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As Juha Korppi-Tommola, General Manager of Enso Espafiola S. A. (EESA),
prepared to hand over the reins to his successor Juan Vila, he reflected on
the eventful two and a half years he had spent in Barcelona. Korppi-
Tommola had managed many turnarounds before but this was by far the
most difficult turnaround assignment he had handled to date and he
pondered over the task facing Vila.

Background

From its formation in 1964 until 1993, EESA, a manufacturer of
cartonboard for packaging applications, had been a subsidiary of the
Finnish company Tampella, which in the late 1980s was acquired by the
Finnish bank SKOP. Annual production in the initial years was modest
(around 20,000 tons) and was gradually increased to around 40,000 tons in
the early 1970s, to 60,000 in the early 1980s, and to about 75,000 tons by
1990.

! During the period 1964 -May 1993, the company was owned by Tampella Oy and operated under the name Tampella
Espariola, S.A.
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as the basis for class discussion rather than to illustrate either effective or ineffective handling of
an administrative situation. July 1999.
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The performance of EESA throughout this period was mediocre, hovering around
breakeven between 1967 and 1976. Its fortunes fluctuated from then on as results
swung to massive losses — 700 million pesetas in 1986 - until eventually reporting the
first significant profit in its history in 1990 - 362 million pesetas. (See Exhibit 1 for
selected profitability record.)

One manager recalls the atmosphere during the 60s and 70s: “In those days things
were very relaxed. The cartonboard business was going through a buoyant period -
the prices were good and demand was growing. The main problem was that the
company had to borrow heavily at high interest rates to pay for the paper machine and
this affected the profitability of the business. I believe that operationally the company
was not doing badly. It was just undercapitalised.

“The employees were sceptical about the poor results of the company. This scepticism
was greater the lower down you went in the organisation. They could see that prices
were good and that trucks loaded with cartonboard were leaving the warehouse. They
did not really see any reason for the poor results. Some even suspected that EESA was
making a profit which was being hidden through transactions with the parent
company.”

It appeared to them that profit was not the only objective that the Finnish management
sought to achieve in its Spanish subsidiary. The paper machine installed in Barcelona
served as a demonstration unit - delegations of potential new clients from different
countries were seen to. visit the plant on a regular basis to see the machine in
operation. Tampella Finland also tested new innovations on the machine in Barcelona.

After turning in a profit in 1990, in 1991 and 1992 there were major production
problems. Severe teething problems arose as a result of the decision to rebuild the plant
in order to not only double production capacity to 140,000 tons but also to convert it
from a manual to a highly automatic one.

The rebuild cost of 8,500 million pesetas was financed by Tampella Finland with a
6,000 million pesetas interest-free loan and a 3,000 million pesetas capital injection.

EESA General Managers

Ever since it was founded EESA had had Finnish general managers who saw their
tenure in Spain as a launching pad to more senior positions in the group. They had all
shown a hesitancy in dealing firmly with the workers’ unions, which had thus become
very strong. Seeing the huge investments that the parent company had made in the
machine rebuild, the unions started to press for improved benefits for the workers.
When the management turned down these requests, the workers went out on strike on
14 consecutive Saturdays from January to April 1992, the consequence of which was
that the machine had to be stopped and started 14 times instead of functioning on a
continuous basis.
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EESA thus reverted to huge losses in 1991 (992 million pesetas) and 1992 (3,948
million pesetas). EESA represented between 15 and 20% of the sales of Tampella Group
and the Spanish losses suddenly represented a huge drain on group resources.

Project management skills were thin on the ground in Barcelona during the rebuild.
The general manager who had accepted the rebuild project had a sales and marketing
background and no manufacturing experience. His Spanish team did not have the
requisite skills to bring such a large project to fruition. For example, the production
director had no formal education at all. He had joined the company at a very young
age and had worked his way up the organisation. The high level of automation
incorporated in the rebuild meant that his experience and skills had become largely
outdated.

When the parent company finally moved to solve the problems created by the rebuild
project, they returned Jaakko Heininen (who had a technical background and had been
general manager of EESA from 1979 to 1981) to the job of general manager. The
incumbent general manager was given responsibility for the sales department. Since
there already existed a director in the sales department, this function ended up with
two department heads. However, six months later Heininen left to take up a World
Bank assignment in Washington and the company was back to square one. At this
stage, three of EESA’s Finnish board members = Aarre Metsévirta, Pekka Rantala and
Antti Arjas - who all had technical backgrounds, decided to take turns and spend a
week each in Barcelona. They could not speak Spanish and thus found it difficult to
get the necessary information from the local managers, most of whom did not
understand English. However, they quickly came to the conclusion that some far-
reaching changes were necessary in Spain.

Korppi-Tommola enters - January 1993

A chance meeting led to the appointment of Korppi-Tommola. One of the board
members, Rantala, bumped into him at a local post office in Finland. Rantala was
aware that he had managed a company in Spain and he asked him if he would be
interested in taking over as EESA’s General Manager. Two weeks later, Korppi-
Tommola had signed a contract to join EESA. His brief was very clear - to turnaround
the business or to close it down.

Korppi-Tommola had graduated as a Master of Law from Helsinki University. Prior to
joining EESA, he had spent 14 years as a manager and consultant in different
businesses and in different countries. He had previously lived in Spain for four years
and therefore spoke Spanish well. In Spain he had been involved in the successful
turnaround of Polar Cup, the Spanish subsidiary of a Finnish company that used board
and plastics to make disposable tableware.

Meanwhile Tampella’s owner, SKOP bank, had run into severe financial difficulties and
was itself taken over by the Bank of Finland, which immediately started looking to
dispose of Tampella.
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