other agreements that can state:

Description and amount of goods

Price per unit of goods

Cost of total cargo

Terms of payment

Duration of manufacturing. (VVS 2018.)

YV V. V V V

In the past based on the contract, the parties made Forex transaction report form if the price of cargo
exceeds or equal $50 000. It was made for the purpose of currency control. From 1st of March 2018,
Forex transaction report form is eliminated but the currency control remains. Now the banks should
register the agreement if the sum exceeds the amount of 3 million rubles (around € 40 000). These

operations are made by Russian residents. (T-J 2017.)

5.2.2 Invoice

Invoice is an essential document for import and export. It contains all the information about the deal and
all the identification information. It is made by the template provided by the manufacturer and all parties
sign it. The document is prepared in two languages (Russian and English) and all the information should
be similar to conditions in the contract in order to avoid difficulties on the customs. (VVS 2018.) Typical

subjects to mention in the invoice:

Type of document: commercial or proforma
Date and serial number of the invoice
Information about parties and freighter

Date and the number of the agreement

YV V. V V V

Delivery clauses Incoterms 2010
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Description of all products separately, the value and amount
Bottom-line cost (US dollars)
Total weight of cargo

Purposiveness of supply

VvV V V VYV VY

The surname of the person in charge, signature and stamp. (VVS 2018.)

5.2.3 Bill of lading and the certificate of origin

The bill of lading is required to confirm the acceptance of the goods for its transportation by sea. In
addition, it confirms the conclusion of a contract for the carriage of goods by sea and the carrier’s un-
dertaking regarding the delivery of cargo to the port of destination for issuing it to the bill of landing
owner, that is, the legal recipient. The bill of lading must be made in several copies. All these documents
for the import of goods are considered originals. If the cargo is issued on one of them, then the rest is
void of legal force. (VVS 2018.) Nevertheless, sea transportation is not profitable for Sievi-Tools from
Oulainen to St. Petersburg or Moscow. Due to this reason, it will not be described as the needed infor-

mation in the bill of lading.

The certificate of origin confirms the country that manufactured the product being transported. This
document is not required for paperwork at customs. However, with customs clearance, if there is a cer-
tificate, certain benefits can be obtained if the goods to which they are distributed are imported. (VVS
2018.)

5.2.4 Railway invoice

Railway invoice is a document confirming the existence of contractual obligations between the parties
and their implementation. If the shipment is carried out using railway transport, then a railway consign-
ment note must be issued. The document specifies the obligations of the customer and the carrier. The
carrier should have the invoice for the entire length of the journey and, after receiving the goods, the

document goes to the second side of the contract. In the railway consignment note are indicated:



30

Point of departure and destination of the goods

Information about the parties to the contract

Information about the cargo (name, characteristics, cost, etc.)
Delivery date. (VVS 2018.)

5.2.5 Additional documents

The above list of documents may be inconclusive, because for the implementation of the export one may

need some additional documents described below. It is not necessary that the company needs all the

described documents for the export of goods. This list is approximate, because when exporting a specific

product, special, additional documents are required, such as samples, booklets, etc., while preparing a

package of papers, remember about the proper template of each individual document. If everything is

arranged in accordance with regulatory requirements, then there will be no customs problems. Docu-

ments that can be needed to export the goods:

YV V.V V V V V V V V V

Y VY

Statutory documents of the company importing the goods

Payment documents evidencing the payment of customs duties

Consignment notes (depending on the type of transportation used: by road, by air, etc.)
Insurance

Shipping bill

Customs declaration of the exporting country

Contracts with all entities involved in the transaction

Accounting documents

Invoices for broker services or commission payments (if this was the case when making a deal)
Receipts from the warehouse where the goods were temporarily stored

Information about the price of the goods of the manufacturer (or calculation of the cost price of
the commodity unit)

Copyright agreements or licenses

Packing list containing information about the characteristics of the transported goods. (VVS
2018.)
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5.3 Opening branch

Branches are a part of the parent organization performing the same business in a different location. This
strategy to expand the business allows to attract new customers, performs the services faster and build
an effective distribution system. (Surbhi 2018.) Opening a branch in Russia is considered as the most
convenient way to present the company. The advantages of this are that the company can freely transfer
money from one company’s bank account to branch’s bank account and the company does not need to
adapt to the requirements of the currency control law. (Awara 2017.) To open a branch the company
first need to finish the accreditation and get the allowance to provide services in Russia.

5.3.1 Accreditation

Accreditation is granted for an unlimited period, and for its implementation, a state fee of 120,000 rubles
is charged which is approximately 1 600 EUR. Accreditation for the branch is carried out within 25
working days from the moment all necessary documents are submitted. To open a branch in Russia, it
will take about 1-1.5 months on average. To organize a branch, foreign legal entities must comply with
the established procedure for accreditation by submitting an application and the following documents to
the Federal Tax Service:
» Constituent documents of a foreign company
» An extract from the register of foreign companies or another document that indicates the legal
status of the company
» A document on the organization’s registration as a taxpayer in its own country, issued by an
authorized body and containing the taxpayer code (or the equivalent of this code)
» The company's decision to establish a branch in the Russian Federation
» Regulations on a foreign affiliate
» Power of attorney confirming the necessary powers of the branch manager in the Russian Fed-
eration
> Receipt of payment of state duty

» Copies of submitted documents (International law company.)
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5.3.2 Foreign workers, Legal address and Branch accounting

It is important to know that if a branch of a foreign company makes a decision on attracting foreign
citizens to work, it is necessary to obtain permission to engage them. This permission is required already
when appointing a branch manager, regardless of whether she/he is already in Russia or not. However,
such a permission cannot be obtained before the branch is accredited. This means that at the time of
accreditation, the duties of the head of the branch must be performed by a citizen of Russia. (Gosteva
2017.)

To create a branch, it is also necessary to have the address of the location, which may be a room leased
to accommodate the branch. After receiving accreditation, the branch must register with the tax author-
ity, the Pension Fund and the Social Insurance Fund, as well as state statistics bodies within thirty days.
(Gosteva 2017.)

A branch of a foreign legal entity is obliged to comply with the requirements of the Russian accounting
regulations. Accounting books may be kept in the manner prescribed in the country of origin if account-
ing is carried out in accordance with International Financial Reporting Standards (IFRS). However, taxes
should be accrued in accordance with Russian tax legislation. (Gosteva 2017.)

5.3.3 Benefits for the branch of foreign company

Representative offices and branches of foreign companies operating in Russia can significantly save on
the rent of office and housing for employees. The exemption is not provided directly to foreign missions
and branches, but to those who rent out their office or housing. The essence of the exemption is as
follows: leasing of premises to foreign citizens or foreign organizations accredited in Russia is exempted
from VAT. This rule is mandatory which means that it is impossible to refuse. In other words, if the
lessor specified in the Contract the amount of the rent including VAT or issued an invoice with the
allocated VAT, the foreign representative office is entitled to demand:

» Exclude VAT from all documents

» Reduce the cost of rent by the amount of tax (Gosteva 2017.)

Relating to this, VAT and utilities and maintenance services for leased premises should not be taxed.

This benefit can be used if two conditions are met:
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» The legislation of the relevant foreign state establishes a similar procedure with respect to Rus-
sian citizens and firms accredited in this foreign state.

» Such arule is provided for by an international agreement of the Russian Federation.

» There is no need to calculate monthly advance payments if the branches of foreign companies
report quarterly.

» A branch of a foreign company in Russia has some preferences in terms of hiring foreign em-
ployees to work in Russia. Thus, branch employees should not receive permission to work in
Russia, if they have been personally accredited. The number of foreign employees is agreed with
the accrediting body.

» A branch of a foreign company enjoys privileges on customs duties for the goods imported tem-
porarily and for the needs of the branch. It can be office equipment, cars, furniture and other
goods.

» The branch does not fall under the requirements of currency legislation. A simplified way to

withdraw money for the parent company. (Gosteva 2017.)

5.4 Bank issues

A Russian company can transfer money to the account of Finnish or other foreign banks using the
SWIFT system. For this, a Russian company needs to open a foreign currency account, from which
payment will occur. Without any documentation, a company can transfer up to 5,000 US dollars or their
equivalent in any currency to the account of a foreign company. In case of exceeding this amount, the
company must provide supporting documents and pay a fee of around 1-3%. Some of the Russian banks
charge a transfer fee to a foreign bank in the amount of 0.5 to 5% depending on the amount of the
transfer. The lowest commission is valid when sending funds through Internet banking. (Komso-

molskaya Pravda 2017.)
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6 LIMITATIONS

As in many counties, there is a list of prohibited goods and products which are not allowed to import to

Russian or need licenses or permissions. The official documents and lists of prohibited goods can be

found on the web site of The Russian Federal Customs Services. Most of the information is in Russian,

but there is also an English version of the website.

6.1 Prohibited goods

I did not find any restrictions connected to the products that Sievi-Tools Oy produces. It is allowed to

import mould and machined details. However, there can be limitations if the produced details can be

considered as dual-use goods or products can be connected to areas where the confirmation of compli-

ance on the custom border is required such as railroad or railroad transportation.

Goods prohibited or limited for transfer via the customs border:

>

Y V. V V V

Information at printed, audio-visual means and other data storage devices, restricted for entry or
export

Service and civilian weapons their major parts, and ammunition

Dangerous wastes

Special technical means, meant for surreptitious obtaining of information

Ozone-destroying substances and products, containing ozone-destroying substances

Narcotic drugs, psychotropic substances and their precursors, except limited amounts of narcotic
and psychotropic substances in the form of medical agents for personnel administration on med-
ical indications in case of presence of the supporting medical documents with specification and
amount of the product, as well as precursors in volume.

Human organs and (or) tissues and blood

Live sables

Unpolished precious metals, junk and waste of precious metals, ores and concentrates of precious
metals and raw goods, containing precious metals

Kinds of mineral raw materials
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» Radio-electronic equipment and (or) high-frequency devices of civilian application, inter alia,
integrated or being a constituent part of other goods

» Information concerning the mineral resources and places of location of fuel-energy and mineral

raw materials

Means of plant protection and other persistent organic pollutants

Plant protection means

Means of extraction (catching) of aquatic biological resources

YV V V VY

Poisonous substances, which are not the precursors of the narcotic drugs and psychotropic sub-

stances

A\

Encoding (cryptographic) commodities

Y

Collections and collectables in the sphere of mineralogy and paleaontology, bones of the fossil
animals
> Items of cultural value, documents, national archive funds, original archive documents

» Wild live animals, certain wild plants and wild drug raw materials. (Federal Customs Service.)

Moreover, based on the Decree of the Government of the Russian Federation Ne 778 from 7 of August
2014, it is prohibited to import to Russia different kind of meat, fish, milk and dairy products, vegetables,
fruits and nuts and so on. All of these are not connected to the company’s operations, so I will not focus

on it. (Federal Customs Service.)

6.2 Sanctions

Sanctions are a significant aspect when analysing business opportunities in Russia. In 2014 and through
the present, the foreign commerce of Russia was negatively influenced by economic sanctions which
were introduced due to the situation in Ukraine. The first sanctions were introduced on the 6th of March
2014 by the European Union (EU) and 17th of March 2014 by United States of America (USA). As
Finland is a part of the European Union, | will not discuss American sanctions but focus on European
ones. European sanctions are mostly focused on the prohibition of entrance for selected individuals and
freezing their accounts in European banks if there any and introducing limitations for certain industries.
For example, it was prohibited to export or invest in telecommunication, transportation or energy indus-
tries. (Skuld 2019.)
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All sanctions can be divided into 3 levels: the first level, the secondary level and the third level. The first
level declared the cancellation of Russian-EU summit meeting in June and the delay of negotiation about
the visa-free regime and new co-operation agreement. The first level was introduced on the 6th of March
2014. The second level introduced the limitation for selected individuals involved in the escalation of
the situation in Crimea. The last level of sanctions focused on limitation in commercial, financial and
military fields. These types of sanctions were introduced on the 31st of July 2014 and came in force on
the 1st of August 2014. (Skuld 2019.)

I will leave out part of the sanctions by the reason for the much number of them. Part of the sanctions
are focused on the Crimea region, which is not in our interest, while others are referred to as individuals
and specific Russian companies. Below | will describe sanctions related to the foreign commerce of

Russia.

On 17th of July 2014, European Bank of Reconstruction and Development (EBRD) stopped financing
new projects in Russian, and European Investment Bank (EIB) stopped co-operation programs. On 31st
of July 2014, EU made a resolution Ne512 which declared an introduction of the third level of sanctions.

The following actions were taken under this resolution:

> Restricted access to the main and secondary markets of the EU for some of the Russian banks
and companies, in particular, the restrictions apply to such banks as “Sberbank”, “VTB Bank”,
“Gazprombank”, “Vneshekonombank™, and “Rosselkhozbank".

» Embargo of the export/import weapons in Russia, as well as the export of dual-use goods, that
is, those that can be used for military purposes in Russia.

» Restricted access to certain sensitive technologies and services that can be used for oil production
and exploration.

» Prohibition of investment in Russian infrastructure, transportation and energy sectors. (Current
Time 2019.)

During the period of 2015-2018, the EU did not introduce new resolutions. Decisions were made to

update the sanction list and extend old resolutions. Resolution Ne512 is extended till 23rd of June 2019.
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On 25th of September 2015, European Commission prohibited European banks and other financial or-
ganization to make an analysis researches of Russian credit organizations which were in a sanction list,
which led to the impossibility of any investment in Russian economy from The EU countries. (Current
Time 2019.)

After the first year of sanctions, according to a NATO report, the Russian economy entered a recession,
the fall in GDP was 2.2% in the first quarter of 2015 compared to the first quarter of 2014. It is impos-
sible to say exactly the sum of losses caused by the sanctions. Different numbers are provided in several
sources. According to the assistant to the President of Russian Federation Sergey Glazyev, the losses
from sanctions in the financial sector of Russia as of 2016 amounted to $250 billion. However, the
Economic Development and Trade Ministry believes that Russia lost $25 billion, and the European Un-
ion lost $ 100 billion due to retaliatory sanctions. Another effect of sanctions was the enormous growth
of the currency. The exchange rate of the dollar and euro grew up and affected the overall price level in
the country. (Current Time 2019.)

Sievi-Tools operates in mechanical engineering, focusing on CNC milling. Sanctions mentioned above
cannot directly affect the company’s operation and do not restrict its participation in export. However,
one of the fields where the company is working is aerospace, where problems may appear since it can
be described as “dual-use” goods. Dual-use products refer to goods which could be diverted to be used
in a military or weapon of mass destruction (WMD) environment without modification (Strong & Herd).
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7 MARKETING

Marketing refers to activities that a company performs in order to attract customers to buy its products
or services. These activities can be advertising, selling, and delivering to customers or businesses. The
goals of the marketing department are to keep the current customers or increase their loyalty and attract
new potential customers. A helpful tool to create the right marketing strategy and achieve the company’s
goals is “marketing mix” also known as the 4P — Product, Price, and Promotion. In a few words, the
product should be aimed to fulfil the demand and satisfy the customers more than the products of the
competitors. Price should be set rightly with taking into consideration the unit cost price, marketing cost,
distribution costs, and competitors’ price. Place is referred to the way the company would like to sell the
products online or storefront. Promotion refers to the activities the company need to take in order to

make customers to pay attention to the products or services. (Twin 2019.)

Marketing can be divided into two groups: Business to Customers (B2C) marketing and Business to
Business (B2B) marketing. B2C marketing is a business conducted between the company and individual
customer or, in other words, for common customers. B2B marketing is a business conducted between
two companies. These marketing strategies have significant differences since the objective is different.
(Xiao 2019.) Below one can find a short comparison of B2C and B2B businesses. Since Sievi-Tools

presents the B2B business, | will focus on the promotion of this type of business.

TABLE 4. The difference between B2B- and B2C businesses (adapted from Minin 2018)

B2C B2B
Market size Wider Narrower
Price of products and services Lower Higher
Customer relationships Quick customer purchase Long-term relationships
The difficulty of products or Simpler More difficult
services
How fast the purchasing deci- Faster Slower, more time to think
sion is made
Content strategy Brand awareness, user engage- | Developing the expertise, mar-
ment ket leadership
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7.1 Promotion for B2B

Promotion of B2B and C2B businesses are significantly different from each other. In B2C business the
main factors for making a purchase decision is price and the number of products, while in B2B business
these factors are also important, but that is not all. The technical specifications, delivery conditions,
different partnership agreements play a very important role in making a purchasing decision in the B2B

area. (Furman 2017.) B2B sales promotions can include the following:

Trade fairs and exhibitions are events where different companies from the same industry get together to
show their product or services they offer and attract new partners or customers. Fairs are a great place
to meet new partners, get some information about the competitors and get some ideas of improving one’s

own products. (Furman 2017.) This type of promotion is the main marketing activity for Sievi-Tools Oy.

Price reductions are a method of promotion when the suppliers bid for buyers. The lowest price the
supplier can offer will win such auction. Moreover, the company can provide promotional products such
as T-shirts, pens, keychains and so on with the logo of the company. The seller can give such products
as a gift for the buyer in case of big purchase or in case of establishing strong long-term relationships.
(Furman 2017.)

Following of promotion are not suitable for Sievi-Tools since the offered products and services are
highly customized. Nevertheless, | would like to describe it briefly. One of these methods is to provide
a sample of new products. If the company produces a new product or services, they can provide it for
free to some customers. It helps to make the purchase decision and give awareness of the new product.
This method has a great value for the companies since it can lead to long-term relationships. The next
one is the trade-ins. Trade-ins in the B2B market is similar to trade-ins in the B2C market. The customer
can receive a discount for the next purchase in exchange for the old version of the company’s product.

(Furman 2017.)

7.2 Marketing materials

Marketing materials are items which help to deliver the needed information to the customer and make

the first impression. It can be business cards, envelopes, brochures, website, catalogue and so on. In
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order to make a good impression, companies should invest in materials that will attract customers. The
best marketing materials should be colourful, be presented in the same style (for example a similar front,
col-our, themes), high-quality, and be informative. A company’s materials represent the company, so
the customer will associate such quality with the products or services the company offers. (Conquest
Graphics 2018.)

The simplest examples of marketing materials can be business cards, letterhead and envelopes, presen-
tation folders, company brochures, catalogues, product data sheets, case studies, thank you cards or
newsletters. All these materials will make an image of a successful and active company that is eager to
cooperate with others. The customer will create a better opinion of someone who is prepared and always
ready to provide all materials and information, than the representative who does not have a business card

or the brochure looks unprepared. (Conquest Graphics 2018.)

The main marketing materials of Sievi-Tools in Russian markets are brochures. The author made the
translation of the materials which the company provided and, in spite of the absence of Photoshop ex-
perience, created the similar but with translation in the Russian language (APPENDIX 1 and APPEN-
DIX 2).
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8 CONCLUSION

The main objective of the thesis was to analyze the Russian market and provide the recommendations
and all relevant information for entering this market. The thesis was commissioned by Sievi-Tools Com-
pany that providing milling- and mould manufacturing services. Based on the research findings the com-
pany can make its own decision whether to enter the market or not, while the recommendations are

given.

During the work, all the main questions were completed, and tasks were done. During the market re-
search, the situation in Political, Economic, Social and Technological areas of Russia was described, as
well as the situation in the mechanical markets of Moscow and Saint-Petersburg. Additionally, the com-
petitor analysis was conducted and showed that there are various small and medium enterprises provid-
ing the same services with lower prices, faster delivery and additional services. Based on the competitor
analysis, the SWOT analysis was performed where it was suggested to consider opening a branch instead
of export sales due to the fact that export sales will require additional spending, while branch will allow
dispose of some weaknesses and threats. The next step was the description of sanctions and customs
limitations. It was discovered that neither the sanctions nor customs limitations cannot prevent the work
of Sievi-Tools. Moreover, it was described what it takes to start export, how to organize the branch and
what actions should be done in order to do it and other useful information was presented. In the end, the

marketing materials were also translated and prepared.

After all this work is done, the conclusion can be prepared. First of all, the Russian market is stabilizing
after the sanctions and the adaptation starts which mean there is a good possibility for successful en-
trance. The Russian customers have a good attitude towards Finnish companies and Finnish products
which make it easier to attract them. However, it was discovered that there are many competitors pre-
sented on the market. They provide cheaper services that Sievi-Tools because the workforce and mate-
rials are much cheaper in Russia than in Finland. Moreover, if the Sievi-Tools considers the export sales
as the entry mode, the delivery time will be longer than the Russian competitors' promises, and the price
will be higher due to international logistics. It means that the customer who needs to produce some small
number of products and as soon as possible cannot be the potential customers anymore. Then, the open-
ing branch should be considered as the preferred entry mode. Moreover, this strategy has advantages
since the branches of foreign companies get the benefits of lowered VAT. Limitations for providing

CNC milling were not found, so the company should not be afraid of some legal problems.
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To conclude, it is important to mention that the Sievi-Tools Oy has a good chance of successful imple-
mentation to the Russian market in the case of opening a branch, even if it requires more paperwork. In
the long run, the cheaper workforce and materials, a wide range of potential customer will result in a
good profit. The export sales may work as well, but probably more investment, analysis and effort re-
quired. Nevertheless, the company should make its own decision of which enter mode to choose and

how to proceed.
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Sievi-Tools Equipment List

Machining:

Deckel Maho DMC125U

T (2) separate S-ds machinng centers, equipped with paliet
exchangers and swivoling heads. X /'Y / Z -gxis: 1250 / 830 / 800 mm
Speed range up to 18.000 rpm. Max. load 1500 kg. Using pallet rotstion
the max. work area is 1250 x 1280 mm fxy).

The pallet =xchange system aliows smooth rotabion of different types of
works. With one mounbing & part can be machined from five (5) different
sides. Sloping positions and & genuine 5-gxis machinings are also
possible.

Deckel Maho DMC70V

S-sxiz machining cender, X Y/ Z ~aas: 700 / 550 / 500 men.
Speed range up 1o 18.000 rpm

Johnford

S—=as portal machining center. X /Y [ Z-aas: 3100 / 1750/ 800 mm
Equipped with an additiond 4th sxis + flange for tuming the part
Sginde: 15.000 rpm, 17 KWV, Max load 10 000 kg.

Other equipmet:
Manuzl sthe, beltsaw (600 mm throst), hydraulic press (175 tons)
abrazive blasting cabinet (~1 m%)

30 Measurement:

Faro PowerGage

Three-dimensicnal measurements of geomebic elemeanis such ss
planes, cylnders, cones, holes and their locations relatve to each

cther, distances and angles can be done relatively quickdy, especially

cn an individual dem.

3D shape messurements can be made very precizely, comparing the 30
geomeiry of & CAD document with 2 real life manufachured compaonent

Software:

We uze versatie 3O software for design (PowerShape) and program-

ming the todpaths (PowerMill). With Powerlnspect 5D models and

gecmeinc elements are brought into the measuwrement emvdironment. The
madels are tranzferred mainly in IGES, STEF, VDA-FS and DXF-formats.

Toclpsth transfers go through network without any lengih restnctions.

Doubla curvatura 30 chapee are avaryday work for uve.

We are machining in three shifis, and doing the NC-planning in two
shifis. We currently have & tctal of 20 employees.

Sievi-Tools Oy
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Hi-Tech enhances Sievi Tools Oy
subcontract machining

Inspecta

150 2081

The work usually begins with & complete 3D
geomebry suppled by the customer. ¥ neces-
sary, the 3D gecmetry oan be crected based
on customer's data or 20 gecmetry. 30 digiti-
zation can also be used. Finally, a mould or &
design for {astening is made

NC Programming

NC programming = made on the basis of the
accurate 30 madel. This work is done on
powerful workstations that can also simulste
the sctudd machining operations before the
toolpaths are ransfered to @ machning center

machining

The machining ise¥ is done in 3-5-axis
machining centers. Before staring the actual
machining ol the tools are presetted. Parts are
usually fixed in ther places using zerc-pont
workhaolders. The pallet exchange system an-
hances usabiity of the machines

~83-8

The mamnufactured products often regquire
spacial finishing procedures such as wniting
the mould surfaces and, # necessary, polish-
ing the mould surface When the material is
selected comeclly, even miror bright surdfaces
are possible to obtein by polshing

Theee-dimensional measurements of gesmaetric
elemenis such a5 planes, ayfinders, cones,
holes and their loastions relative to each other,
distances and angles aan be done relatvely
quicidy. especialy on an indridusl item

30 shape messurements aan be made very
precisely. comparing the 30 geomelbry of 2
CAD dosurmnent with & real ife manufactured
oomponent

-1+
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-

Cnucok odopynosanus Sievi-Tools

OopaboTka:

Deckel Maho DMC125U. /lpa 5-Ti KOOpAMHATHBIX OOpabaThIBarO-
IIUX HEeHTPa, O CHAIlleHHbIe aBTOMATHYeCKOil CMEeHOi1 aJLIeTOB U II0BO-
potHbiMu ronoskamu. Koopaunarsr X/Y/Z: 1250/880/800 mm. Juana-
30H ckopocreii 10 18.000 06/mun. Makcumanshast Harpyska 1500 kr.
ITpy BCTIOTP30BaHNH BPAINAFOLIETOCS MaIeTa MaKCHMaIbHast pabodast
30Ha 1250 x 1250 mm (XV). Cucrema oOMeHa mauieTaMu o0ecreunBa-
eT IJTaBHYIO CMEeHY Pa3IHYHBIX BUAOB paboT. C 0IHOIT yCTaHOBKH BO3-
MOKHO 00paboTaTh aetanb C OSTH pasHbIX CTOPOH. Takke eCTb BO3-
MOJKHOCTb MPOU3BECTU 5-TH KOOPAMHATHYIO 00pabOTKy moa Hakio-
HOM.

Deckel Maho DMCYV. 3-X koopauHaTHBI 00pabaThIBAIOIINIT LIEHTP C
ocamu X/V/Z: 700/550/500 mm. JImuamaszon ckopocreii mo 18,000
00/MHH.

Johnford. 3-x KoopaMHATHBII MOPTATBHEIN 00pabaTHIBAIOILII LIEHTP
c ocsmu X/Y/Z: 3100/1750/800 mm. OcHamieH QOMOTHUTENBHON 4-ii
oCbl0, a Takxke (uanuem s nosopora aeranu. llnunagens: 15,000
00/mut., 17 xBre.MaxcumanbHas Harpyska 10 000 kr.

Jlpyroe oGopyaoBanue: Py4HOi TOKAPHbII CTAHOK, JEHTOYHAs MUAA,
ruapasanyeckuit mpecc (175 ToHH), abpa3MBOCTPYHMHBIN KIIKad

3D u3zMepeHus:

Faro PowerGage. TpexMepHO€e M3MepeHHs TEOMETPHIECKHX JIEMEH
TOB, TAKUX KaK TPaHH, WHJIMHAPBI, KOHYCHI, OTBEPCTUSA U HX PACHOIO
JK@HHE OTHOCHTENBHO APYT Apyra, paccTosHus u yrbl. 3D nzmepenus
BbIMOJHAKTCA OTHOCUTECIbHO 6blCTp0 U OUCeHb TOUHO, CPaBHUBAs TPEX:
mepryto CAD cxemy ¢ peanbHO U3rOTOBIEHHOMN JETaIeH.

IIporpammHoe o0ecneyeHue:

Hanra xoMmaHus ucrnosb3yer yHuBepcansHoe 3D-mporpamvHoe obec-
neueHus: 11 npoexruposanus (PowerShape) u mporpammupoBanust
tpaektopuii (PowerMill). C nporpammoii Powerlnspect 3D mozenu u
TeOMETPHYECKHE JIIEMEHTHI BBOAATCA B CPeNy M3MepeHins. B OCHOB-
HOM Mozen BHocsTcs B hopmarax IGES, STEP, VDA-FS u DXF. Ile-
penaua TPaeKTOPHUH TIPOXOIUT Uepe3 CETh 0e3 KaKNX-ITiHb0 orpaHmye-
HUU.

3D 00BeKTHI ¢ ABOWHON KPHBH3HON — 3TO MOBCEAHEBHAsA Padora
JJIsl HAIINX crnenuaancroB. O0padoTka NpoNCcXoguT B 3 CMEHBI, A
BbinotHeHue YII-ninanuposanus B 2 cMeHbl. B HacTosimue BpemMst
HAIIA KOMIAHHMS HACYHUTHIBAET 20 BHICOKOKBAIH(PHUHPOBAHHBIX
CIEeLHAIHCTOB.
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IlepenoBbie TEXHOJIOT A
PACIIUPSIOT BO3MOKHOCTH

cyomoapsiaa.

3D MonenupoBaHue

PaGoTta 0OBIYHO HAYMHAETCS C IOJHOM TpexMep-
HOI1 Mozenu, mpeJoCTaBIeHHON 3aKkazunkoM. [Ipu
HeoOxonnmMoctu 3D-Mozenp MoKeT ObITh CO3aHa
Ha OCHOBE AAaHHBIX 3akazuumka unu 2D-mogenu.
Taxoke 3D oundposka MokeT OBITH HCIIONB30BA-
Ha. B pesynbrare H3roTaBIMBaeTCs KOHEYHAs
JleTas Win rnpecc-hopma.

IloaroroBka ynpasJsomeit
nporpammbl  (YII) aas  crankos
qIy

[Mporpammuposanne  YII  npousBoautcs  Ha
OCHOBE TOYHO#M 3D.Monenn. Drta omepauus BbI-
MOJIHSIETCs] Ha MOIIHBIX MPOM3BOACTBEHHBIX pabo
YHUX CTAHLMSX, KOTOPbIE TAK/KE MOTYT MMHUTHUPO
BaTh (pakTHueckye onepaunu 00paboOTKH mepern

/mepenadeii TpaekTopmii B 0OpabaThIBArOLIMIl

{ ueHtp.

Oo6pa6oTka

Cama 06paGOTKa BBITIONHACTCS HA 3-X WM 5-TH |
KOODAMHATHBIX  0OpalarelBarOIMX  LEHTPax.

Tlepen HaganoM (akTHueckoii 06paboTKH Bee HH-
CTPYMEHTHI MOMEIIAIOTCA B 0OpabaThIBaroImit
ueHTp. JleTanu oOBIYHO (DUKCHPYIOTCS C MOMO-
B0 Aeprkareneil ¢ HyneBoil Toukoil. Cucrema
0o0MeHa NasyIeToB NOBbILAET YA0OCTBO NCIOb30-
BaHIS MAIIKH.

O1aeika

IMpon3BoanMele N3aeMHs YACTO HY/KAAOTCS B Crie-
LMAJIbHBIX MPOLEAYPAX OTASIKH, TAKNX KaK 00be-
JAWHEHHE TOBEPXHOCTEH mpecc-hopm mm, ecin
HEO0OXOIIMO, MONHPOBKA MoBepxHOCTH. e Ma-

_ Tepyal BEIOPaH IPaBIIBHO, TO C HOMOIIBIO TTOIH-
'POBKH MOKHO IOJIYYUTH 3€PKaJIbHO-OJIECTSLIYIO
TIOBEPXHOCTh.

—"

| >~

TpexmepHOe H3MEpPEHHs TeOMETPUYECKHX dlie-

F;, f:3D H3smepenus

& BEPCTHA U UX PACMOJIOKEHNE
Apyra, pacCTOSIHUS U YIJIbl.
FOTCSl OTHOCHTEIBHO OB
PaBHABAs TPEXMEPHYIO

M3TOTOBIEHHON JAeTaei.

OTHOCHTEIBHO APYT
3MEpEHHsI BBINOJ-
PO M OYE€Hb TOYHO,
AD cxeMy € peanbHO

MEHTOB, TAKHX KAK 'PAHHU, IIHIMHAPBL, KOHYCHI, OT- |

APPENDIX 2/3

Sievi-Tools Oy

ORGANISATION
CERTIFIED BY

Inspecta

1ISO 9001



